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Letter of Transmittal 


Di:i'autmi:nt of Stati: 

Wa^hinyton, Juhj oO, lO-fO 

The President: In {iccorclance witli your wihli, 1 luive liad com¬ 
piled a record of our relations with China, special emphasis bein'! 
placed on tlie last live years. This record is bein^ publislied and \Yill 
tlicrefore be available to the Congress and to the people of tlie United 
■ States. 

Although the compilation is voluminous, it necessarily covers a 
relatively small part of tlie relations between China and the United 
States. Since the beginning of World War II, these relations have 
involved many Government <lepartnients and agencies. The ])repara- 
tion of the full historical record of that period is by no means yet 
coinj)Iete. Because of the great current interest in tlie problems con¬ 
fronting China, I have not delayed publication until the complete 
analysis could be made of the archives of the National Military Estab¬ 
lishment, the Treasury Department, the Lend-Lease Administration, 
the WHiite House 61es and many other oflScial sources. However, I 
instructed those charged with the compilation of this document to 
present a record which would reveal the salient facts which determined 
our policy toward China during this period and which reflect the 
execution of that jjolicy. This is a frank record of an extremely com¬ 
plicated and most unhappy period in the life of a great country to 
"'hich the United States has long boon attached by tics of 
closest friendship. No available item has been omitted because 
it contains statements critical of our policy or might be the basis of 
future criticism. Tlie inherent strength of our system is the respon¬ 
siveness of the Government to an informed and critical public opinion. 
It is precisely this informed and critical public opinion which totali¬ 
tarian govemments, whether Rightist or Communist, cannot endure 
J^nd do not tolerate. 

The interest of the people and the Government of the United States 
m China goes far back into our history. Despite the distance and 
broad differences in background which separate China and the United 
States, our friendship for that country has always been intensified by 
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Ibo roli.nous, philanthropic and cnlturnl ties which have “J' 
two ,topics, and has lx>en attested by many acts of pood will over a 
ridd of many years, including the use of the Boxer indemnity for 

!ho education of Chinese students, the abolition of 

duriim the Second World War. and our extensive aid to China dur 

in- and since the close of the war. The record shows that the United 

StTitcs has consistently maintained an.l still mamtu.ns 

niental principles of our foreign policy toward 

(ho doctrine of the Open Door, respect for the administrative and 
territorial integrity of China, and opposition 

lion of China. It is deplorable that respect for Bie truth in the 
compilation of this record makes it necessary to publish an account of 
facts which reveal the distressing situation in that country. I have 
not felt however, that publication could be withheld for that rca^n. . 

'I'lio record should be read in the light of conditions prevailing when 
the events occurred. It must not be forgotten, for example, that 
throu-hout World War II wo were allied with Russia in the struggle 
to .lefoat Germany and Italy, and that a prime object of our policy 
was to bring RiuJia into the struggle against Japan in time to be of 
real value in the prosecution of the war. In this period, militarj’ 
considerations were understandably predominant over all others. Our 


most urgent purpose in the Far East was to defeat the common enemj 
ami save the lives of our own men and those of our comrades-in-arms, 
the Chinese included. ^Yo should have failed in our manifest duty 
had we pursued any other course. 

In the years since V-J Day, as iii the years before Pearl Harbor, 
inilitar}’ considerations have been secondary to an earnest desire on our 
jiart to assist tlic Chinese jieoplo to achieve peace, prosperity and in¬ 
ternal stability. The decisions and actions of our Government to pro¬ 
mote those aims necessarily were taken on the basis of infonnation 
available at the time. Tliroughout this tragic period, it has been fully 
realized that the material aid, the military and technical assistance, 
and tlie good will of the United States, however abundant, could not 
of themselves put China on her feet. In the last analysis, that can bo 
done only by China herself. 

Two factoi's have played a major role in shaping the destiny of 
modern China. 

Tlie population of China during the eighteenth and nineteenth cen¬ 
turies doubled, thereby creating an unbearable pressure upon the land. 
The first problem which every Chinese Government has had to face 
is that of feeding this population. So far none has succeeded. The 
Kiiomintang attempted to solve it by putting many land-rgform laws 
on the statute books. Some of these laws have failed, others have 
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been ignored. In no small measure, the predicament in ^^IikIi the 
National Government finds itself today is due to its failure to provnie 
China with enough to eat. A large part of the Chinese C ommunists 
propaganda consists of promises that they will solve the land problem. 

The second major factor which has shaped the pattern of contem¬ 
porary China is the impact of the West and of Western ideas, lot- 
more than three thousand years the Chinese developed their own h.gli 
culture and civilization, largely untouched by outside inlhiences. Even 
when subjected to military conquest the Chinese always inaiuiged in 
the end to subdue and absorb the invader. It was natural therefore 
that they should come to look upon themselves as the center of the 
world and the highest expression of civilized mankind. 1 hen in the 
middle of the nineteenth century the heretofore impervious wall of 
Chinese isolation was breached by the West. These outsiders brought 
with them aggressiveness, the unparalleled development of \\ estern 
technology’, and a high order of culture which had not accompanied 
previous foreign incursions into China. Partly because of these 
qualities and partly because of the decay of >lanchu rule, the 
Westerners, instead of being absorbed by the Chinese, introduced new 
ideas which played an important part in stimulating ferment and 

unrest. 

By the beginning of the twentieth century, the combined force of 
overpopulation and new ideas set in motion that chain of events which 
can be called the Chinese revolution. It is one of the most imposing 
revolutions in recorded history and its outcome and consequences 
are yet to be foreseen. Out of this revolutionary whirliiool emerged 
the Kuomintaiig, first under the leadership of Dr. Sun Yat-sen, and 
later Generalissimo Chiang Kai-shek, to assume the direction of the 
revolution. The leadership of the Kuomintang was not challenged 
until 1927 by the Chinese Communist party which had been organized 
in the early twenties under the ideological impetus of the Russian 
revolution. It should be remembered that Soviet doctrine and prac¬ 
tice had a measurable effect upon the thinking and principles of 
Dr. Sun Yat-sen, particularly in terms of economics and party or¬ 
ganization, and that the Kuomintang and the Chinese Communists 
cooperated imtil 1927 when the Third International demanded a pre¬ 
dominant position in the Government and the army. It was this de¬ 
mand which precipitated the break between the tw’o groups. To a 
large extent the history of the period between 1927 and 1937 can be 
written in terms of the struggle for power between the Kuomintang 
and the Chinese Communists, with the latter apparently fighting a 
losing battle. During this period the Kuomintang made considerable 
progress in its efforts to unify the country and to build up the nation’s 
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iinaiicial and economic strengtli. Somewhere during this decade, 
however, tlie Kuomintang began to lose the dynamism and revolu- 
t ionary fervor which liad created it, wliile in the Chinese Communists 

tlie fervor became fanaticism. • • 

Perhaps largely because of the progress being made in China, the 
Japanese chose VMM as the departure point for the conquest of China 
proiier. and (he goal of the Chinese people became the expulsion of 
a brutal and hated invader. Chinese resistance against Japan dur¬ 
ing the early years of tlie war compelled the nnqualifieil ailmiration 
orfreodom-'loving peoples throughout the world. Until I'.MU this 
resistance was largely without foreign support. The tragedy of these 
ycai-s of war was that physical and human devastatioii to a large e.\- 
lent destroyeil the emerging middle class which historically has been 
the hacldxme ami heart of liberalism and democracy. 

In contrast also to the unity of the people of China in the war 
against Japan were the diviiled interests of the leaders of the Kuo- 
mintang ami of the Chinese Communists. It became apparent in the 
early forties that the leaders of the (loveriiment, just as much as the 
Communist leaders, were still as preoccupied with the internal 
struggle for jiower ns they were, with waging war against Japan. 
Once flic United Slates became a participant in the war, the Knomin- 
tung was apparently convinced of tlie ultimate defeat of tiapan and 
saw an opportunity to improve its position for a show-down struggle 
with the Coninninist.s. The Communists, for their part, seemed to 
see in tlie chaos of Cliina an opportunity to obtain that which had 
been denied them before the .Japanese war, namely, full power in 
China. Tliis struggle for power in the latter years of the war con¬ 
tributed largely to the partial paralysis of China’s ability to i-esist. 

It was precisely here that two of the fundamental principles of 
United States policy in regard to Cliina—noninterference in its in¬ 
ternal affairs and support of its unity and territorial integrity—came 
into coiiJlIct and that one of them also conflicted with tlie basic in¬ 
terests of the Allies in the war against Japan. It seemed highly prob¬ 
able ill 101J5 and HM 1 lliat, unless the Chinese could subordinate (heir 
internal interests to the larger interest of tlie unified war effort 
against Japan, Cliiiie.so I'osistance would become completely ineffective 
and the Japanese would be able to deprive the Allies of valuable bases, 
operating points and inaiipowor in China at a time when the outcome 
of the war against Japan was still far from clear. In this situation 
and in the light of the paramount necessity of the most vigorous prose¬ 
cution of the war, in which Chinese interests were equally at stake 
with our own, traditional concepts of policy had to be adapted to a new 
and unprecedented situation. 
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After Pearl Harbor we expanded the program of military and 
economic aid which we had inaugurated earlier in 1941 umler the 
Lend-Lease Act. That program, described in chapter I of the at¬ 
tached record, was far from reaching the volume which we would 
liave wished because of the tremendous demands on the United States 
from all theatei-s of a world-wide war and because of the dilViculties 
of access to a China all of whose ports were held by the enemy. Never¬ 
theless it was substantial. 

Representatives of our Government, military and civilian, who were 
sent to assist the Chinese in prosecuting the war soon discovered that, 
as indicated above, the long struggle had seriously weakened the 
Chinese Government not only militarily and economically, but also 
politically and in morale. The reports of United States military and 
diplomatic oHicei'S reveal a growing conviction througli 1943 and 1944 
that the Government and the Kuomintang luul apparently lost the 
crusading spirit that won them the people’s loyalty during the early 
years of the war. In the opinion of many observei's they had sunk 
into corruption, into a scramble for place and power, and into reliance 
on the United States to win the war for thorn and to preserve their 
own domestic supremacy. The Government of China, of coui'se, had 
always been a one-party rather than a democratic government in the 
■Western sense. The stresses and strains of war were now rapidly 
weakening such liberal elements as it did possess and strengthening 
the grip of the reactionaries who were indistinguishable from the 
war lords of the past. The mass of the Chinese people were coming 
more and more to lo.se confidence in the Government. 

It was evident to us that only a rejuvenated and progressive Chinese 
Government which could recapture the enthusiastic loyalty of the 
people could and would wage an effective war against Japan. Amer¬ 
ican officials repeatedly brought their concern with this situation to 
the attention of the Generalissimo and he repeatedly assured them that 
it would be corrected. He made, however, little or no effective effort 
to correct it and tended to shut himself off from Chinese officials w’ho 
gave unpalatable advice. In addition to a concern over the effect 
which this atrophy of the central Chinese administration must have 
upon the conduct of the war, some American observers, whose reports 
are also quoted in the attached record, were concerned over the effect 
which this deterioration of the Kuomintang must have on its eventual 
struggle, whether political or military, with the Chinese Communists. 
These observers were already fearful in 1943 and 1944 that the Na¬ 
tional Government might be so isolating itself from the people that 
in the postwar competition for power it would prove itself impotent 
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fo maintain its authority. NeTortheless. we continued for obvious 
roapons to clirect aU our aid to the National Govcrnment. 

This was of course the period durinpr which joint prosecution of 
tlio war against Nazi Germany liad produced a degree of cooperation 
hetween the United States and Russia. President Roosevelt was de¬ 
termined to do what lie could to bring; about a continuance in the post¬ 
war period of the partnersliip forced in the fire of battle. 'Ihe peo])lcs 
of the world, sickened and weary with the excesses, the horrors, and the 
degradation of the war, shared this desire. It has remained for the 
postwar years to demonstrate that one of the major partners in 
this world alliance seemingly no longer pui-sucs this aim, if indeed 
it ever ilid. 

When ^faj. Gen. Patrick J. Hurley was sent by President Roosevelt 
to Chungking in 1044 he found what he considered to be a willingness 
on the part of the National Government and the Chinese Communists 
to lav aside (heir dilferences and cooperate in a common effort. Al¬ 
ready they luul been making sporadic attempts to achieve this result. 

Previously and subsequently, General Hurley had been assured by 
Marshal Stalin that Russia had no intention of recognizing any 
government in China except the National Government with Chiang 
Kai-shek as its leader. It may be noted that during the late war years 
and for a time afterwards Marshal Stalin reiterated these views to 
American oflicials. Ho and Molotov expressed the view that China 
should look to the United States as the principal possible source of 
aid. The .sentiments expressed by Marshal Stalin were in large part 
incorporated in the Sino-Soviet treaty of 1945. 

From the wartime cooperation with the Soviet Union and from the 
costly campaigns against the Japanese came the Yalta Agreement. 

The American Government and people awaited with intense anxiety 
tlie a.ssault on the main islands of Japan which it was feared would cost 
up to a inillion American casualties before Japan was conquered. 
'I'he atomic bomb was not then a reality and it seemed impossible that 
(lie war in the Far East could be ended without this assault. It thus 
became a primary concern of the American Government to sec to it that 
the Soviet Union enter the war against Jajmn at the earliest possible 
date in order that the Japanese Army in(Al anchur ia3niight not bo 
returjied to the Iiomeland at the critical moment. It was considered 
vital not only tliat the Soviet Union enter the war but that she do 
so before our invasion of Japan, which already had been set for the 
autumn of 1045. 

At Yalta, Marshal Stalin not only agreed to attack Japan within 
two or tliree months after V-E Day but limited his “price” with refer¬ 
ence to Manchuria substaniiaily to the position which Russia had 
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occupied there prior to 1904. We for our part, in order to obtain this 
commitment and thus to bring the war to a close with a consequent 
saving of American, Chinese and other Allied lives, were prepared to 
and did pay the requisite price. Two facts must not, however, be 
lost sight of in this connection. First, the Soviet Union when she 
finally did enter the war against Japan, could in any case have seized 
all the territories in question and considerably more regardless of what 
our attitude might have been. Second, the Soviets on their side in the 
Sino-Soviet Treaty arising from the Yalta Agreement, agreed to give 
the National Government of China moral and nmterial support and 
moreover formalized their assurances of noninterference in China's in¬ 
ternal affairs. Although the unexpectedly e^^rly collapse of Japanese 
resistance later made some of the provisions of the Yalta Agreement 
seem unnecessary, in the light of the predicted coui-se of the war at 
that time they were considered to be not only justified but clearly 
advantageous. Although dictated by military necessity, the Agree¬ 
ment and the subsequent Sino-Soviet Treaty in fact imposed limita¬ 
tions on the action which Russia would, in any case, have been in a 
position to take. 

For reasons of military security, and for those only, it was con¬ 
sidered too dangerous for the United States to consult with the Na¬ 
tional Government regarding the Yalta Agreement or to communicate 
its terms at once K^Chungking.j We were then in the midst of the 
Pacific War. It was felt tKaTthere was grave risk that secret informa¬ 
tion transmitted to the Nationalist capital at this time would become 
available to the Japanese almost immediately. Under no circum¬ 
stances, therefore, would we have been justified in incurring the secur¬ 
ity risks involved. It was not until June 15,1945, that General Hurley 
was authorized to inform Chiang Kai-shek of the Agreement. 

In conformity with the Russian agreement at Yalta to sign a treaty 
of friendship and alliance with Nationalist China, negotiations be¬ 
tween the two nations began in Moscow in July 1945. During their 
course, the United States felt obliged to remind both parties that the 
purpose of the treaty was to implement the Yalta Agreement—no 
more, no less—and that some of the Soviet proposals exceeded its pro¬ 
visions. The treaty, which was signed on August 14,1945, was greeted 
with general satisfaction both in Nationalist China and in the United 
States. It was considered that Russia had accepted definite limita¬ 
tions on its activities in China and was committed to withhold all 
aid from the Chinese Communists. On September 10, however, our 
embassy in Moscow cautioned against placing undue confidence in the 
Soviet observance of either the spirit or letter of the treaty. The 
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subsequent conduct of t(ie Soviet Government in Manchuria lias amply 
iustitied this warning. 

When peace came the United States was confronted with three 
possible alternatives in China: (1) it could have imlled out lock, stock 
and barrel; (2) it could have intervened militarily on a major scale 
to assist the Nationalists to destroy the Communists; (3) it could, while 
assisting the Nationalists to assert their authority over as much of 
China as possible, endeavor to avoid a civil war by working for a 

compromise between the two sides. ^ 

The first alternative would, and I believe American public opinion 
at the time so felt, have represented an abandonment of our I'der- 
national responsibilities and of our traditional policy of friendship 
for China before wc had made a determined effort to be of assistance. 
The second alternative policy, while it may look attractive theoreti¬ 
cally and in retrospect, was wholly impracticable. Tlie Nationalists 
had been unable to destroy the Communists during the 10 years 
before the war. Now after the war the Nationalists were, as indicated 
above, weakened, demoralized, and unpopular. Tliey had quickly 
dissipated their popular support and prestige in the areas liberated 
from the Japanese hv the conduct of their civil and military officials. 
The Communists on tlie other hand were much stronger than they had 
ever been ami were in control of most of North Cliina. Because of 
the ineffectiveness of the Nationalist forces which was later to be Iragi- 
cnlly denionstrafed. the Communists probably could have been dis¬ 
lodged only by American arms. It is obvious that the American iieople 
would not iiave sanctioned such a colossal commitment of our armies in 
lOfr) or later. We therefore came to the third alternative policy 
whercunder we faced the facts of the situation and attempted to 
assist ill working out a viodus vivendi which would avert civil war but 
nevertheless preserve and even increase the influence of the National 


Government. 

As the record shows, it was the Chinese National Goveminent itself 
wliicli, prior to General Hurley’s mission, had taken stops to arrive 
at a working agreement with the Communists. As early as September 
1943 in addressing the Kuomintnng Central Executive Committee, 
the Generalissimo said, “wo should clearly recognize that the Commu¬ 
nist problem is a purely political problem and should he solved by 
political means.” He repeated this view on several occasions. Com¬ 
prehensive negotiations between representatives of the Government 
and of the Communists, dealing with both military cooperation and 
civil udmiiiistration, wore opened in Sinn in May 1914. Tlieso nego¬ 
tiations, in wliich Ambiussador Hurley later assisted at the invitation 
of both parlies between August 1944 and September 1945, continued 
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intermittoiitly during a year and a half widiout producing conclusive 
results and culminated in a comprehensive series of agreements on 
basic points on October 11,1945, after Ambassador Hurley s depart me 
from China and before General Marshall's arrival. Meanwhile, how- 
ever, clashes between the armed forces of the two groups were increas¬ 
ing and were jeopardizing the fulhllment of the agreements. The 
danger of wide-spread civil war, unless the negotiations could 
promptly be brought to a successful conclusion, was critical. It was 
under these circumstances that General Mai-shall left on his mission to 

China at the end of 1945. 

As the account of General Mai-shall's mission and the subsequent 
yeare in chapters V and VI of the underlying record reveals, our 
policy at that time was inspired by the two objectives of bringing 
peace to China under conditions which would permit stable govern¬ 
ment and progress along democratic lines, and of assisting the Na¬ 
tional Government to establish its authority over as wide areas of 
China as possible. As the event proved, the first objective was unreal¬ 
izable because neither side desired it to succeed; the Communist 
because they refused to accept conditions which would ^\eaken thcii 
freedom to proceed with what remained consistently their aim, the 
commuiiization of all China: the Nationalists because they cherished 
the illusion, in spite of repeated advice to the contrary from our mili¬ 
tary represpntative.s, that they could destroy the Communists by 
force of arms. 

The second objective of assisting the National Government, how¬ 
ever, we pursued vigorously from 1945 to 1949. The National Gov¬ 
ernment was the recognized government of a friendly power. Our 
friendship, and our right under international law alike, called for aid 
to the Government instead of to the Communists who were seeking to 
subvert and overthrow it. The extent of our aid to Nationalist China 


is set forth in detail in chaptei'S V, VI, VII and VIII of the record and 
need not be repeated here. The National Government had in 1945, 
and maintained until the early fall of 1948, a marked superiority in 
manpower and armament over their rivals. Indeed during that 
period, thanks very largely to our aid in transporting, arming and 
supplying their forces, they extended their control over a large part 
of North China and Manchuria. By the time General Marshall left 
China at the beginning of 1947, the Nationalists were apparently at 
the very peak of their military successes and territorial expansion. 
The following year and a half revealed, however, that their seeming 
strength was illusory and that their victories wore built on sand. 

The crisis liad developed around Manchuria, traditional focus of 
Russian and Japanese imperialism. On numerous occasions, Mar- 
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shal Stalin had stated categorically that he expected the National 
Government to take over the occvipation of Manchuria. In the truce 
agreement of January 10, 19-16, the Chinese Communists agreed to 
the movement of Government trooiJS into Manchuria for the pvirpose 
of restoring Chinese sovereignty over this area. In conformity with 
this understanding the United States transported sizable government 
armies to the ports of entry into Manchuria. Earlier the Soviet Army 
had expressed a <lesire to evacuate Manchtiria in December 194n, but 
had remained an additional two or three months at the request of the 
Chinese Government. When the Russian troops did begin their 
evacuation, the National Government found itself with extended lines 
of communications, limited rolling stock and insufficient forces to 
take over the areas being evacuated in time to prevent the entry of 
Chinese Communist forces, who were already in occupation of the 
countryside. As the Communists entered, they obtained the large 
stocks of materiel from the Japanese Kwantung Army which the Rus¬ 
sians had conveniently “abandoned.*’ To meet this situation the 
National Government embarked on a series of military campaigns 
winch expande<l tlie line of it.s lioldings to the Sungari River. Toward 
the end of these campaigns it also commenced hostilities within North 
China and succeeded in constricting the areas iiold by the Communists. 

In the spring of 1916 General Marshall attempted to restore peace. 
This effort lasted for months and during its course a seemingly end¬ 
less series of proposals and counterproposals were made which had 
little effect upon the course of military activities and produced no 
political settlement. During these negotiations General Mai'shull 
displayed limitless patience and tact and a willingness to try and 
then try again in order to reach agreement. Increasingly ho became 
convinced, however, that twenty years of intermittent civil war be¬ 
tween the two factions, during which the leading figures had remained 
the same, had created such deep personal bitterness and such irrecon¬ 
cilable differences that no agreement was possible. The suspicions 
and the lack of confidence were beyond remedy. He became con¬ 
vinced that both parties were merely sparring for time, jockeying for 
military position and catering temporarily to w’hat they believed to 
be American desires. General Mai'shal) concluded that there was 
no hope of accomplishing the objectives of his mission. 

Even though for all practical purposes General Marshall, by the fall 
of 1946, had withdrawn from his efforts to assist in a peaceful settle¬ 
ment of the civil war, he remained in China until January 1947. One 
of the critical points of dispute between the Government and the 
Communists had been the convocation of the National Assembly to 
write a new constitution for China and to bring an end to tlie period 
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of political tutelage and of one-party govemment. The Communists 
had refused to participate in the National Assembly unless there 
were a prior military settlement. The Generalissimo was determined 
that the Assembly should be held and the program earned out. It 
was the hope of General Marshall during the late months of 1940 
that his presence in China would encourage the liberal elements in 
non-Coramunist China to assert themselves more forcefully than they 
had in the past and to exercise a leavening influence upon the abso¬ 
lutist control wielded by the reactionaries and the militarists. General 
Marshall remained in China until the Assembly had completed its 
work. Even though the proposed new framework of government 
appeared satisfactory, the evidence suggested that there bad been 
little shift in the balance of power. 

In his farewell statement, General Marshall announced the termina¬ 
tion of his efforts to assist the Chinese in restoring internal peace. He 
described the deep-seated mutual suspicion between the Kuomin- 
tang and the Chinese Communist Party as the greatest obstacle to a 
settlement. He made it clear that the salvation of China lay in the 
hands of the Chinese themselves and that, while the newly adopted 
constitution provided the framework for a democratic China, practical 
measures of implementation by both sides would be the decisive test. 
He appealed for the assumption of leadership by liberals in and out 
of the Government as the road to unity and peace. With these final 
words he returned to Washington to assume, in January 1947, his 
new post as Secretary of State. 

As the signs of impending disaster multiplied, the President in July 
1947, acting on the recommendation of the Secretary of State, in¬ 
structed Lt. Gen. Albert C. Wedemeyer to survey the Chinese scene 
and make recommendations. In his report, submitted on September 
19,1947, the General recommended that the United States continue and 
expand its policy of giving aid to Nationalist China, subject to these 
stipulations: 

1. That China inform the United Nations of her request for aid. 

2, That China request the United Nations to bring about a truce in 
Manchuria and request that Manchuria be placed under a Five-Power 
guardianship or a trusteeship. 

8. That China utilize her own resources, reform her finances, her 
Government and her armies, and accept American advisers in the 
military and economic fields. 

General Wedemeyer’s report, which fully recognized the danger of 
Communist domination of all China and was sympathetic to the prob¬ 
lems of the National Government, nevertheless listed a large number 
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of roforn.s whicli he eonside.cU essential if that Government tverc 

fo rehabilitate itself. . 

It .vas decided that the publication at that time of a suggestion for 
tlie alienation of a part of China from the control of the National 
Goveniinent, and for placing that part under an international ad¬ 
ministration to include Soviet Russia, would not be helpful. In this 
record, the full text of that part of General Wedemeyer’s report which 

deals with China appeals as an annex to chapter 

Tlie reasons for the failures of the Chinese National (lovernment 
appear in some detail in the attached record. They do not stem from 
any inadequacy of American aid. Our military observers on the spot 
liave reported that the Nationalist armies did not lose a single battle 
during the crucial year of 1048 through lack of arms or ammunition. 
'Fhe fiut was that tlie decay which our observer had detected in 
Chungking early in the war had fatally sapiicd the powers of resist¬ 
ance of the Kuoinintnng. Its leadei-s had proved incapable of meeting 
tlie. crisis confronting them, its troops had lost the will to fight, and 
its Government had lost popular support. The Communists, on the 
other liand, through a ruthless discipline and fanatical zeal, attempted 
to sell themselves as guanlians and liberators of the people. Ihe 
Nationalist armies did not have to be defeated; they disintegrated. 
History has jiroved again and again that a regime without faith in 
itself and an army without morale cannot survive the test of battle. 

Tlie record obviously can not set forth in equal detail the inner 
liistory and development of the Chinese Communist Party during the^ 
yeai-s. 'I'lie principal reason is that, while we had regular diplomatic 
relations with the National Government and had the benefit of volu¬ 
minous reports from our representatives in their territories, our direct 
contact with the Communists was limited in the main to the mediation 
efforts of General Hurley and General Marshall. 

Fully recognizing that the heads of the Chinese Communist Party 
Were ideologically afliliated witli Moscow, our Government neverthe¬ 
less took the view, in the light of the existing balance of forces in 
China, that peace could be established only if certain comlitions were 
met. Tlio Kuomintaiig would have to set its own house in order and 
both sides would have to make concessions so that the Government of 
China might become, in fact as well as in name, the Government of all 
China and so that all parties might function within the constitutional 
system of the Government. Both internal peace and constitutional 
develoinnent mpiired that the progress should be rapid from one 
party government with a large opposition party in ai’ined rebellion, 
to the participation of nil parties, including the moderate non-com- 
nnini.st elements, in a truly national system of government. 
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None of these conditions has been realized, ihc di^tuist of the 

leaders of both the Nationalist and Communist Parties 

proved too deep-seated to permit final agreement ^ Nv 

emporary truces and apparently promising negotiations llie Na 

tionalists. furthermore, embarked in 19-16 on an J 

firv campaign i]» the face of warnings by General Maishall that i 
not only would fail but would plunge China into economic chaos and 
cventuallv destroy the National Government. General Marshall 
pointed Jut that though Nationalist armies could, for a period, cap¬ 
ture Communist-held cities, they could not destroy the Cominumst 
armies. Thus every Nationalist advance would expose their commu¬ 
nications to attack hy Commnnisl guerrillas and compel them 
or to surrender their armies together with tlie munitions 
United States has furnished them. No estimate of a military situation 
has ever been more completely confirmed hy the resulting facts. 

The historic policy of the United States of friendship and aid 
toward the people of China was, however, maintained in both peace 
and war. Since Day. the United States Government has author¬ 
ised aid to Nationalist China in the form of grants and credits totaling 
approximately 2 billion dollars, an amount equivalent in va ue to 
more than 50 percent of the monetary exi>endituros of the Chinese 
Govei-nment and of proportionately greater magnitude in relation to 
the budget of that Government than the United States has proyidec 
to any nation of Western Europe since the end of the war. In addition 
to thc.se gi-ants ami credits, the United States Government has sold 
the Chinese Government large quantities of military and civilian wai 
surplus property with a total procurement cost of oyer 1 billion 
dollars, for which the agreed realization to the United States was 
232 million dollai-s. A large proportion of the military supiylies fur¬ 
nished the Chine.se armies by the United States since V-J Day has, 
however, fallen intx> the hands of the Chinese Communists through the 
military inei>titudo of the Nationalist leaders, their defections and 
surrenders, and the absence among their forces of the will to fight. 

It has been urged that relatively small amounts of additional aid 
military and economic—to the National Government would have 
enabled it to destroy communism in China. The most trustworthy 
military, economic, and political information available to our Govern¬ 
ment does not bear out this view. 

A realistic appraisal of conditions in China, past and present, leads 
to the conclusion that the only alternative open to the United States 
was full-scale intervention in behalf of a Government which had lost 
the confidence of its own troops and its own people. Such inter¬ 
vention would have required the expenditure of even greater sums 
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than have been fruitlessly spent thus far. the command of Nationalist 
armies by American oflieers. and the probable pai-ticipation of Ameri¬ 
can armed forces—land, sea. and air—in the resulting vur. Inter¬ 
vention of such a scope and magnitude would have been lesented by 
the mass of the Chinese people, would have diametrically revei-sed 
our historic policy, and would have been condemned by the American 
people. 

It must be admitted frankly that the American policy of assisting 
the Chinese people in resisting domination by any foreign power or 
powers is now confronted with the gravest difficiilties. The heart 
of China is in Communist hands. The Communist leaders have fore¬ 
sworn their Chinese heritage and have publicly announced their sub¬ 
servience to a foreign power, Russia, which during the last 50 years, 
un<ler czars and Communists alike, has been most assiduous in its 
efforts to extend its control in the Far East. In the recent past, 
attempts at foreign domination have appeared quite clearly to the 
Chinese people as external aggression and as such have been bitterly 
and in the long run successfully resisted. Our aid and encouragement 
have helped them to resist. In this case, however, the foreign domina¬ 
tion has been masked behind the facade of a vast crusatling movement 
which apparently has seemed to many Chinese to ho wholly indigenous 
and national. Under these circumstances, our aid has been unavailing. 

The unfortunate but inescapable fact is that the ominous result of 
the civil war in China was beyond the control of the government of 
the United States. Nothing that this country did or could have done 
within the reasonable limits of its capabilities could have changed that 
result; nothing that was left undone by this country has contributed 
to it. It was the product of internal Chinese forces, forces which this 
country tried to influence but could not. A decision was arrived at 
w’ithin Chinn, if only a decision by default. 

And now it is abundantly clear that we must face the situation ns 
it exists in fact. We will not help the Chinese or ourselves by basing 
our policy on wishful thinking. We continue to believe that, however 
tragic may he the immediate future of China and however ruthlessly 
a major portion of this great people may be exploited by a party in the 
interest of a foreign imperialism, ultimately the profound civilization 
and the democratic individualism of China will reassert themselves 
and she will throw off the foreign yoke. I consider that wo should 
encourage all developments in China which now and in the future 
work toward this end. 

In the immediate future, however, the implementation of our his¬ 
toric policy of friendship for China must be profoundly affected by 
current developments. It will necessarily be influenced by the degree 



LETTER OF TRANSMITTAL 


X\TI 


to Tvhich the Chinese people come to recognize that the Communist 
regime serves not their interests but those of Soviet Russia and the 
mamier in which, liaving become aware of the facts, they react to this 
foreign domination. One point, however, is clear. Should the Com¬ 
munist regime lend itself to the aims of Soviet Russian imperialism 
and attempt to engage in aggression against China’s neighbors, we 
and the other membei-s of the United Nations would be confronted by 
a situation violative of the principles of the United Nations Charter 
and threatening international peace and security. 

Meanwhile our policy will continue to be based upon our own respect 
for the Charter, our friendship for China, and our traditional sujiport 
for the Open Door and for China’s independence and administrative 
and territorial integrity. 

Respectfully yours, 


Dean Acheson 
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Nanking 

China declared eligible by President Roosevelt for leiul-lease 

United States froze Japanese assets in United States 
Japanese attack upon Pearl Harbor 
U.S. declaration of war against Japan 

Soong-Stimson exchange of notes regarding appointment of 
General Stilwell as Chief of Staff of Generalissimo Chiang’s 
Joint Staff, and United States Army Representative in 

China 

Letter orders is.sucd by General Marshall ordering General 
Stilwell to Chungking to serve uiulcr Supreme Command 
of Generalis-simo Chiang 
U.S. loan to China of $500,000,000 authorized 
General Stilwell reported to Gencrali.ssimo Chiang 

Sino-U.S. treaty providing for relinquishment of American 
extraterritoriality signed at Wa.<hington 
Declaration of Four Nations on General Security signed by 
U.K., U.S., U.S.S.R. and China at Moscow 
Cairo Conference of Roosevelt, Churchill and Chiang Kai-shek 
Tehran Conference of Roosevelt, Churchill and Stalin 

Cairo Declaration Issued by U.S., U.K. and China 
Repeal by U.S. Congress of discriminatory legislation re¬ 
garding Chific.«c immigration and naturalization 

Vice President Henry A. Wallace’s mis.sion to China 
General Patrick J. Hurley appointed Personal Representative 
of President Roo.sevelt to China 
General Hurley’s conversation with Molotov in Moscow 
Recall of General Stilwell from China announce*! 

General Hurley presented crc«lcntials as American Ambassador 
to China to Generalissimo Chiang liai-shek 
Yalta Conference of Roosevelt, Churchill and Stalin 
Yalta Agreement signed by Roosevelt, Churchill and Stalin 
Ambassador Hurley conferred with Stalin and .Molotov at 
Moscow regarding settlement of Kuomintang-Coinmunist 
question 
V-E Day 

Berlin Conference of U.S., U.K. and U.S.S.R. 

Potsdam Declaration calling upon Japan to surrender un¬ 
conditionally issued by U.S., U.K., and China 
Soviet Union entered war against Japan 
Surrender of Japan 
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1915 
A-iir. M 

Oct. II 

Nov, 27 
Nov. 27 

Dec. 15 

Doc 16-27 

1916 
.Ian. 7 
Jan. 10 

Jan. 10-31 
Jan. 13 
Jan. 14 
Jan. 31 
Feb. 25 


Mar. 1-17 
Mar, 11 
Apr. 18 
Apr. 18 
May 5 
May 10 
May 23 
June 7 
Jnne 27 
Jnne 30 
July n 

July 29 
Aug. 10 

Aug. 30 
Oct. 11 
Nov. 2 

Nov. 15- 
Doc. 25 
Dec. 18 

1947 
Jan. 0 
Jan. 7 

Jan. 29 


Sino-Sovict Treaty ot Friendship and .Mliance and related 
acreementft signed fit Moscow 

Siininmry of National Govcrnment.C«mmunist mnvcrsations 

issued , 

RcsicnAtion of Ambassador Hurley announceci 
Appoh.tn.ent of Gen. George C. Marshall as Pras.dcnt 
Tnitnan’s Special Representative U> China announced 
Statement of United States policy on China issued by Presi¬ 
dent Truman , c. it t~ 

Moscow Conference of Foreign Ministers of U.S.. U.K.. and 

U.S.S.R. 

First meeting of the Committee of Three 

Committee of Three agreement regarding cessation of hos- 
tililics 

Meeting of the Political Consultative Conference 
ElTcctive date of the cessation-of-hostilitics agreement 
Executive Headquarters at Peiping began olTiclal functions 
Resolutions adopted bv Political Consultative Conference 
Agreement reached on basic plan for military reorganir.aUon 
and integration of Communist forces into tlie National 

i^r n^y 

Meeting of the Kuomintnng Central Executive Committee 
General Marshall left China for U.S. to rep.^rt to the President 
General Marshall returned to China 

Occupation of Changchun by Chinese Communist forces 
Tran-^fer of National Government from Chungking to Nanking 
Occupation of Ssupingchich by National Government troops 
Occupation of Changchun by National Government troops 
Beginning of truce period in Manchuria 

Joint Chioa-U.S. Agricultural Mission commenced operations 
Expiration of the truce; negotiations at an apparent stalemate 
Senate confirmation of J. Leighton Stuart as American 
Ambassador to China 

Communist ambush of U.S. Marine convoy near Peiping 
Joint statement on situation in China issued by General 
Marshall and Ainbassailor Stuart 
Conclusion of Sino-Amorican surplus-property sale agreement 
Occupation of Kalgan by National Government troops 
Sino-U. S. Treaty of Friendship, Commerce and Navigation 
signed at Nanking 

Meeting of the National Assembly to adopt a Constitution 

Statement by President Truman of American policy toward 
China 


General MarshaH’s recall announced 

General Marshall's nomination as Secretary of State an- 
nounced 

U. S. announced termination of Its connection with the Com¬ 
mittee of Three and Executive Headquarters 
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1947 
Feb. 11 

Feb. 28 
Mar. 1 

Mar. 19 
Apr. 17 

June 30 

July 9 

Aug. 24 
Sept. 9 

Sept. 19 
Oct. 28 

1948 
Mar. 12 
Mar. 29 
Apr. 3 
July 3 

Aug. 5 

Aug. 10 
Sept. 23-24 
Oct. 15 
Oct. 20 
Nov. 1 
Dec. 1 
Dec. 31 

1949 
Jan. 1 

Jan. 8 
Jan. 12 
Jan. 15 
Jan. 21 

Jan. 31 
Feb. 6 
Mar. 12 
Mar. 24 
Apr. 14 
Apr. 20 
May 10-17 
May 25 
June 2 
Juno 3 


Chinese Government notified Communist dclcgaHon in Nan¬ 
king that it.s presence was no longer desired 
Uprising in Taiwan 

Reorganization of the Legislative Yuan and the Control Yuan 
announced 

Occupation of Yenan by National Government troops 
Reorganization of the Executive Yuan and the State Council 
announced 

Extraordinary meeting of the Standing Committee of the 
Kuoinintang Central Executive Committee 
President Truman instructed General Wedemoyer to proceed 
to China on a fact-finding mission 
General Wedemeyer's statement on his departure from China 
Fourth Plenary Session of the Kuoinintang Central E.xocutive 
Committee opened 

General Wedemoyer submitted his report to the President 
The Democratic League outlawed 


Occupation of Ssupingchich by Chinese Communist forces 
Meeting of the National Assembly 
China Aid Act of 1948 approved by President Truman 
Agreement signed covering terms of American economic aid 
to China 

Exchange of notes providing for establishment of Sino-Aineri- 
can Joint Commis.sion on Rural Reconstruction in China 
Economic reform decrees i.ssucd by National Government 
Occupation of Tsinan by Chinese Communist forces 
Occupation of Chinchow by Chinese Communist forces 
Occupation of Changchun by Chinese Communist forces 
Occupation of Mukden by Chinese Communist forces 
Occupation of Ilsuchow by Chinese Communist forces 
Formation of Sun Fo’s cabinet 


New Year’s messages by Generalissimo Chiang Kai-shek and 
Prime Minister Sun Fo 
Chinese request for Big Four mediation 
U.S. declination to act as an intermediary 
Occupation of Tientsin by Chinese Communist forces 
Chiang Kai-shek announced his decision to retire; Li Tsung* 
jen became Acting President 
Occupation of Peiping by Chinese Communist forces 
Most of the Chinese Goveniment’s oIRces moved to Canton 
Ho Ying-chin became Prime Minister in Canton 
Occupation of Taiyuan by Chinese Communist forces 
Extension of China Aid Act of 1948 
Crossing of Yangtze River by Communist forces 
Occupation of Hankow by Chinese Communist forces 
Occupation of Shanghai by Chinese Communist forces 
Occupation of Tsingtao by Chinese Communist forces 
Yen Hsi-sban became Prime Minister in Canton 
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CHAPTER I 


A Century of American Policy, 1844—1943 

I. INTRODUCTION 

For more than half a century tlie policy of the United States toward 
China has been based on the twin principles of (1) equality of com¬ 
mercial opportunity, and (2) the maintenance of the territorial and 
administrative integrity and political independence of China. Al¬ 
though the United States has at times i-ecognized the special i-elations 
between China aiul neighboring countries, it has also recognized and 
asserted that the domination of Cliina by any one Power or any group 
of Powers is contrary to the interests both of China and of the United 
States. Tile United States has advocated a policy of noninterference 
in the internal affairs of China. Tlie United States has taken the posi¬ 
tion that the Chinese people should bo given time to develop those 
political institutions which would best meet their needs in the modern 
world. The United States has also sought to prevent third Powers 
from utilizing disturbances within Cliina as an opportunity for indi¬ 
vidual or collective aggrandizement. Tho United States has long 
been interested in the creation of conditions which would j)ermit the 
development of a stable Chinese political organism, and in its relations 
with China has supported the principle of peaceful settlement of dis¬ 
putes in accordance with the generally recognized precepts of inter¬ 
national law. 

11. DEVELOPMENT OF BASIC AMERICAN POLICY 

EQUAUTY OF COMMERCIAL OPPORTUNITY 

During the nineteenth century United States policy toward China 
was expressed by treaties and ordinary diplomatic procedures designed 
to secure equality of trading rights in Giina. Tlie fundamental prin¬ 
ciple underlying American relations with China—equality of com¬ 
mercial opportunity—was incorporated in tho firet treaty between the 
two Powers, the Treaty of Wanghia signed on July 3, 184*1, in the 
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form of a mo.t-favorcd-nation clause.* This provision guaranteed 
that whatever treaty rights other Powers gained with respect to trade, 
ro'iden'e religious^erivitv. tariffs or other commercial regulat.ons 
would automatically accrue to the United States. 
nnti<m clause wa.s retained in the subsequent 

tiateil witli China in the nineteenth centurj’. namely the Treaty of 
Tientsin of 1858= and the liurlingaine Treaty of 1868.= ^ ° 

of equality of commercial opportunity worked well until t ie late 
I890’s, when new imperialistic pressures seemed to threaten a division 
of China into spheres of interest among the other Great 1 ouers. 


ENUNCIATION OF THE OPEN DOOR POLICY 

Under the circumstances the United States resorted to « ap¬ 
proach, using another formula to secure its objectives, riio Open 
Door notes of Secretary of State John Hay to the Powers during the 
period from September to November 1899 gave concrete expression 
to the principle of equality of opportunity.* Hay asked the Powers 
involved in the struggle over China to give guarantees that in their 
respective “spheres of influence or interest” they would not interfere 
with the equality of rights of nationals of other countries iji mattei'S 
of tariffs, railroad charges, and harbor dues. The replies to these 
notes were somewhat equivocal or conditional, the Russian reply being 
the most evasive of alh Nevertheless the diplomatic language of the 
replies made it possible for Hay to announce to the world that the 
policy of the Open Door had been accepted, and that it was the gov¬ 
erning policy in China. 

The anti-foreign disturbances in Cliina in 1900, usually referred 
to ns the Boxer Rebellion, afforded the United States (which had 
participated with the other Powers in a joint expeditionary force sent 
to rescue the beleaguered legations in Peking) an opportunity to make 
a statement of policy which went a step beyond the Open Door notes 
of the preceding year. In a circular note to the participating Powers, 
dated July 3, 1900, Hay declared that the “policy of the Government 
of tlie United States is to seek a solution” of the difficulties in China 
which would “preserve Chinese territorial and administrative entity'’ 
and “safeguard for the world the principle of equal and impartial 
trodo w’ith all parts of the Chinese Empire.” “ Thus the principle of 
the maintenance of Chinese territorial and administrative entity be- 

' See annex 1. 

* See annex 2. 

' Sec annex 3. 

* See annex 4. 

' See annex 5. 
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came tlie policy of tljc United States. This policy was helj)ful in 
achieving a solution of the difficulties between China and the Powers 
arising from tlie destruction of property and loss of foreign lives in 
the coui*se of the Boxer Rebellion. Tlie terms of settlement of the 
incident were contained in the Protocol of Peking, signed Se])teml)er 
7, 1901, which, among other things, required China to pay, over a 
period of years, an indemnity amounting to 033 million ilollars. Of 
this the United States claimed only 25 million dollai'S, which i)rovevl 
to be more than adequate to indemnify American nationals. Under 
arrangements provided through Congressional action in lOtiS and 1924 
the United States remitted all Bo.xer indemnity payments not allocated 
to claimants. Altogether the United States returned approximately 
18 million dollars to the Cliinese Government, whicli ])hiced the money 
in a trust fund for the education of Chinese youths in China and in 
the United States. On January 11,1943, the Utiited States yielded all 
further claims to indemnity payments. 

EARLY EFFORTS TO MAINTAIN THE OPEN DOOR 

Since the turn of the century the United States has sought to main¬ 
tain, by diplomacy, the twin principles of equal commercial oppor¬ 
tunity and Chinese territorial and administrative integrity on 
numerous occasions. At the same time the United States extended the 
Open Door doctrine by interpreting it to prohibit exclusive mining 
or railway privileges and commercial monopolies. These extensions 
were initially aimed largely at Russia, which was jjushing down 
through Manchuria and threatening Cliinese control over that vast 
territory. After the Russo-Japanese War, 1904-1905, the principles 
were turned more sharply against Japan, whicli had taken Russia’s 
place in the southern lialf of Manchuria ns a menace to Chinese 
territorial and administrative integrity. 

Wlien Russia endeavored through pressure upon China to obtain 
a privileged position in Manchuria, the United States circularized the 
Powers on February 1, 1902, protesting that such action was contrary 
to the Open Door policy. The American memorandum stated; 

“An agreement by which Cliina cedes to any corporation or com¬ 
pany the exclusive right and privilege of opening mines, establishing 
railroads, or in any other way industrially developing Manchuria, 
can but be viewed with the gravest concern by the Govei-nment of the 
United States. It constitutes a monopoly, which is a distinct breach 
of the stipulations of treaties concluded between Cliina and foreign 
powers, and thereby seriously affects the rights of American citizens; 
it restricts their rightful trade and exposes it to being discriminated 
against, interfered with, or otherwise jeopardized, and strongly tends 
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powers for similar and equal exclusive advantages >» other parts 
he Chinese Einpiie. and the inevitable result must be the complete 
wixHk oAhe policy of absolute equality of treatment of all natrons 
in regard to trade, navigation, and commerce within the co.ihnes of 

"'^•OiUlirother hand, the attainment by one power of such exclu^sive 
privileges for a commercial organization of its nationality conflicts 
witli the assurances repeatedly conveyed to this Government by the 
Imperial Uussian Ministry of l^oreign Affaii-s of the Imperial Govern- 
mcnt’s inlention to follow the policy of the Open Door in Chimi, as 
advocated by the Government of the United States and iwccptcd by 
all tlie treaty powers having commercial interests in that Einpiie. 

When in the following year, the United SUUes learned that Russia 
was pressing China for a bilateral convention which would have pro¬ 
hibited treaty ports and foreign consuls in Manchuria and would have 
excluded all foreigners except Russians from Chinese public scrvico 
in North Cliinu, the United States protested to Russia on April 2a, 
l‘J0a, that siicli action was contrary to the Open Door P«l‘cy and 
injurious to the legitimate interests of the United States in China. 
Tlie Sino-Ainericaii Treaty of Commerce, signed October 8, 1903, re- 
nffirmed the concept of the Open Door and was accompanied by tlie 
opening of Mukden and Antung in Manchuria to foreign trade, thus 

tliwarting Russian attempts to close it.® 

The Russo-Japanese War of 1904^1905, which was fought mamly 
on Chinese soil, afforded the United States an opportunity to restate 
the basic principles of its China policy. Upon the outbreak of the ar, 
Hay on February 10, 1904, appealed to both belligerents to limit ns 
much as possible their military operations and to respect the neu¬ 
trality and “administrative entity” of China.' Subsequently he cir¬ 
cularized the Powers in the interests of the integrity of China and the 
Open Door in the Orient on January 13,1905: 

“It has come to our knowledge that apprehension exists on the part 
of some of the powers that in the eventual negotiations for peace 
between Russia and Japan claim may be made for the concession of 
Cliineso territory to neutral powers. The President would be loath© 
to share this apprehension, believing that the introduction of ex¬ 
traneous interests would seriously embarrass and postpone the settle- 


* Soo oimex 6. 

* See annex 7. 
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ment of the issues involved in tlie present contest in tlie Far East, thus 
making more remote the attainment of that j>eace which is so earnestly 
to be desired. For its part, the United States has repeatedly made 
its position well known, and has been giatified at the cordial welcome 
accorded to its elforts to strengthen and perpettiate the broad policy 
of maintaining the integrity of China and the ‘open door’ in the Orient, 
whereby equality of commercial opportunity and access shall be en¬ 
joyed by all nations. Holding these views the United States disclaims 
any thought of reserved territorial rights or control in the Chinese 
Empire, and it is deemed fitting to make this purpose frankly known 
and to remove all apprehension on this .‘^core so far as concerns the 
policy of this nation, which maintains so considenible a share of the 
Pacific commerce of China and which holds such important posses¬ 
sions in the western Pacific, almost at the gateway of China.”* 
President Theodore Roosevelt offered his good oflices to bring about 
peace negotiations between Russia and Japan. Tlie resultant Treaty 
of Portsmouth, September 5, 1905, ]>lodged the two signatories to 
restore Manchuria to China and to obseiwe measures “which apjily 
equally to all nations” in the commerce and industry of Manchuria. 

THE ROOT-TAKAHIRA AGREEMENT, 1908 

A few years later, in an exchange of notes between the Secretary 
of State and the Japanese Ambassador in Washington, Japan sub¬ 
scribed to the twin principles of United States policy toward China. 
By the Root-Takahira Agreement, November 30, 1908, (lie United 
Slates and Japan mutually agreed (1) to maintain the statxis quo 
in the Pacific and to respect each other’s territorial pos.sessions in that 
region; (2) to uphold the Open Door in China; and (3) to support 
by pacific means the “independence and integrity of China.”® 

THE KNOX "neutralization” PROPOSALS, 1909 

In an effort to strengthen the Open Door principle and at the same 
time to discourage the further penetration of Manchurian trade and 
commerce by Russia and Japan, the United States suggested in 1909 
that the Manchurian railroads be taken out of international politics. 
President Taft and Secretary of State Knox saw that the territorial 
integrity and political independence of China in Manchuria were being 
menaced by the railway concessions granted to Japan and Russia, and 
were convinced that this was contrary to the spirit and letter of the 
Open Door. Knox circularized the Powers in November-December 
1909 as follows: 


* See annex 8. 

* See annex 0. 
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-Perhaps the most effective way to preserve the undisturbed en¬ 
joyment bv China of all political rights in Manchuria and to promote 
the development of those Provinces under a practical application of 
the policy of tlie Open Door and equal commercial opportunity would 
be to bring the Manchurian highways, the railroads, under an ecoimmic, 
scientilic. and impartial administration by some plan vesting m China 
the ownership of the railroads through funds furnished for that pur¬ 
pose by the interested powei-s willing to participate. 

Knox also piopose.l that Iho nationals of the participating Powers 
should supervise the railroad system during the term of the loan, and 
that the Governments concerned should enjoy for such period the 
usual preferences for their nationals and materials” upon an equitable 
basis among tlieniselves.’'> Groat Britain, Germany, and China 
indicated a willingness to accede in principle to the Knox proposal, 
which was almost brutally rebuffed by Russia and Japan. The result 
of the Knox neutralization scheme was to draiv Russia and Japan more 
closely together in defense of their interests in Manchuria and Inner 
Mongolia. Although using the language of the Open Door and the 
territorial integrity of China, they entered into treaty engagements 
on July 4, 1010, and June 25, 1012, wliich in effect seemed designed 
ultimately to close the door to others and to threaten the integrity 

of China. 

III. WORLD WAR I AND POST-WAR SETTLE- 

MENTS 


HOSTILITIES IN CHINA 

World War I had repercussions in China even prior to the Cliinese 
declaration of war (August 14, 1917) against Germany. At the out¬ 
break of the w’nr Cliinn, on August 3,1914, asked the United States to 
assist in preventing the spread of hostilities to Chinese soil, where 
tlic belligerents liad foreign settlements and leased areas. The United 
States accepted this request and informed the British Government on 
August 11, 1914, of the American “desire to preserve the status quo 
in Cliina.” When Japan entered the war against Germany, Secretary 
of State Bryan on August 19, 1914, informed the Japanese Govern¬ 
ment that the United States “notes with satisfaction that Japan, in 
demanding tlie surrender by Germany of the entire leased territory of 
Kiaochow does so with the purpose of restoring that territory to 
China, and that Japan is seeking no territorial aggrandizement in 
China.” Bryan reminded Japan of its pledge to support “the inde- 


” See annex 10. 
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pentlence and integrity of China and tlie principle of equal opportuni¬ 
ties for the commerce and industry of all nations in Cliiinr' as con¬ 
tained in the Root-Takahira Agreement of November 30, lOOS. 

THE TWENTY-ONE DEMANDS, 1915 

Early in 1915 Japan secretly presented to China the Twenty-One 
Demands, which, if accepted in full, would have made Cliina a virtual 
protectorate of Japan. Not only did the Japanese Government de¬ 
mand further economic and political rights in Mancluiria. Shantung, 
and Inner Mongolia, but it also sought exclusive mining and indus¬ 
trial rights in the Yangtze valley and actually demanded supervisory 
control over Chinese social and political institutions, including not 
only schools and churches but even the Government itself. When the 
United States learned of the Demands it took the opportunity to re¬ 
affirm its traditional policy toward China. In a note of March 13, 
1915, to the Japanese Ambassador in Wasliington Bryan reviewed 
American policy since the Open Door notes of 1899, called attention 
to the various international undertakings concerning China, and 
argued that Japan's Demands were inconsistent with its past pro¬ 
nouncements regarding the sovereignty of China. The Secretary 
stated that the United States relied upon the ‘h-epeated assurances” of 
Japan in regard to ‘The independence, integrity and comm5rce of 
China” and on Japan's taking “no steps” wliich would be “contrary to 
the spirit of those assurances.” The Secretary pointed out that the 
activity of Americans in China “has never been political, but on the 
contrary has been primarily commercial with no afterthought as to 
their effect upon the governmental policy of China.” Bryan also 
stated: 

“T^^ule on principle and under the treaties of 1844, 1858, 1868 and 
1903 with China the United States has grounds upon which to base 
objections to the Japanese ‘demands’ relative to Shantung, South 
Manchuria, and East Mongolia, nevertheless the United States frankly 
recognizes that territorial contiguity creates special relations between 
Japan and these districts.” 

The Secretary asserted, however, that the United States “could not 
regard with indifference the assumption of political, military or 
economic domination over China by a foreign Power”, and expressed 
the hope that Japan would 6nd it consonant with its interests “to 
refrain from pressing upon China an acceptance of proposals which 
would, if accepted, exclude Americans from equal participation in the 
economic and industrial development of China and would limit the 
political independence of that country.” The Secretary concluded his 
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position token ,vl,on the originol Domon.ls wore ^ 

T1 erenpon Uryon notified botli Tokyo nnd Peking in .dent.c no cs 
on MoV 11, 1916, thnt the United States “cannot reeognt.e any ag.ee- 
“nTor ...’.dertaking which has been entered into o.- whjch n.ay b 
entered into between the Governments of Japan a..d China, iinpa 
ing the treaty rights of the United States and its citismis in China, 

the political or territorial integrity of the Kepuhl.c of <>r '''» 

international policy relative to China commonly known as the Open 

Door policy’V* 


THE LANSING-ISHII AGREEMENT, NOVEMBER 2, 1917 

As a result of its entrance into World War I, the United States 
found itself associated with Japan. Once more the two Powers 
soudit to record a joint policy toward China, which had declared 
war against Uor.nany on August 14, 1017, by an exchange of notes 
between the American Secretary of State and the Japanese Special 
Ambassador. By the Lansing-Ishii Agreement of November 2, 1917, 
the United States and Japan reaflirmed their respect for the principles 
of the Open Door and the independence and territorial integrity of 

China. The Agreement rend in part: 

“The Governments of the United States and Japan recognize that 
territorial propinquity creates special relations between countries, 
and consequently the Government of the United States recognizes that 
Japan has special interests in China, particularly in the part to which 
her possessions are contiguous. 

“The territorial sovereignty of China, nevertheless, remains unim¬ 
paired, and the Government of the United States has every confidence 
in the repeated assurances of the Iini>erial Japanese Government that 
while geographical position gives Japan such special interests they 
have no desire to discriminate against the trade of other nations or to 
disregard the commercial rights heretofore granted by China in 
treaties with other powers.” ” 

” Sec annex 11. 

“ See annex 12. 

“ See annex 13. 
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By a secret protocol, witliheld from the publislied exchange of notes, 
but which the United States considered an inseparable part of tlio 
Agreement, tlie two Powers agreed tliat they would “not take advan¬ 
tage of the present conditions to seek special rights or privileges in 
China which would abridge the rights of the subjects or citizens of 
other friendly states.” The Lansing-Ishii Agieenient was formally 
annulled by an exchange of notes, dated April 14, 1923, following the 
coming into force of the Nine-Power Treaty. 

SETTLEMENT OF THE SHANTUNG QUESTION 

At the Washington Conference of 1921-1922 the United States, in 
concert with the United Kingdom, exercised its good offices in bringing 
about a settlement of the Shantung controversy between China and 
Japan. Early in World War I Japan seized the German leased terri¬ 
tory of Kiaochow Bay and subsequently extended its control over the 
entire Shantung peninsula. Japan promised ultimately to restore 
Shantung Province tothesovereignty of China. During the war, how¬ 
ever, Japan managed, through various treaties, to obtain recognition of 
its dominant position in Shantung by China and the Allies. At the 
Paris Peace Conference in 1919 China demanded the return of the 
German leasehold and German economic privileges in the province. 
Japan, on the other hand, insisted upon a treaty clause which would 
recognize Japanese succession to all German rights and privileges, 
including the railway, in Shantung. The American Delegation at 
Paris supported China, protested against the transfer, and olfered an 
alternative plan to cede the former German holdings to the Allietl 
and Associated Powei-s, whicli were to make the proper disposition 
of them later. President Wilson was not able to hold out against 
the Japanese demands, and a clause was included in the Treaty of 
Vei-sailles by which Germany renounced in favor of Japan its rights 
in Shantung. China thereupon refused to sign the treaty. The con¬ 
troversy was not resolved during the intervening years. At the 
Washington Conference the Chinese and Japanese delegates met with 
British and American observers to consider the problem. As a result 
of these direct negotiations Japan and China signed a treaty on 
Pebruary 4, 1922, which provided for the restoration of Shantung in 
full sovereignty to Cliina, and for the purchase by China of the 
Tsingtao-Tsinan Railway with funds obtained from Japanese bunkers 
in the form of a fifteen-year loan secured by a lien on the railroad. 
The reassertion of Chinese sovereignty over Shantung, achieved with 
United States assistance, was a considerable victory for China, al¬ 
though the terms of the Japanese railway loan did not greatly disturb 
Japan’s economic supremacy in that province. 
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THE NINE-POWER TREATY', FEBRUARY 6, 1922 

After the close of World War I tlie United States succeeded in hav¬ 
ing tlie twin principles of its policy toward China written into a 
treaty. The Powei-s participating in the Washington Conference 
signed the Nine-Power Treaty on February 6. 1022. The signatories, 
other than China, agreed to re.«pect the sovereignty, the independence, 
and the territorial and administrative integrity of China, and to up- 
liold the p) incii)lc of the Open Door. The Powei’S, other than China, 
also agreed “to refrain from Inking advantage of conditions in China 
i]i orcler to .seek special riglits or privileges which would abridge the 
rights of subjects or citizens of friendly states, and from countenancing 
action inimical to the security of such states.” “ 

Mention should bo made of the related naval arrangements con¬ 
cluded at the Washington Cotiference. The Five-Power Naval 
Treaty, signed on February 5, 1922, provided for the reduction and 
limitation of naval forces, including those of the United States in tho 
Pacific which, together with the provision for the non-fortification of 
United States possessions in the Far East, gave evidence that the 
policy and purpose of the United States in the Far East was only 
defensive. 

By the Nine-Power Treaty traditional American policy was given a 
broad, nine-power base. This treaty provided a sort of charter gov¬ 
erning tl>o relations between China and the Powers for almost two 
decades. Tho treaty was one of tho principal points at issue with 
Japan after the seizure of Manchuria in 1931-19113, and was the subject 
of the Brussels Conference called in 1937 pursuant to a League of 
Nations resolution after the outbreak of the undeclared war between 
Japan and China. The Brussels Conference, supported by tho United 
States, adopted a resolution on November 24, 1937, which, after re¬ 
viewing t'ar Eastern developments since the Washington Conference, 
reunirmed the principles of the Nine-Power Treaty “ns being among 
the basic principles which are essential to world peace and orderly 
progressive development of national and international life.” The 
Brussels Conference recommended suspension of hostilities between 
Japan and China and expressed tho hope, which was not realized, that 
tho conference might be reconvened at a later date. 

IV. NON-INTERFERENCE IN CHINESE INTERNAL 
AFFAIRS—THE WASHINGTON CONFERENCE 

AND AFTER 

The Nine-Power Treaty of February 6, 1922, also contained a pro¬ 
vision by which the signatory Powers, other than Chinn, agreed “to 


" See annex 14. 
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provide the fullest and most unembarrassed opportunity to China to 
develop and maintain for hci-self an effective and stable irovernment” 
yns vas in accordance with the Ion-held view of the United Slates 
that China should be /riven time to progress along the road of national 
development. The United States sympathized with the efforts of 
Chinese people to achieve those political institutions which would be^t 
meet their needs in the modern world and had followed a policv of 
strict neutrality on internal Chinese developments. When the Manchu 
dynasty had been challenged by the Republican revolution in October 
1911, the United States had maintained its neutrality in the incipient 
civil war and had helped neither the recognized government at Peking 
nor the Republican revolutionists in the Vangtze Valley. Following 
the abdication of the Manchus, the Chinese Republic was established on 
February 12, 1912. De jure recognition by the United Slates of the 
Republican Government followed on l\Iav 2, 1913. 


STATEMENT BY SECRETARY KELLOGC, JANUARY 27, 1927 

Subsequently in tlie 1920’s when the Chinese Nationalists, under the 
leadership of the Kuomintang, were driving northward tlirough the 
Yangtze Valley in an effort to unite all China, Secretary of State Frank 
B. Kellogg restated American sympathy with Chinese nationalism 
and the American policy of non-interference in the internal affaii-s 
of China. The statement by the Secretary of State, made public on 
January 27, 1927, said in part: 


“The United States has always desired the unit}', the independence 
and prosperity of the Chine.se nation. It has desired that tariff 
control and extraterritoriality provided by our treaties with China 
should as early as possible be released.... 

“The Government of the United States has watched with sympathetic 
interest the nationalistic awakening of China and welcomes every 
advance made by the Chinese people toward reorganizing their sys¬ 
tem of Govei-nment. 

“During the difficult years since tlie establishment of the new regime 
in 1912, the Govei-nment of the United States has endeavored in every 
way to maintain an attitude of the most careful and strict neutrality 
as among the several factions that have disputed with one another for 

control in China. . . . This Government wishes to deal with China in 

a most liberal spirit. It holds no concessions in China and has never 
manifested any imperialistic attitude toward that country. It desires 
however, that its citizens be given equal opportunity with the citizens 
of the other Powers to reside in China and to pursue their legitimate 
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occupations without special privileges, monopolies or spheres of special 

interest or inHuence*’’ \ ^ 

Following tlie Niinking “incident” of M:iich 24, lO-i, when for¬ 
eigners were subjected to indignities at the hands of Chinese ^atlon:lI- 
ist forces and were i-escued by Western gunboats, tire United States 
strove to settle the matter in such a way as to compensate the Powers 
for the injuries resulting from the civil strife, but witliout punitive 
measures against the Chinese nation. Chinese xenophobia had pre¬ 
vious manifestations, the Hoxor Kebellion in 1900 being the best- 
known example. Sporadic outbreaks of anti-foreignisiii occurred in 
various parts of Cliina during the Chinese Nationalist movement of 
the 102n’s. Despite these manifestations of Chinese xenophobia the 
United States dealt sympathetically with the new regime, made its 
peace with the new central government, and ultimately extended 

recognition to it. 


RFXOGMTION OF THE NATIONAL GOVERNMENT, 1928 

After Oiina had ncliieved a degree of unity under the Kuomintang 
leadership of General Chiiing Kai-shek, tlie United States recognized 
the National Government of the Republic of China on July 25, 1928, 
by concluding with that Government a treaty restoring tariff autonomy 
to China—the first nation to do so.’« In connection with the nego¬ 
tiation of this treaty Mr. Kellogg stated: 

“The good will of the United States toward China is proverbial and 
the American Government and people welcome every advance made 
by the Chinese in the direction of unity, pence and progress. We do 
not believe in interference in their internal affairs. We ask of them 
only that which we look for from every nation with which wo main¬ 
tain friendly intercourse, specifically, proper and adequate protection 
of American citizens, their property and their lawful rights, and, in 
general, treatment in no way discriminatory ns compared wdth the 
treatment accorded to the interests or nationals of any other country.” 


V. THE SINO-SOVIET DISPUTE IN 1929 

As the tide of Chinese nationalism swept northward in 1028 and 1929 
it came into conflict with the rights and privileges of the Soviet Union 
in Manchuria. In mid-1929 n dispute developed between China and 
the Soviet Union over the Chinese Eastern Railway in Manchuria. 
The United States immediately took the lead in attempting to achieve 

** See annex 15. 

^ See annex 16. 
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a peaceful solution. The efforts of Secietury of State Stiinson failed 
to arrest intermittent armed clashes along the Manchurian border. In 
mid-November Kussian troops invaded Manchuria in force. 

Eventually, following direct negotiations, the U.S.S.R. and China 
on December 22, 192b, signed a Protocol under which the controversy 
was settled on the basis of restoring the status quo ante, and the Soviet 
Union retained the special privileges in the Chinese Eastern Railway 
zone originally acquired by the Czarist Government in the 1890’s but 
subsequently redefined in the Sino-Soviet Treaties of 1924. 

VI. JAPANESE EXPANSION INTO CHINA FROM 

1931 

THE NON-RECOGMTION DOCTRINE OF SECRETARY STIMSON 

When Japan embarked upon a policy of forcible expansion in Man¬ 
churia in September 1931, the United States in cooperation with the 
League of Nations, of which it was not a member, sought a peaceful 
solution of the controversy. 

As it became evident that Japan was determined to pei-sist in its 
course of conquest, Mr. Stimson addressed notes to both Japan and 
China on Januaiy 7, 1932, in wliich he announced the policy of non- 
recognition of territorial changes brouglit about by force. In identic 
notes the Secretary informed the two Powere that the United States 
“cannot admit the legality of any situation de facto nor does it intend 
to recognize any treaty or agreement entered into between those 
Goveriunents, or agents thereof, which may impair the treaty riglits of 
the United Stiites or its citizens in China, including tliose which 
relate to the sovereignty, the independence, or the territorial and 
administrative integrity of the Republic of China, or to the inter¬ 
national policy relative to China, commonly known as the open door 
policy; and that it does not intend to recognize any situation, treaty or 
agreement which may be brought about by means contrary to the 
covenants and obligations of the Pact of Paris of August 27, 1928 
to which Treaty both China and Japan, as well as tlie United States 
are parties.” ” ' 

After hostilities had been extended to Shanghai and Manchuiuau 
independence had been proclaimed, Mr. Stimson sought world-wide 
support for tliis position in a letter to Senator Borah, Chairman of 
the Senate Conunittee on Foreign Relations, dated February 23 1932 
which was made public the next day. At the same time the Secretary 
reaffirmed the policy of his predecessor as regards American sympatliy 


" See annex 17. 
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^vith Chinese nationalism and non-interference in 

•dfairs After tracing the development of traditional United States 
policy toward China since the turn of the century, Mr Stimso 
Lmninted on the principles underlying the Nine-1 ower Ireaty as 

follows: 

“This Treaty thus represents a carefully developed and 
international policy intended, on the one hand, to assure to all of t e 

contracting parties their rights and i" ) ri inL the 

China, and on the other hand, to assure to the people of China the 

fullest opportunity to develop without molestation their sovereign y 

and iiulependenco according to the modern and enlightened standards 

believed to maintain among the peoples of this earth. At the time 

this Treaty was signed, it was known that China was engaged m an 

attempt to develop the free institutions of a self-governing republic 

after her recent revolution from an autocratic form of governinent; 

that she would require many years of both economic and political 

elfovt to that end; and that her progress would necessarily be slow. 

The Treaty was thus a covenant of self-denial among the signatory 

powers in deliberate renunciation of any policy of aggression which 

iniglit tend to interfere with that development. It was believed—and 

the whole history of the development of the ‘Open Door’ policy reveals 

that faith—that only by such a process, under the protection of such 

an agreement, could the fullest interests not only of China but of all 

nations which have intercourse with her best be served.” 


In stressing the obligations assumed by the signatories of the 
Nine-Power Treaty, Mr. Stimson pointed out that it was but one of 
several “interrelated and interdependent” treaties negotiated at the 
Wasliington Conference. He stated that the “willingness of the 
American Government to surrender its then commanding lead in 
battleship construction and to leave its positions at Guam and in the 
Philippines without further fortifications, was predicated upon, 
among other things, the self-denying covenants contained in the Nine- 
Power Treaty which assured the nations of the world not only of 
equal opportunity for their Eastern trade but also against the military 
aggrandizement of any other power at the expense of China.” Calling 
attention to the enlightened principles embodied in the Kellogg- 
Briand Pact and tlie Nine-Power Treaty, Secretai'y Stimson continued: 
“We believe that this situation would have been avoided had these 
covenants been faithfully observed, and no evidence has come to us to 
indicate that a due compliance with them would have interfered 
with tlie adequate protection of the legitimate rights in China of the 
signatories of those treaties and their nationals.” He suggested that 
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the rest of the world join the United States in applviii" the non- 
recogrnition principle to “any situation, treaty or agreement entered 
into ’ b}’ Japan and China “in violation of the covenants of tliese 
treaties, which affect the riglits of our Government or its citizens in 
China/’ If other Governments were to do so “a caveat will be j)laep(l 
upon sucli action wliich, we believe, will effectively bar the lejrality 
hereafter of any title or right sought to be obtained by pressure or 
treaty violation.” 

The Secretary concluded his letter with the statement: 

“In the past our Government, as one of the leading powers on the 
Pacific Ocean, has rested its policy upon an abiding faith in the future 
of the people of China and upon the ultimate success in dealing with 
them of the principles of fair play, patience, and mutual goodwill. 
We appreciate the immensity of the task which lies before lier states¬ 
men in the development of her country and its government. The 
delays in her progress, the instability of her attempts to secure a re¬ 
sponsible government, were foreseen by Messrs. Huy and Huglies and 
their contemporaries ajid were the very obstacles which the policy of 
the Open Door was designed to meet. We concur with those states¬ 
men, representing all the nations, in the Washijigton Conference who 
decided that China was entitled to the time necessary to accomplish 
her development. We are prepared to make that our policy for the 
future.” ** 

The non-recognition principle enunciated by Secretary Stimson, 
which was also accepted by the League of Nations, remained the basis 
of United States policy and was reallirnied on numerous occasions 
during the years between the time of its enunciation and American 
involvement in World War II following the Japanese attack on Pearl 
Harbor. 

DEFENSE OF AMERICAN TREATY RIGHTS IN CHINA 

The United States continued in the following years to assert its treaty 
rights in China in the face of the extension of Japanese activities. 
When a Japanese Foreign Office spokesman (Mr. Eiji Amau) i.ssued 
a statement on April 17,193-1, proclaiming (1) Japanese “special re¬ 
sponsibilities in East Asia” and (2) Japanese political guardianship 
of China, and w’arning the Powers against financial, political, or com¬ 
mercial undertaking.s prejudicial to Japanese interests in Cliina, the 
United States quickly replied. In a carefully worded note delivered 
in Tokyo o n April 29, 1934, the United States reaffirmed its treaty 


“ See annex 18. 
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rights. Secretary Hull restated American policy toward Chiim as 
follows: 

“The relations of the United States with China arc governed, as 
are our relations with Japan and our relations with other countries, 
hv the generally accepted principles of international law and the pro¬ 
visions of treaties to which the United States is a party In interna¬ 
tional law. in simple justice, and by virtue of treaties, the United States 
has with regard to Cliina certain rights and certain obligations. In 
addition, it is associated with China or with Japan or with both, to¬ 
gether with certain other countries, in multilateral treaties relating 
te ri<-hts and obligations in the Far East, and in one great multilateral 
treaty to which practically all the countries of the world arc parties. 

“Entered into liy agreement, for the purpose of regulating relations 
between and among nations, treaties can lawfully be modified or be 
terminated—but only by processes prescribed or recognized or agreed 

upon by the parties to them. • .t tt •* i 

“In the inteiTiational associations and relationships of the United 

States, the American Government seeks to be duly considerate of the 
rights, the obligations and the legitimate interests of other countries, 
and it expects on the part of other governments due consideration of 
the rights, the obligations and the legitimate interests of the United 

States. . 

“In the opinion of the American people and the American Govern¬ 
ment, no nation can, without the a.s.<cnt of the other nations concerned, 
rightfully endeavour to make conclusive its will in situations where 
there arc involved the rights, the obligations and the legitimate inter¬ 
ests of other sovereign states.” 

During this time the puppet regime in Manchuria planned to estab¬ 
lish an oilicial monopoly, the Manchurian Petroleum Company, for 
(ho distribution of oil products in Manchuria. The United States 
protested to Tokyo on July 7, 1934, and asked the Japanese Govern¬ 
ment to “use its influence to discourage the adoption by the Manchurian 
authorities of measures wdiich tend to violate the principle of the Open 
Door and the provisions of various treaties which the authorities in 
Manchuria have agreed to respect.” A number of notes on the subject 
were exchanged in the following months in ■which the Japanese Gov¬ 
ernment refused to accept responsibility for the actions of the Man¬ 
churian officials, while the United States continued to maintain the 
principle of the Open Door. Finally, the United States summarized 
its position in this controversy in a note to the Japanese Government, 
dated April 16,1935, as follows: 
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“The American Government greatly regrets that the Japanese Gov¬ 
ernment has not seen its way clear to use tlie inlluen<e which it 
possesses through its close and peculiar relations with tlie present 
regime in iManchuria to uphold in practice tlie principle of tlie Open 
Door and the fulfillment of the treaty obligations which both the 
Japanese Government and the authorities in Manchuria have on 
numerous occasions declared that they would maintain. 

. . the American Government is constrained to express its con¬ 
sidered view that upon the Japanese Government must rest the ulti¬ 
mate responsibility for injury to American interests resulting from 
the creation and operation of the petroleum monopoly in Manchuria.” 

STATEMENT BY SECRETARY HULL, DECEMBER 5, 1935 

Japan persisted in penetrating deeper into China. The attempt by 
Japan, late in 1935, to convert the five nortlierii provinces of Hopei, 
Chahar, Suiyuan, Shansi, and Shantung into an autonomous area 
caused no change in the American attitude. In a statement to the 
press on December 5, 1935, Mr. Hull reiterated the position of the 
United States: 

“Unusual developments in any part of Cliina are rightfully and 
necessarily of concern not alone to the Government and people of 
China but to all of the many powci-s which have interests in China. 
For, in relations with China and in China, the treaty rights and the 
treaty obligations of the ‘treaty power's' are in general identical. Tlie 
United States is one of those powers. 

“In the area under reference the interests of the United States are 
similar to those of other power's. In that area there are located, and 
our rights and obligations appertain to, a considerable number of 
American nationals, some American property, and substantial Ameri¬ 
can commercial and cultural activities. The American Government 
is therefore closely observing what is happening there. 

“Political disturbances and pressures give rise to uncertainty and 
misgiving and tend to produce economic and social dislocations. They 
make difficult the enjoyment of treaty rights and the fulfillment of 
treaty obligations. 

“T^e views of the American Government with regard to such 
matter's not alone in relation to China but in relation to the whole 
world are well known. As I have stated on many occasions, it seem? 
to this Government most important in this period of world-wide po¬ 
litical unrest and economic instability that governments and peoples 
keep faith in principles and pledges. In international relations there 
must be agreements and respect for agreements in order that there 
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may bo the confidence and stability and sense of security which are 
essential to orderly life and progress. This country has abiding faith 
in the fundamental principles of its traditional policy. This Gov¬ 
ernment adheres to the provisions of the treaties to which it is a party 
and continues to bespeak respect by all nations for the provisions of 
treaties solemnly entered into for the purpose of facilitating and regu- 
lating. to reciprocal and common advantage, the contacts between 
and among the countries signator}'.” 


VII. THE JAPANESE UNDECLARED WAR OF 1937 

At the start of the undeclared war of Japan in China, following a 
clash between Japanese and Chinese troops on July 7, 1937, at the 
Marco l*olo Bridge outside Peiping, Mr. Hull urged a policy of self- 
restraint upon the Japanese Government. On July IG, 1937, the Sec¬ 
retary issued a statement on fundamental principles of international 
policy containing the precepts advocated by the United States in inter¬ 
national relations which were applicable to the Sino-Japanese con- 
trovei-sy. The statement by Mr. Hull enumerated such principles as 
maintenance of peace; abstinence from the use of force in relations 
between states; abstinence from interference in the internal affairs 
of other nations; adjustment of problems in international relations by 
processes of peaceful negotiation and agreement; faithful observance 
of international agreements; modification of provisions of treaties by 
orderly processes carried out in a spirit of mutual helpfulness and 
accommodation; respect by all nations for the rights of othei's and 
performance by all nations of established obligations; promotion of 
economic security and stability throughout the world; and effective 
ef[uality of commercial opjiortunity and application of the principle 
of equality of treatment. These principles were reaffirmed in a later 
statement issued by the Department of State on August 23, 1937, in 
which it was made clear that the United States regarded these prin¬ 
ciples as being applicable to the Pacific area. 

During the interval between the fii*st and second statements men¬ 
tioned above, the United States sought ways and means of bringing 
about an amicable settlement between China and Japan. Besides 
urging both disputants to seek a peaceful solution the United States 
on August 10, 1937, informally offered its good offices to Japan in an 
effort to settle the controversy. This offer contemplated providing 
neutral ground w’hero Japanese and Chinese representatives might 
meet to negotiate, and giving assistance in adjusting the difficulties 
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which might develop during tlie negotiations. As Japan did not 
respond to the offer, the United States Government felt tliat no useful 
purpose would be served in making a similar approach to the Chinese 
Government. 

THE “quarantine” SPEECH OF PRESIDENT ROOSEVELT 

OCTOBER 5, 1937 

As Japanese military operations in China increased in intensity it 
became evident that Japan was bent upon solving the controversy by 
force. In an address delivered at Chicago on October 5, 10J7. Presi¬ 
dent Roosevelt, without mentioning any Power by name, condemned 
the Japanese resort to undeclared war against China. The President 
cited the spreading “epidemic of world lawlessness” ami drew the 
parallel that in case of an epidemic of physical disease tl»e community 
joins in a “quarantine'’ of the patients in order to protect tlie health 
of the community against the spread of the disease. Tlie President 
stated that war was a “contagion wliether it be declared or undeclared”, 
and that it “can engulf states and peoples remote from the original 
scene of hostilities.” Tlie following day the Department of State 
undei-scored American sympathy with China by issuing a statement 
which said in part; 

“In the light of the unfolding developments in the Far East, the 
Government of the United States has been forced to the conclusion 
that the action of Japan in China is inconsistent with the principles 
which should govern the relationships between nations and is con¬ 
trary to the provisions of the Nine-Power Treaty of February 6,1922, 
regarding principles and policies to be followed in matters concerning 
China, and to those of the Kellogg-Briand Pact of August 27, 1928.” 

DEFENSE OF THE PRINCIPLE OF THE OPEN DOOR 

During the undeclared war the United States on numerous occasions 
protested against the violation of its treaty rights in China by Japan. 
The United States included within the term “ti-eaty rights” protection 
of American missionaries and their property, as well ns protection of 
Americans engaged in commercial activity. In the course of their 
campaigns, Japan’s military forces frequently violated American mis¬ 
sionary property either by outright seizure for occupation purposes or 
by bombing and shelling of the property. It appeared that Japanese 
violation of American missionary property was part of a deliberate 
attempt to eradicate American cultural influence in China, inasmuch as 

* See oauex 20. 
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American missionaries, through their religious, educational, and medi¬ 
cal work, had played a very large part in spreading Western concepts 
of thouglit ever since the opening of China to >ntercoursc 'vith the 
West, and in developing a close cultural tie hetwecn the United btates 
and China. Although the mission stations, frequently located m the 
intei ior, were for the most part conspicuously marked "'dh the Ameri¬ 
can (lag, the Japanese usually disregarded such marking. 'Die United 
States protested these violations of American property in China, bvit 
received as little satisfaction from the Japanese Government on this 
aspect as it had in answer to its protests on violations of commercial 

In a note to Japan, dated October 6, 1938, the United btates called 
attention to the “categorical assurances” given by the Japaii^e Gov¬ 
ernment tliat tlie Open Door would be maintained in China. The note 
reviewed numerous instances in which actions by Jai>anese agencies in 
China had contravened these assurances and interfered with American 
treaty rights in China. The note closed with a reipiest that Japan 
implement its “assurances already given with regard to the main¬ 
tenance of the Open Door and to non-interference with American 
rights” by taking the following effective measures: 

“1. The discontiminncc of discriminatory exchange control and of 
other measures imposed in areas in China under Japanese control 
which operate either directly or indirectly to discriminate against 

American trade and enterprise; i* v 

“2. Tlic discontinuance of any monopoly or of any preference which 
would deprive American nationals of the right of undertaking any 
legitimate trade or industry in Cliina or of any arrangement which 
mTght purport to establish in favor of Japanese interests any general 
superiority of rights with regard to commercial or economic dcvolop- 

nicnt in any region of China; and , 

“3. The discontinuance of interference by Japanese nuthontios in 
China with American property and other rights including such forms 
of interference as censorship of American mail and telegrams and 
restrictions upon residence and travel by Americans and upon Ameri¬ 
can trade and shipping.” ” 

In its reply of November 18, 1938, Japan denied the American con¬ 
tention that Japanese actions in China violated American treaty rights 
or discriminated against American interests in China. The note from 
the Japanese Foreign Minister to the American Ambassador in Japan 
indicated that Japan did not interpret the principle of the Open Door 
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in the same way as did the United States. The reply of the Japanese 
Foreign Minister of November 18, 1938, concluded as follows: 

“At present Japan, devoting its entire energy to the establishment 
of a new order based on genuine international justice throughout East 
Asia, is making rapid stritles toward the attainment of this objective. 
The successful accomplishment of this purpose is not only indispens¬ 
able to the existence of Japan, but also constitutes the very foundation 
of the enduring peace and stability of East Asia. 

“It is the firm conviction of the Japanese Government that now, at 
a time of the continuing development of new conditions in East Asia, 
an attempt to apply to present and future conditions without any 
changes concepts and principles which were applicable to conditions 
prevailing before the present incident does not in any way contribute 
to the solution of immediate issues and further does not in the least 
promote the firm establishment of enduring peace in East Asia. 

“The Imperial Government, however, does not have any intention 
of objecting to the participation in the great work of the reconstruc¬ 
tion of East Asia by your Excellency's country or by other Powers, 
in all fields of trade and industry, when such participation is under¬ 
taken with an undei-standing of the purport of the above stated re¬ 
marks; and further, I believe tliat the regimes now being formed in 
China are also prepared to welcome such participation.” ■“ 

The American note of December 30, 1938, delivered by the Ambas¬ 
sador in Tokyo to the Japanese Foreign Minister, challenged Japan’s 
interpretation of the Open Door principle and leafiinned the views 
contained in the previous communication of October G, 1938. The 
United States again called upon Japan to observe its treaty obliga¬ 
tions. Tlie United States denied that its treaty rights in China could 
be abrogated by the unilateral action of Japan, and stressed the fact 
that it was always ready and willing to discuss treaty revision by or¬ 
derly processes of negotiation and agreement among the parties thereto. 
The note of December 30, 1938, stated: 

“The admonition that enjoyment by the nationals of the United 
States of non-discriminatory treatment in China—a general and well 
established right—is henceforth to be contingent upon an admission 
by the Government of the United States of the validity of the concep¬ 
tion of Japanese authorities of a ‘new situation’ and a ‘now order’ in 
East Asia, is, in the opinion of this Government, highly paradoxi¬ 
cal. . . . 
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“^\'liatever may be the changes wliich have taken place in the situa¬ 
tion in the Far East and whatever may be the situation now, these 
matters are of no less interest and concern to the American Govern¬ 
ment than have been the situations which have prevailed there in the 
past, and such changes as may henceforth take place there, changes 
which may enter into the producing of a ‘new situation’ and a hiew 
order’, are and will be of like concern to this Government. This Gov¬ 
ernment is well aware that the situation has changed. This Gov¬ 
ernment is also well aware that many of the changes have been brought 
about by the action of Japan. This Government docs not admit, how¬ 
ever, that there is need or warrant for any one Power to take upon it¬ 
self to prescribe what shall be the terms and conditions of a ‘new 
order’ in areas not under its sovereignty and to constitute itself the 
repository of authority and the agent of destiny in regard 

thereto. ... . • > i 

“The United States has in its international relations rights and 

obligations which derive from international law and rights and obli¬ 
gations which rest upon treaty provisions. Of those which rest on 
treaty provisions, its rights and obligations in and with regard to 
China rest in part upon provisions in treaties between the United 
States and China and in part on provisions in treaties between the 
United States and several other powei-s including both China and 
Jajian. These treaties were concluded in good faith for the pur¬ 
pose of safeguarding and promoting the interests not of one only but 
of all of their signatories. The people and the Government of the 
United States cannot assent to the abrogation of any of this country’s 
rights or obligations by the arbitrary action of agents or authorities 
of any other country. 

“The Government of the United States has, however, always been 
prepared and is now prepared to give duo and ample consideration 
to any proposals based on justice and reason which envisage the re¬ 
solving of problems in a manner duly considerate of the rights and 
obligations of all parties directly concerned by processes of free nego¬ 
tiation and new commitment by and among all of the parties so con¬ 
cerned. There has been and there continues to be opportunity for 
the Japanese Government to put forward such proposals. This Gov¬ 
ernment has been and it continues to be willing to discuss such pro¬ 
posals, if and when put forward, with representatives of the other 
powers, including Japan and China, whoso rights and interests arc 
involved, at 'whatever time and in whatever place may be commonly 
agreed upon. 
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“Meanwhile, this Government reserves all riglits of the United 
States as they exist and does not give assent to any iinpuirinent of any 
of those rights.’* 

This and subsequent protests regarding violation of American 
treaty rights in China were equally unproductive of positive results. 

From the beginning of Japan’s undeclared war the sympathies of 
the American people were with China. Despite this fact, and despite 
Japanese violations of American treaty rights in China, the United 
States continued to sell w’ar supplies to Japan for about two and 
a half yeais after the commencement of Sino-Japanese hostilities in 
accordance with the traditional theory of freedom of trade, and the 
then existing concepts of neutrality and freedom of the seas. Further¬ 
more, during these years tlie United States tried to- steer a coui-se 
whicli would not involve it in hostilities in the Far East. 

DEFENSE OF CHINESE INTEGRITY 

United States interest in the maintenance of Chinese administrative 
integi-ity under existing arrangements continued unabated through¬ 
out the undeclared W’ar. Beginning in the fall of 1037, the United 
States repeatedly made representations to Japan regarding the failure 
of the latter to maintain the integrity of the Chinese Maritime Customs 
Administration and the Chinese Salt Administration, the revenues 
from both of which had been pledged to service foreign loans, includ¬ 
ing American loans. The representations did not deter Japan from 
its coui-se, which included setting up various “autonomous” regimes 
in those parts of China occupied by the Japanese Army. 

Late in 1939 the United States learned that Japan was considering 
setting up a Chinese central regime at Nanking under Wang Ching- 
wei. The United States took the position that such a regime would 
be a purely artificial creation, lacking any broad Chinese popular 
support; that it would be designed primarily to servo the special 
purposes of Japan; and that it would result in depriving the people 
and tho Government of the United States, as well as those of other 
third countries, of long established rights of equal opportunity and 
fair treatment in China w'hich were legally theirs. When the new 
regime was set up in March 1940 the United States announced that 
it would continue to recognize the National Government of the Re- 
public of C hina whose capital was then at Chungking. In a forceful 

** See annex 23, 

The United States In 1028 Lad been tbe first country to restore tariff 
autonomy to China. 

844538—19 - 5 
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Dublic Statement on March 30, 1940, Mr. Hull denounced the use of 
force in setting up the new Chinese regime under Japanese auspices 

as follows: 

“In the light of what has happened in various parts of China 
since 1931, the setting up of a new regime at Nanking has the ap¬ 
pearance of a further step in a program of one country by armed 
force to impose its will upon a neighboring country and to block off 
a lar^e area of the world from normal political and economic rela¬ 
tionships with the rest of the world. The developments there appear 
to be following the pattern of other regimes and systems which have 
been set up in China under the aegis of an outside power and which 
in their functioning especially favor the interests of that outside power 
and deny to nationals of the United States and other third countries 
enjoyment of long-established rights of equal and fair treatment which 
are legally and justly theirs. 

“The Government of the United States has noted statements ol 
high officials of that outside power that their country intends to re¬ 
spect the political independence and the freedom of the other countiy 
and that with the development of affairs in East Asia this intention 
will be demonstrated. To this Government the circumstances, both 
military and diplomatic, which have attended the setting up of the 
new regime at Nanking do not seem consistent with such an intention. 

“The attitude of the United States toward use of armed force as an 
instrument of national policy is well known. Its attitude and posi¬ 
tion with regard to various aspects of the situation in the Far East 
have been made clear on numerous occasions. That attitude and 

position remain unchanged. ^ 

“This Government again makes full reservation of this country s 
righU under international law and existing treaties and agreements.” " 


UNITED STATES SUPPORT OF CHINESE RESISTANCE 

By way of moral and material support to China in its resistance to 
Japan’s undeclared war, the United States gave notice to Japan on 
July 26, 1939, of its desire to terminate the Treaty of Commerce and 
Navigation between the United States and Japan signed on Febru¬ 
ary 21, 1911. As a result of this action, after January 26, 1940, the 
United States was in a position to resort to successive economic meas¬ 
ures against Japan. After the termination of the commercial trehty 
the United States increasingly restrictotl the shipment of oil, scrap 
iron, machinery, machine tools, and otlier war materiel to Japan. 
(A moral embargo on the shipment of aircraft, aircraft parts and ac- 


** See annex 24. 
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cessories, and aerial bombs to Japan had been in effect since mid-1038.) 
On July 26, 1941, President Roosevelt issued an Executive Order 
freezing Japanese assets in the United States, thereby ^^rtually cut¬ 
ting off all trade with Japan. 

The United States also supported China with positive measures in 
its resistance against Japanese conquest. American aviators on active 
duty were permitted to enter the Reserves and to join the Chinese 
armed forces, a military mission was sent to Cliina, and China was 
declared eligible for lend-lease assistance on May 6. 1941. In addi¬ 
tion, there were various economic measures which are discussed later 
in this chapter. 

AMERICAN-JAPANESE INFORMAL CONVERSATIONS IN 1941 

Beginning in the spring of 1941 the United States and Japan en¬ 
tered into informal, exploratory conversations for a comprehensive 
and peaceful settlement of the various political and economic prob¬ 
lems of the Far East. During these conversations, which lasted until 
December 7,1941, an effort was made to draft an agreement containing 
the principles on which peace could be maintained in the Pacific area. 
The United States remained firm in its conviction that an agreement 
should contain the following principles which were to be supported 
by both Powers: 

1. The principle of the inviolability of territorial integrity and 
sovereignty of each and all nations. 

2. The principle of non-interference in the internal affairs of other 
<'ountries. 

3. The principle of equality, including equality of commercial 
opportunity and treatment. 

4. The principle of reliance upon international cooperation and 
conciliation for the prevention and pacific settlement of controversies 
and for improvement of international conditions by peaceful methods 
and processes.” 

The United States proposed that all Japanese forces in China be 
withdrawn, and that the National Government of the Republic of 
China be supported—militarily, politically, and economically—as 
against any other regime in China. The United States was willing 
to reestablish normal trade relations with Japan and to improve 
economic relations between the two countries. Japan, on the other 
hand, sought to obtain recognition from the United States of Japa¬ 
nese hegemony in the Far East. Among other things, Japan wanted 
the United States to discontinue furnishing aid to the Nationalist 


See annex 25. 
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rcj^ime in Chungking which was resisting Japanese onslaughts. The 
United States refusal to stop its support of China and the unwilling¬ 
ness of the United States to compromise on the principle of Chinese 
sovereignty were among the immediate motivations of the Japanese 
attack uj)on Pearl Harbor on December 7, 1941. This Japanese ag¬ 
gression abruptly terminated the bilateral informal convei'sations. 

VIII. WORLD WAR II 

Following the attack on Pearl Harbor the United States and China 
fought side by side against Japan. The United States had already 
been giving assistance to China, in accordance with the American 
policy of extending aid to nations resisting aggression, but now that 
assistance was accelerated and increased in scoi>e. It included lond- 
leasc, and military and financial assistance. 

THE LEND-LEASE PROGRAM, 1941-1943 

On March 15, 1941, four days after the passage of the Lend-Lease 
Act, President Roosevelt made an address in which he said: “Cliina 
likewise expresses the magnificent will of millions of plain people to 
resist the dismemberment of their Nation. China, through the Gen¬ 
eralissimo, Chiang Kai-shek, asks our help. America has said that 
China shall have our help.” After a lend-leasc program to meet the 
emergency needs of China had been developed following consultations 
between Chinese and American officials, the President, on May 6,1941, 
in accordance with the provisions of the Act, declared the defense of 
China to bo vital to the defense of the United States. A Master Lend- 
Lease Agreement with China was not signed, however, until June 2, 
1942.” 

Lend-lease aid to Cliina was begun in 1941, and was aimed par¬ 
ticularly at improving transport over the Bui-ma Road, the only artery 
through which goods could flow into unoccupied China. The first 
Icnd-leaso shipments consisted primarily of trucks, spare parts, motor 
fuel, and lubricants for use on the Burma Road and material for the 
development of the highway. At the request of Generalissimo Chiang 
Kai-shek a mission of American traffic experts was sent to China in 
June 1941, to survey the Burma Road and make recommendations for 
increasing traffic over it. On the basis of these recommendations the 
Chinese Government undertook a niunber of measures to improve the 
administration of the road. Additional spare parts and repair equip¬ 
ment were furnished to China under lend-lease, and a number of 


” See annex 26. 
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^Vinerican motor-traffic technicians were recruited in the United States 
and sent to China at lend-lease expense. The United States aUo 
furnislied road-building equipment and asphalt under lend-lease 
to assist China in hard-surfacing the liurnia Road. As a result of 
these efforts and of the arrival of large numbers of American trucks, 
the tonnage carried over the Burma Road by Novejnber 11)41, wa.s 
almost four times greater than it had been during the earlj' montlis of 
1941. The quantity of material carried was increased from 4,000 tons 
a month at the beginning of 1941 to 15,000 tons in November 1941. 

"Wdiile the capacity of the Burma Road was being e.xpanded, lend- 
lease was helping in the attempt to open a .second route into China. 
During 1941 lend-lease funds amounting to 15 million dollars were 
allocated to China for use in constructing a railroad from Burma into 
China which had been started by the Chinese (iovernment in 1938, and 
which would have made possible a great increase in tlie volume of sup¬ 
plies tran-sported to China through the Burmese port of Rangoon. 
The completion of this project was pievented, however, by successful 
Japanese military operations in Burma. 

The fall of Burma and the seizure of the southern portion of the 
Burma Road by the Japanese early in 1942 left air transport as the 
only effective means of getting supplies into China. Great progress 
was made, particularly during 1043, in the development of an air¬ 
transport route into Cliina. In the month of December 1943, for ex¬ 
ample, twice as much cargo (13,450 short tons) was flown into China as 
in all 1942 (5,258 short tons). In January 1944, tlie tonnage of goods 
flown into China was seven times that of January 1943—14,472 short 
tons as compared to 1,923 short tons—and the monthly tonnage con¬ 
tinued to increase. It should be pointed out, however, that a very 
large proportion of the supplies flown into China during this period 
was destined for the United States military forces then operating in 
China. Some of this traflic was carried by planes operated by the 
China National Aviation Corporation, part of whoso fleet of cargo 
planes was furnished to China through lend-lease channels. Tho bulk 
of the supplies which were flown from India to China was, however, 
transported by the Tenth United States Air Force between April and 
December 1942, and subsequently by the United States Air Transport 
Command, which, beginning in December 1942, operated a ferry 
sei-vice 500 miles long between Assam, India and tho Yunnan plateau, 
over the towering “Hump” of the Himalayas—the most difficult supply 
operation of the entire war. 

At the same time efforts were made under the lend-lease program 
to develop new land supply routes to China. By the end of 1943 
American engineers were constructing the Ledo Road from Assam in 
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India across upper Burma to Cliina. (This road, renamed the Stil- 
well Koad, -was finally opened early in 1945.) India became the great 
supply base for operations whose objectives were the expulsion of 
Japan from Burma and the reopening of land transportation through 
that area for supplies for China. Stockpiles in India of material for 
China, awaiting shipment as soon as new transportation routes were 
opened, were steadily growing by the end of 1943. 

Tlie total value of lend-lease supplies transferred to China through 
December 31,1943, amounted to 201 million dollars, of which 175.6 mil¬ 
lion dollai's rej>i*esented goods and 25.4 million dollars represented 
services rendered. In addition, goods valued at 191. < million dollars 
were consigned to the American commanding general in the China- 
Burma-India Theater for transfer to China.®^* 

MILITARY AID, 1941-1943 

The United States began to give military aid to China oven before 
the United States became a belligerent in World War II. The lend- 
lease supplies that were provided China between the time of the cutting 
of the Burma Koad and the end of 1943 had the effect of greatly in¬ 
creasing this form of assistance. Early in 1941 the United States and 
China developed a project under lend-lease for equipping and train¬ 
ing large numbers of Chinese forces. The United States Government 
subsequently organized a military mission composed of specialists in 
all phases of modern warfare to advise Chinese authorities on the use 
of the materials provided in connection with this project. This mis¬ 
sion, w’hich arrived in China in November 1941, was supported by 
lend-lease funds. 

Unfortunately, little of the equipment intended for China’s ground 
forces under this program ever reached its intended destination. 
The United States was more successful, however, in furnishing China 
with assistance in the air. Early in 1941 this Goveniment approved 
a plan which permitted American fighter planes piloted by volunteer 
American airmen and serviced by American ground crews to fight 
against Japan in the service of China. The American Volunteer 
Group (the “Flying Tigers”), under the command of Major General 
Claire L. Chennault, was formally constituted as a unit of China’s 
armed forces by an order issued by Generalissimo Chiang Kai-shek 
on August 1, 1941. During the time that it was in existence the 
American Volunteer Group provided an effective air defense for 
southwest China and rendered invaluable assistance to hard-pressed 
Chinese and other forces in Burma. The American Volunteer Group 

For furtlier Informatioa coDcerning lend-lease and the Lend-Lease Pipeline 
Agreements, see chapters V and VII. 
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was disbanded in July 1942, when its pei-sonnel was incorporated into 
the United States Tenth Air Force, which had been organized in the 
China-Burma-India Theater early in 1942. In i-ecogiiition of its 
increasingly important role the United States air unit in C liina was 
formally activated as tlie Fourteenth United States Air Force on 
March 10, 1943. This force kept control of the air over unoccupied 
China, engaged in expanding operations against tlie Japanese, and 
ably performed the vital mission of protecting the terminal bases 
of tlie air transport route into China. The activities of this force 
helped to maintain China’s military position and morale througliout 
the war. 

In addition to furnishing China witli fighter planes and pilots, tlie 
United States took steps to put into effect a program for building a 
strong and well-equipped Chinese Air Force. In May 1941 an Ameri¬ 
can Air Mission headed by General Clagett was sent to China to 
survey the situation. Among other things, the report of the Air 
Mission recommended that a program to train Chinese pilots and 
mechanics be developed, ina.smuch as China did not have enougli 
men trained to fly or maintain the planes that were needed to defend 
China from Japanese air attacks. 

Because of the difliculties that would be encountered in trying to 
establish aviation training centers in China, a program was developed, 
using lend-lease funds, to implement this recommendation by train¬ 
ing Chinese flyers in the United States. In October 1941 the first 
group of fifty students arrived in the United States to take the stand¬ 
ard United States Air Force training course for pilots at Tlumder- 
bird Field in Arizona. Other groups of Chinese pilots came to the 
United States for training during the war. The United States Army 
also trained Chinese aviation personnel in India. 

The program for training Chinese aviation personnel had an im¬ 
portant bearing on operations against Japan. In November 1943 
the formation of a Chinese-American Composite Wing of the Cliinese 
Air Force <vas announced. This wing, composed of Chinese and 
American airmen and ground units and equipped wdth fighter and 
bombing planes, formed the nucleus for a strong Chinese Air Force, 
and as the Chinese pei-sonnel gained experience the American pei-sonnel 
was gradually withdrawn. 

Soon after its entry into the war, the United States, at the formal 
request of the Chinese Government, sent Lieutenant General Joseph 
W. Stilwell to China.”** In addition to being Commanding General 
of United States Forces in the China-Burma-India Theater, and of 

For the Stlmson-Soong exchange of letters with respect to General Stllwell's 
assignment, see annex 27 (a) and (b). 
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?;iich Chinese troops ns Generalissimo Chiang Kai-shek might assign 
to him. General Stilwell was also to be Chief of Staff of the Genernlis- 
simo’s proposed Joint Staff—an Allied staff made up of oflicers repre¬ 
senting the United States, the United Kingdom, Chiim. and the Neth¬ 
erlands. Although no Allied pei-sonnel were ever assigned to this 
Joint Staff because of the later change of attitude of the Chinese 
Government, nonetheless General Stilwell drew his formal authority 
in the Chinese military hierarchy from his continuing position as its 
Chief. General Stilwell thus served concurrently with General Ho 
Ying-cliin, who was Chief of Staff of the Chinese Army, as one of 
two Chiefs of Staff to the Generalissimo. Under General Stillwell an 
extensive program for equipping and training Chinese ground forces 
was undertaken in India, and attempts were made to overcome the 
reluctance of the Chinese Govenunent to cooperate in such a program 
in Oiina. 

At these training centere in India large numbers of Chinese ground 
forces were equipped, tlnough lend-lcase, w'ith the latest types of 
American weapons. Some of the personnel thus trained by American 
Army oflicei's demonstrated tlicir combat cfTicicncy in operations in 
northern Burma beginning in 1943. This program provided not only 
complete tactical units but also cadres for the training of Chinese 
divisions beyond the mountains in China proper. 

Beginning in April 1943, United States Army officers, each of whoni 
was a specialist in some phase of modern warfare, also operated 
training centers for Chinese officers in China. A field-artillery center, 
for example, graduated more than 5,000 officers and an infantry cen¬ 
ter, more than 3,000 officers by the end of the year. American officers 
also went into the field with units of the Chinese Army to servo as 
instructors, advisers, and obsen'ers; and American ordnance officers, 
with the assistance of Chinese mechanics, engaged in the work of re¬ 
storing worn Chinese equipment. Mention should also be made of 
the American field-hospital units which were sent to China and to • 
northern Burma to aid the Chinese forces, and of United States 
Army engineei'S and other specialists sent to China to help improve 
communications and air-base facilities. The United States Army 
also cooperated with Chinese forces in the protection of the advancing 
Stilwell Koad against Japanese attacks. 

United States military assistance up to the end of 1943 made pos¬ 
sible much more effective United States-Chinese combined operations, 
ground and air, on the Asian continent in the later stages of World 
War 

For subsequent military nltl, see chapter VII. 
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FINANCI.IL AID 1937-1943*'“ 


United States finunoial aid to China, like lend-lease and other mili¬ 
tary assistance, antedated tlie Japanese attack on Pearl Harbor. Tlie 
Secretary of the Treasury, using the United States Stabilization Fund, 
entered into stabilization agreements in 1937 and 19U to further the 
moneUiry and financial cooperation of the two Governments and the 
stabilization of the United States doIlar-Clunese yuan rate of ex¬ 
change. In an agreement of July 14, 1037, with the Central Bank 
of China, the Secretary of the Treasury agreed to purchase Chinese 
yuan up to an amount equivalent to 50 million dollars, with tlie proviso 
that all such yuan purchased were to bo fully collateralized by gold. 
By February 1038, yuan equivalent to 48 million United States dollars 

had been purchased. Repurchase of this amount was completed bv 
October 1942. 

On April 1, 1941, the Secretary of the Treasury entered into a 
second agreement with the Goverament of China and the Centnil 
Bank of China to purchase Chinese yuan up to an amount equivalent 
to 50 million United States dollai-s. This agreement did not provide 
for collateralization of such purchases. It was further agreed at this 
^me that a Stabilization Board be established, to which the Chinese 
Government banks were to contribute 20 million dollars. Purchase of 
yuan under this agreement amounted to 10 million dollars, and was 
i-epaid in April 1943. 

At approximately the same time China concluded a similar a«n-ee- 
ment with the United Kingdom by which the latter extended to cliina 
a stabilization loan (£5,000,000) to be administered by the same Sta¬ 
bilization Board. Although the Sino-American and the Sino-British 
sUbilization agreements were technically distinct, it had been agreed 
that all stabilization operations were to be carried on by a single Board 

A * ^ one British, and one 

American. 


On July 26, 1941, only a few months after the establishment of the 
Stabilization Board, the President of the United States issued a 
freezing order under whose terms the assets of China and Japan in 
the United States were placed under the supervision of the Treasuiy 
Department. The freezing of Chinese funds was undertaken at the 
speci6c request of Generalissimo Chiang Kai-shek. The administra¬ 
tion of the controls with respect to Chinese assets was conducted with 
a view to facilitating the operations of the Stabilization Board and 
otherwise strengthening the foreign trade and exchange position of the 
Cninese Government. 


See annex 28 (parte a-ll). 
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Bcside.s nidiiifr China in its efforts at cun-cncy stabilization, the 
United States extended credits to China through the Export-Import 
Bank. In general these were commodity credits which were used to 
l)nrcliase a considerable variety of .Vmerican industrial and agricul- 
nirnl products and services. Credits aggregating 18.9 million dollai*s 
were authorized in 1036 and 1937. Four Export-Import Bank credits 
were granted between December 13, 1038, and November 30, 1940, 
amouiTting to 120 million dollars. In accordance with the agreements 
govei ning the.se four credits payment was made in large part by the 
sale (o the United States of such Chinese products as tung oil, tin. 
tungsten, wolframite, and antimony. '1 he credit had been repaid al¬ 


most entirely by June 30, 1949. 

Shortly after the United States became a belligerent in World 
War II President Roosevelt, in accordance with a request by the 
(lenerali.ssimo, asked the Congress to extend further financial aid 
to China. In a letter to the Congi'css dated January 31, 1942, the 
President declared: “Responsible officials both of this Government and 
of the Government of China have brought to my attention the existence 


of urgent need for the immediate extension to Chinn of economic 
and financial assistance, going bej’ond in amount and different in form 
from such aid as Congress has already authorized. I believe that such 
additional assistance wouhl serve to strengthen China’s position ns 
regards both her internal ecom)my and her capacity in general to func¬ 
tion with great military effectiveness in our common effort.” The 
President enclosed a draft of a joint resolution which he urged Con¬ 
gress to pass authorizing the Secretary of the Treasury, with the ap¬ 
proval of the President, “to loan or extend credit or give other financial 
aid to Cliina in an amount not to exceed in the aggi'egatc $500,000,000.” 
The joint resolution was promptly passed by Congress and was signed 
by the President on February 7, 1942 (Public Law 442).“ Less than 
a week later the money to implement this i-esolution was appropriated. 
The United States and China signed an agreement on March 21, 
1942, establishing this amount as a credit in the name of the Cliinese 
Goveinment.“* 

At the time of tlie extension of this credit the Japanese offensive in 
the Pacific and in southca.st Asia was in full swing and land communi- 
<ations with Chinn were being severed. It was important to the 
United States that Chinn should be strengthened and encouraged to 
continue the war against Japan. Since opportunities for giving 


** For Provident Roosovelt'8 to Oonornlissimo Chlang Iniinedlately upon 

tboonactiiiont of i’ulillc Law 442, see annex 20 (a). 

For a fuller trentmont of tills ngrooment, see annexes 28 and 20 (b). 
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effective material aid to China, such as was being rendered to Allies 
in more accessible areas through lend-lease. were not gi*eat. tlie 
million dollar credit was characterized bj’ the Secretary of the Treas- 
urj’ as the “finanial counterpart of lend-leasing war materials." 

The funds provided under the agreement of March 21, 1042. were 
used by the Chinese Government mainly to purchase gold for sale in 
China as an anti-inflationary measure and to provide backing for the 
issuance of Chinese Government savings and victory bonds denom¬ 
inated in United States dollars. A total of 220 million dollai's wa.s 
withdrawn in gold, much of which was shipped to China, principally 
during 1945, to be sold internally in an effort to control inflation by 
reducing currency in circulation and keeping down tlie price of gold. 

A total of 200 million dollars was reserved for the redemption of 
Chinese Government securities issued in United States dollars—100 
million dollars for payment of Cliinese United States dollar savings 
certificates, and another 100 million dollars earmarked for the jiaymenl 
of Chinese United States dollar victoi-y bonds. This earmarking was 
abandoned in 1946 and the funds became available for imports ami 
other foreign payments as measures were promulgated governing pay¬ 
ment of foreign currency bonds held in China which provided that such 
bonds would be redeemed in Chinese currency. It was also provided, 
however, that registered bond-holders outside Cliina would be paid in 
foreign currency. 

Of the 80 million dollar balance of this loan the sum of 55 million 
dollai-s was spent for the purchase of bank notes in the United States, 
and 25 million dollars for textiles imported into China. 

The Chinese Government made use of this credit entirely on its 
own initiative and discretion. Efforts had been made to incorporate 
in the agreement a clause calling for consultation regarding use of the 
credit but the United States Government acceded to strenuous objec¬ 
tions by the Chinese on this point. Although Chinese officials did 
offer informal assurances regarding consultation, they seldom availed 
themselves of the opportunity for United States advice m this regard 
and disregarded that which was obtained. 

A more detailed treatment of the origin and uses of this credit, and 
of other war-time financial relations between the United States and 
China, together with pertinent documents, is attached as an annex.®**’ 

Final determination of the terms upon which this financial aid was 
given was defeiTed, under the agreement of March 21, 1942, until 
after the war. 

Mb 


Bee annex 28« 
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KELINQUISHMKNT OF AMERICAN EXTRATERRITORIALITY IN 
CHINA 

Following the outbreak of war between the United States and 
Japan, the United States Government took a number of important 
steps which demonstrated the desire and intention of the United 
States to treat China as an equal among the Major Powers and to con¬ 
tribute to the strengthening of the Chinese nation. 

On October 9, 1942, the United States took the initiative and sug¬ 
gested to China that a treaty be negotiated providing for the relin¬ 
quishment of American extraterritorial rights in China and for the 
settlement of related questions. Provisions for such action had been 
included in the Sino-Ainerican Commercial Treaty of October 8, 
1003, Article XV of which had provided: 

“Tlie Government of China having expressed a strong desire to 
reform its judicial system and to bring it into accord with that of 
Western nations, the United States agrees to give every assistance to 
such reform and will also be prepared to relinquish extra-territorial 
rights when satisfied that the state of the Chinese laws, the arrange¬ 
ments for their administration, and other considerations warrant 

it in so doing.” 

From that time on, it was the established policy of the United States 
to move toward relinquishment of American extraterritorial rights 
in China, but during the first quarter of the twentieth century condi¬ 
tions did not warrant such action. 

The question of a general relinquishment of extraterritorial juris¬ 
diction in Cliina by the Treaty Powers was brought up at the Wash¬ 
ington Conference in 1921-1022. The Conference adopted a resolution 
providing for the establishment of a Commission “to inquire into the 
present practice of extraterritorial jurisdiction in China, and into 
the laws and the judicial system and the methods of judicial adminis¬ 
tration of China” with a view to making recommendations to the 
respective Governments regarding the relinquishment of extra¬ 
territoriality. 

The Commission on Extraterritoriality met in China in 1926. The 
Commission reported its findings of fact as a result of its investiga* 
tions into the practice of extraterritorial jurisdiction and into Chinese 
laws and the Chinese judicial system and recommended improve¬ 
ments in the Chinese legal, judicial, and prison systems. The Com¬ 
missioners expressed the opinion that “when these recommendations 
shall have been reasonably complied with, the several Powers would 
be warranted in relinquishing their respective rights of extrater¬ 
ritoriality.” Subsequently, the Chinese Government adopted a pro- 
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gram with regard to the Chinese judicial system and Chinese prisons 
directed toward meeting the recommendations of the Commission. 

The United States and China entered into active negotiations in 
1930 looking toward the relinquishment of American extiatei riiorial 
rights in China. These discussions were far advanced when in 1931 
they were suspended as a consequence of the Japanese military occu¬ 
pation of Manchuria, which was followed by Japanese disruptive 
activities in China south of the Great Wall in 1932 and 1933. The 
United States was giving renewed favorable consideration to the 
question of proceeding toward a relinquishment of extraterritorial 
jurisdiction in 1937 when Japan commenced its undeclared war bj’ 
invading Xorth Cliina and subsequently Central and South China. 

From the Japanese invasion of China in July 1937 until the out¬ 
break of war between the United States and Japan in December 1941, 
the extraterritorial system operated to the advantage of the United 
States, China, and the other countries opposed to Japanese aggressive 
activities, by providing protection for recognized treaty rights which 
the Japanese effort at monopoly violated. Although conditions did 
not favor taking active steps toward relinquishment of extraterritorial 
rights in China, the United States policy remained firm that such steps 
should be taken as soon as practicable. 

This policy was reaffirmed on several occasions by officials of the 
United States Govemment. In a statement to the press on July 19, 
1940, the Acting Secretary of State, Sumner Welles, said: 

“It has been this Government’s traditiojial and declared policy and 
desire to move rapidly by process of orderly negotiation and agree¬ 
ment with the Chinese Goveniment, whenever conditions warrant, 
toward the relinquishment of extraterritorial rights and of all other 
so-called ‘special rights’ possessed by this country as by other coun¬ 
tries in China by virtue of international agreements. That policy 
remains unchanged.” “ 

In reply to a letter from the appointed Chinese Minister for Foreign 
Affaii-s, Dr. Quo Tai-chi, Secretary Hull wrote, on May 31, 1941 : ^ 

“As you are also aware, the Government and people of the United 
btates have long had a profound interest in the welfare and progress 
of China. It goes without saying that the Government of the United 
btates, in cojitinuation of steps already taken toward meeting China’s 
aspirations for readjustment of anomalies in its international rela¬ 
tions, expects when conditions of peace again prevail to move rapidly 
by processes of orderly negotiation and agreement with the Chinese 
Governmen t, toward relinquishment of the last of certain rights of 

** See annex 30. 
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a special character which this country, together with other countries, 
lias long possessed in China by virtue of agreements providing for 
extraterritorial jurisdiction and related practices. 

The question of the relinquisliment of extraterritorial jurisdiction 
in China was included in the informal conversations between the 
United States and Japan during 1941. The outline of a proposed 
basis for agreement between the two countries which the Secretary 
of State handed to the Japanese Ambassador on November 26, 1941, 
contained the following provision: 

“5. Both Governments will give up all extraterritorial rights in 
Chinn, including rights and interests in and with regard to interna¬ 
tional settlements and concessions, and rights under the Boxer 
Protocol of 1901. 

“Both Governments will endeavor to obtain the agreement of the 
British and other governments to give up extraterritorial rights in 
China, including righU in international settlements and in conces¬ 
sions and under the Boxer Protocol of 1901.” 

Immediately after the outbreak of war between the United States 
and Japan in December 1941, all energies were directed toward the 
prosecution of the war. While the United Nations wore suffering 
serious military reverses in the Far Fast it was felt that any action 
Coward relinquishment of extraterritorial jurisdiction in China would 
have been interpreted widely as a gesture of weakness. Even before 
tlie tide of battle in the Pacific turned in favor of the United Nations, 
however, the United States in the spring of 1942 started to give active 
consideration to the question of relinquishing extraterritoriality in 
Cliina before the termination of hostilities. 

After the Japanese thrusts into the Central and Southwest Pacific 
had been halted and United Nations forces were on the offensive in 
the Pacific and Chinese theaters, the United States took the initiative 
and suggested to the Chinese Government on October 9, 1942, that a 
treaty be concluded to provide for the relinquisliment by the United 
States of extraterritorial and related rights in China. On October 24, 

1942, the Secretary of State handed the Chinese Ambassador in Wash¬ 
ington a draft text of the proposed treaty. Following negotiations 
between the tw'o Governments, the ti’eaty was signed on January 11, 

1943, and became effective with the exchange of ratifications on May 
20, 1943.“ This treaty, together with a similar Sino-British treaty 
which was negotiated at the same time, was warmly approved by 
Chinese leadere. 


*• See annex 31. 
*' See annex 32. 



A CENTURY OF AMERlCA^sT POLICY 


37 


REPEAL OF CHINESE EXCLUSION ACTS, 1943 

As a further indication of American policy, the President, on Decem¬ 
ber 17,1943, sig^ned an Act, whicli had been passed by largo majorities 
of both Houses of Congress, removing long-standing legislative dis¬ 
criminations against Chinese. The Act repealed the Chinese ex¬ 
clusion laws, established an annual Chinese immigiation quota, and 
made legally admitted Chinese eligible to naturalization as American 
citizens. The enactment of this legislation had been specifically 
recommended by President Roosevelt in order to “correct an historic 
mistake” and give “additional proof that we regard China not only 
as a partner in waging war but that we shall regard her as a partner 
in days of peace.” 

AMERICAN ACKNOWLEDGMENT OF CHINA AS A GREAT POWER 

American recognition of the status of China as one of the Great 
Powers was demonstrated on two other occasions in the fall of 1043. 
The United States insi.sted that China be inchided as a signatory, 
together with the United Kingdom, the U.S.S.K., and the United 
States, of the Declaration of Four Nations on General Security, signed 
in Moscow on October 30, 1943, which recognized the right and 
responsibility of China to participate jointly with the other great 
powers in tlie prosecution of the war, the organization of the peace, 
and the establishment of machinery for post-war international co¬ 
operation.” The Cairo Declaration, issued on December 1, 1943, by 
President Roosevelt, Prime Minister Churchill, and Generalissimo 
Chiang Kai-shek, following their meeting at Cairo, Egypt, in the 
latter part of November 1943, declared their “purpose” that “Man¬ 
churia, Formosa, and the Pescadores shall be restored to the Republic 
of China.”” On his return from the Cairo Conference President 
Roosevelt could say, in his Christmas Eve message to the Nation: 
“Today we and the Republic of China are closer together than ever 
before in deep friendship and in unity of purpose.” 

"Subsequently China partidimted as a Great Power In the Dumbarton Oaks 
TOuversatlons in the summer and fall of 1944, and was one of the sponsoring 
lowers of the United Nations Conference on International Organization, which 
met at San Francisco In 19-15, and which formulated the Charter of the United 

Nations. The Charter granted China a permanent sent on the Security Council 
See annex 83. 




CHAPTER II 

A Review of Kuoinintang-Chinese 

Coinminiist Relations, 1921-1944 

I. INTRODUCTION 

Vnrioiis iiitenml factoi-s arising from or infliipncing the course of the 
Cliincse rcvolntion have played a major role in the growth and devel¬ 
opment of American policy toward China. The rise of Asiatic nation¬ 
alism, the imiiact of the West, the loss by the decadent Cli’ing Dynasty 
of what tlie Chinese call the “Mandate of Heaven,” and the consequent 
struggle for succession to power have all been factors which inevitably 
modified and conditioned the efforts <)f the United States to conduct its 
relations with China in accordance with its traditional policies out¬ 
lined in chapter I. 

It is impossible hero to analyze all these factors; but it is necessary 
at this point, if one is to understand the course and purposes of Ameri¬ 
can actions in Cliina since 1044, to pause and review at least in outline 
the long and tortuous relationship between the Kuomintang and the 
Chinese Community Party, This struggle for the acquisition and re¬ 
tention of power has played a major role in the internal Cliinese scene 
for a quarter of a century, even at the expense of the prosecution of the 
war against Japan; it has been utilized by Major Powers in the pursuit 
of tlieir own objectives and rivalries and in turn has affected them; 
and it lias been a significant influence on the course of relations be¬ 
tween China and the various Powers. In the crowded events of the 
last few years and the bitter readjustments of the postwar period it is 
easy to forget the origins and development of the Kuomintang-Com- 
munist struggle for supremacy; but they must bo recalled if one is to 
understand and place in proper perspective the course of American 
policy since V-J Day. This struggle has had a gieat effect on Ameri¬ 
can actions and attitudes. 

II. BASIC FACTORS 

THE KUOMINTANG PROGRAM 

Tlio ideological basis of the Kuomintang was formulated by Dr. 
Sun Yat-sen during his years of conspiracy against the Manchu 
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re^me and was elaborated in various of his writings after tlie 1011 
revolution. Dr. Sun tried to make use of Western thought while con¬ 
structing a solution specifically for China which would retain what he 
thought valuable in the Chinese tradition, llis program has con¬ 
tinued to form the theoretical basis of Kuomintang political tho\ight. 

Dr. Sun conceived of the Chinese revolution as taking place in three 
distinct stages: (1) military unification, (2) “political tutelage” and 
(3) constitutionalism.* The first stage was to be a period of military 
dictatorship. As soon as order should be i-estored, the second stage was 
to begin, during which the people were to be trained by the Kuomin¬ 
tang in the exercise of their political rights. Finally, the third stage 
of constitutional governnjent was to be reached and the revolutionary 
process completed. 

The long-teiTO program that Dr. Sun Yat-sen hoped to put into 
effect in China was detailed in many of his writings, of which the San 
Min the “Three Principles of the People,” is the best know’n. 

Briefly, his “Three Principles,” are: (1) 7nin ts'u, or “people’s national¬ 
ism,” under which China would regain her national integrity and 
cultural unity; (2) 7nin ck'itan, or “people’s democracy,” under which 
the people would exercise the “four political powers” (suffrage, recall, 
initiative and referendum), by which they control the government, 
which in its turn exercises the “five governing powers” (legislative, 
judicial, executive, “examination” and censorial) : and (3) 7 nin sheng^ 
or “people’s livelihood,” a form of socialism involving equalization 
of land ownership, regulation of capital and avoidance of the class 
struggle. 

Although Dr. Sun was impressed by the Bolshevik success in 1917 
and although he accepted the tactical aid and advice of the Third 
International, he never subscribed to Communist ideas such as the 
class struggle; indeed, he strcssetl repeatedly that the class struggle 
could and should be avoided in China. Dr. Sun invited and accepted 
the aid and collaboration of the U.S.S.R., the Tliird International and 
the Chinese Communist Party only with the exprcs.'iod imdei-standing 
that “the Communist order or even the Soviet System cannot actually 
be introduc ed into China” “ and that “in joining the Kuomintang, 

‘Sun Yat-sen. “Outline rFundnmentals] of National Heronstruction” (Chicn 
Kuo Ta Kano), given In Leonard Shlh Llen-hsu, Run Yat-aen: JJia Political and 
SocialIdeaa (Los Angeles. 1033), and In Arthur N. Holcombe, The Chinese Ravo- 
Itillon (Cambridge, 1930). 

■Joint statement by Sun Yat-sen and Adolph .Toffo, representative of Soviet 
Kussla, In Shanghai. January 1923. See Chinese Ministry of Information. China 
Han^ook, (official publication of the Ministry of Information of 

the Kuomintang) (New York. The MacmUlnti Company, 1&47), p. 66. 

844538—40-0 
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Communists of the Third Intenmtional are to obey Kuomintang 
discipline.”® 

THE COMMUNIST PROGRAM 

The Chinese Communist program for the Chinese revolution is based 
on (he Lenini.st theories of imperialism and revolution in semi-colonial 
countries. Although the theories have undergone changes at the hands 
of men like Mao Tse-tung, Chairman of the Central Committee of the 
ChinCvse Communist Party, basically they correspond to the orthodox 
concepts of Lenin and Stalin. Innovations introduced by Chinese 
Communist theoreticians have concerned details of the revolutionary 
time-table and not basic revolutionary principles. The long-term 
objectives of Chinese Communism are the orthodox Marxian goals of 
socialism and, ultimately, the classless, communist society. 

In all countries the “bourgeois-democratic revolution’ is considered 
by the Leninist theory to be “progressive” within certain limits, and 
even to be a prerequisite of eventual socialist revolution. The first 
objective of I'evolution in a colonial or semi-colonial country, however, 
is w’hat the Communists call (he liberation of the country from im¬ 
perialism and feudalism. During this period even the development 
of capitalism is “progressive” but as the “bourgeois-democratic revo¬ 
lution” progresses, inherent class antagonisms will come to the fore 
and the bourgeoisie will come to ally itself with imperialism and 
feudalism against the working class. At this point, according to Lenin, 
collaboration between the bourgeoisie and the working class must cease. 
In a frequently quoted passage Lenin said: 

“The Communist International should form temporary understand- 
ingsy even alliancesy with the bourgeois democracy of the colonies and 
the backward countries, but not merge with it, unconditionally pre¬ 
serving the independence of the proletarian movement, even in its 
most embryonic form . . . We, as Communists, must and will support 
bourgeois emancipation movements in the colonial countries only in 
those cases when these movements are really revolutionary, when their 
representatives will not hinder us in educating and organizing the 
peasantry and the large masses of the exploited in the revolutionary 
spirit.” * 

The Chinese Communist advocacy of democracy during the early 
stages of the Chinese revolution must be considered in terms of the 

* Statement by LI Ta-chao, one of the top-ranking Chinese Communists, <Wd., 

p. 06. 

"B. Burns. Ilandhook of Uarsistn (New York, 1036), p. 886. The concluding 
sentence Is used by Liu Shao-ch’l In bis pronouncement “On Nationalism and 
Internationalism,” broadcast by the Chinese Communist North Shensi rndio, Nov. 
9 and 10,1048. Italics as given In Burns,op. oit. 
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tlieory of “New Democracy” as propounded by Mao Tse-tung accord¬ 
ing to the Leninist formula. The Communist party, he wrote, has a 
role to perform even during the ‘"bourgeois-democratic” stage of tlie 
Chinese revolution: 

“The first stage of this revolution in colonial and semicolonial coun¬ 
tries—though according to its social nature, it is fundamentally still a 
bourgeois-democratic one, of which the objective requirements still 
basically call for the clearance of the way to capitalistic development— 
yet, despite this, this revolution is no longer tlie old, wholesale bour¬ 
geois-led revolution for tlie building of capitalist society and a state 
of the bourgeois-dictatorship type, but a new type of revolution, wliolly 
or partly led by the proletariat, the first stage of w'hich aims at the 
setting up of a new democratic society, a new state of the combined dic¬ 
tatorship of all classes. The fundamental character of this revolu¬ 
tion will never vary until the arrival of the stage of Socialist revolu¬ 
tion, though during its progress, it may pass tlirough several minor 
stages in accordance with the possible changes in the attitude of 
enemies and allies.” * 

The tactics to be followed by the Chinese Communist Party during 
the early stages of the revolution are implicit in the Communist anal¬ 
ysis of the nature of tlie “bourgeois-democratic revolution.” The 
Communist Party will in theory ally itself with such parties, groups, 
or classes as it considers “progressive,” in order to hasten the revolu¬ 
tion against feudalism and imperialism. But the great fear of the 
Communist Party is that it may lose the initiative and the leadership 
in the revolution to nationalists, reformers, or social-democrats. Com¬ 
munist tactics in Cidna have steered a precarious course between the 
danger of “right opportunism,” through which the initiative is lost, 
and that of “left e.xtremism,” which, according to Communist thinking, 
prematurely attempts to turn the “bourgeois-democratic revolution” 
into a socialist revolution and thus causes the Communists to lose 
their influence in the “bourgeois” revolution before the socialist revolu¬ 
tion can be successfully prosecuted. 

foundation of the communist party, 1921 

The first Communist groups in China were formed in Peking in 1919 
and 1920 by Ch’en Tu-hsiu and various students, among whom w’as 
Mao I se-tung. In 1920 at Baku, the Comintern convened a “Congress 
of Oriental Nations,” at which China was represented. In May 1921 

‘Mao Tse-tang, "China’s New Democracy.” 1940, is Included in the appendix to 
The Btrategy and Tactice of World CommunUm, Supplement III (H. Doc. 154. 
part 3, 81st Cong., 1st seas.). 
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the foundation meeting of the Chinese Communist Party was convened 
in Clianghai by Chen Tu-hsiu and Li Ta-chao. During the following 
months *tho Chinese Communist Party was organized in various 
provinces and cities in China. Other Chinese Communist Groups were 
formed among Chinese students in France, Germany, Russia and 
Japan. In 1923 the Third Congress of the Communist Party met in 
Canton and, in accordance with a previous decision of the Cominteni, 
decided to enter the Kuomintang and create a “united front” against 
the northern militarists. 

KEOIIGANIZATION OF THE KUOMINTANG, 1924 

Meanwhile Dr. Sun Yat-sen, whoso appeals for foreign aid had 
gone unanswered except by Russia and whose attempts to unify China 
through alliances with southern war-lords had ended in his being 
forced to flee from Canton to Shanghai, was carrying on discussions 
with Adolph Joffe, a representative of Russia. In January 1923 
Dr. Sun and Joffe issued a joint statement sotting forth the principles 
under which Russia and the Couinuiiiist International were to aid the 
Chinese revolution during the ensuing years: 

“Dr. Sun Yat-scii holds that the Communist order or even the 
Soviet system cannot actually be introduced into China because there 
do not exist here the conditions for the successful establishment of 
cither communism or sovietism. This view is entirely shared by Mr. 
Joffe, who is further of the opinion that China’s paramount and most 
pressing problem is to achieve national unification and attain full 
national independence, and regarding this task, he has assured Dr. 
Sun Yat-sen that China has the warmest sympathy of the Russian 
people and can count on the support of Russia.” ® 

In partial fulfillment of this pledge of aid to Dr. Sun Yat-sen, 
Michael Borodin was sent to Canton in September 1923. Borodin 
quickly became the principal Kuomintang advisor. Under his direc¬ 
tion the Kuomintang was reorganized at the First National Party 
Congress in January 1924 along the lines of the Russian Communist 
Party with centralized control extending from headquarters into the 
smallest subdivisions. The Kuomintang was now able to function 
with disciplined efficiency for the first time in its history. At tlie same 
Congress it was resolved that Communists who wore willing to take 
an oath of obedience to the Kuomintang authorities and who accepted 
the principles of the Kuomintang should be admitted to the Party as 
individuals. Li Ta-chao declared in this connection: 

* China Handbook, lOSl-lO^S, p. 66. 
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“III joining tlie Kuomintang, communists of the Third Interna¬ 
tional are to obey Kuomintang discipline and to participate in the na¬ 
tional revolution. They have not the slightest intention of turning 
the Kuomintang into a communist party. Those Communists who join 
the Kuomintang do so as individuals and not on a party basis."' 

Tlie objectives of the Kuomintang-Comniunist collaboration were 
declared to be the elimination of feudalism (i. e. at that time, the 
regime of the northern militarists) and llie unification of the country, 
so that China would be able to stand up against foreign Powere on a 
basis of equality^ 

III. KUOMINTANG-COMMUNIST COLLABORA¬ 
TION, 1924-1927 

In collaboration with the Communists and the Comintern advisers, 
the Kuomintang was able to accomplish a shift from the tactics of con¬ 
spiracy it hud previously employed to those of revolution. The Kuo¬ 
mintang assumed the leadership over tlie new forces that had been un- 
leaslied by the spread of nationalism in China. Through the use of 
propaganda among the peasant and working masses, the Kuomintang 
was able to turn its military campaigns into popular uprisings. Its 
array was put under the leadership of officers trained according to 
Soviet methods at the newly established Whampoa Academy, and 
achieved a degree of efficiency never before equaled in modern China. 

Following the death of Dr. Sun Yat-sen in 1925, General Chiang 
Kai-shek, director of the Whampoa Academy, became the leading 
figure in the Kuomintang. In 1926 he commanded the “Northern Ex¬ 
pedition,” a campaign to unify China by destroying the power of the 
warlords in the north. The revolutionary forces, preceded by propa¬ 
ganda corps, made rapid progi-ess, and toward the end of the year the 
Kuomintang capital was established at Hankow. A split in the party 
between the left wing at Hankow* and the right wing under the leader- 
sliip of General Chiang, however, w’as becoming increasingly evident. 
The latter was anxious to obtain the support of the middle classes, 
particularly the commercial and banking community of Shanghai, 
while the Communists were attempting to turn the Nationalist revolu¬ 
tion into social revolutionary channels. In April 1927 the Generalis¬ 
simo set up a government at Nanking rivaling that of the left faction of 
the Kuomintang which had gained dominance in Hankow. Follow¬ 
ing the capture of Shanghai in March 1927 he carried out a purge of 
the Communists in Shanghai, and somewhat later conducted a similar 


^ Ibid., p. 06. 
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one in Canton. Tliese purges involved several hundred thousand 
deaths. It should also be remembered that leading figiires on both 
sides were still in comparable positions twenty years later, which 
inevitably added great personal bitterness to the other factors which 

<'oniplicated the later negotiations. . ■ u i 

Meanwhile the position of Borodin and the Communists in Hankow 
was becoming more difficult. Conflicting and ill-advised ordere from 
Moscow, wliich was at the time in the throes of the Stalin-Trotsky 
controversy, did not help the position of the Communists The crisis 
was precipitated when the Kremlin forced the Chinese Communists 
to demand majority control of the Kuomintang and separate workers 
and peasant armies. Borodin knew better than to present such a 
demand, but Roy. the Indian watchdog of the Third International, 
went over his head. By July, the Communist cause had collapsed and 
Borodin was forced to retire from China, while purges of the Com¬ 
munist element in Hankow were being carried out. 

IV. CIVIL WAR, 1927-1936 

Although the Communists had been expelled from both wings of the 
Party, unity within the Kuomintang was not restored until February 
1928 when the Party was reorganized under the control of General 
Chinng Kai-shek. In June 1928 Kuomintang forces took Peking, 
completing the official unification of China and destroying the power 
of the northern warlords. After 1927, the principal obstacle to sta¬ 
bility in China was the existence of Chinese Communist districts and 
troops in open rebellion against the National Government of China. 

Once they had been purged from the cities and had lost their prole¬ 
tarian base, the Communist leadership concentrated on a small area in 
south Kiangisi which remained the remnant of a much larger South 
China peasant base. Since the economy of this area was wholly agrar¬ 
ian, Communist tactics shifted to exploitation of peasant difficulties. 
This was the forerunner of later Communist expansion and successes. 
It also represented the triumph of the Mao Tse-tung faction which 
opposed the urban policy of Li Li-san and favored an agrarian em¬ 
phasis. Li Li-san, who had gone to Moscow, was not to return to 
prominence until the Russian army brought him to Manchuria in 1945. 

In five major “bandit suppression campaigns,” starting in Decem¬ 
ber 1930 and lasting until 1935, the Generalissimo attempted to ex¬ 
terminate the Communist forces in China. These campaigns were 
launched as follows: (1) December 1930, under Lu Ti-p’ing; (2) May 
1931, under Ho Ying-ch’in; (3) June 1931, under Chiang Kai-shek; 
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(4) April 1933, under Ch’eii Ch’eng; (5) October 1933, under Chiang 
Kai-shek. 

The fourth and particularly the fifth campaigns were planned witli 
the assistance of the German military advisers Von Seeckt and after 
him Von Falkenhausen. Hundreds of thousands of troops were mo¬ 
bilized by the Nationalists. The campaigns did not succeed in exter¬ 
minating the Communists, but the Generalissimo was able to dislodge 
them from their bases in southern China, forcing them to flee to a 
base in the northwest in the 'Mong march’* of 1934-1935. An incidental 
effect of the anti-Communist campaigns was the consolidation of Na¬ 
tionalist political control over many of the provinces that had pre¬ 
viously maintained a degree of regional autonomy. 


V. THE KUOMINTANG-COMMUNIST ENTENTE, 

1937-1944 


background pF THE ENTENTE 


Wiule the National Government was engaged in the problem of 
suppressing Communism, Japan embarked upon a series of encroach¬ 
ments on Chinese territory, beginning with occupation of Manchuria 
in 1931 and leading up to the Marco Polo Bridge incident on July 
7,1937. 


The Japanese actions aroused large sectore of Chinese opinion. The 
effect of this aggression was similar in many ways to the effect of the 
earlier Twenty-one Demands and the insistence by Japan at the Paris 
Peace Conference tliat it be ceded the German rights in the Shantung 
peninsula. Again there was an upsurge of nationalism, particularly 
after 1935, when the loss of the northern provinces was threatened. 
Ihe revival of patriotism included most of politically conscious 
China—elements ranging from warlords to students. Resistance 
against Japanese aggression became a popular slogan exploited not 
only by leftist intellectuals, such as those united in the National Salva¬ 
tion League, but also by di.ssident militarists. 

The Chinese Communists had declared “war” on Japan as early as 
1932 while their main force was still concentrated in Kiangsi, hundreds 
of^miles from the nearest Japanese troops.® Although demands for 
n united front” became a factor in the Communist propaganda, the 
hinese Communist Party at fii*st offered no concessions to other 
groups to m ake possible a true “united front” but insisted on retaining 


^ the "Circular Telegram of the Provisional Central Government of the 
Soviet Ilepabllc of China Declaring War Against Japan," given In V. A. Yakhontoff, 
ine ChineteBoviett (New York, 1984), pp. 238-38. 
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full control over any anti-Japanese coalition. In lOJo the Seventh 
World Congress of the Comintern oflicially proclaimed the new policy 
of tlie “united front*’ and offered the cooperation of Communist parties 
to other groups willing to tight fascism. At that time, the Clunese 
Communist Party was criticized because it had “not yet succeeded in 
carrying out these tactics [of the united front] really consistently 
and without mistakes," and because the concept of the “united front 
had not been broad enough. The Chinese Communist Party was spe¬ 
cifically censured for failing to unite with the dissident anti-Japanese 
militarists who had rebelled against the Nanking government in 
Fukien i'rovince in 11)33.’'’ Following the Congress, the fii-st serious 
oilers of a “united front” were made to the Kuomintang. In Januaiy 
1U3U the Chinese Communist Party publicly offered the “hand of 
friendship” to Generalissimo Cliiang Kai-shek if he would take up 
arms against Japan. On August 2G, 193G, the Chinese Communist 
Party proclaimed to the Kuomintang, “we are prepared to form a 

strong revolutionary united front with you as was the case during . . • 

the great Chinese Kevolution of 1925-1927 . . . [that] is the only 
proper way to save our country today.” 

Coming at a time of growing patriotic resentment against Japanese 
aggression, the stepped-up demands for a “united front” by the Chinese 
Coimiiunist Party were an elfectivo propaganda weapon for use against 
the troops to which the National Government had assigned the Usk 
of “bandit suppression” in northwest China. By the end of 193G the 
army of Chang Hsuch-liang, the former warlord of Manchuria, was 
in no mood to fight against the Communist forces. In December 1930 
the Generalissimo and his staff visited Sian in Shensi Province to map 
out a sixth “Bandit Suppression” campaign. Bather than carry out 
Nationalist orders to resume operations against the Communists, 
Chang Hsueh-liang decided to “arrest” the Generalissimo. In this 
move he was acting in league with the commander of the “Hsipei” 
(Northwestern) troops, Yang Hu-ch'eng, and the subordinate com¬ 
manders of both the Hsipei army and liis own “Tungpei” (Manchur¬ 


ian) army. 

On the day of the coup the commanders of the “Tungpoi and 
“Hsipei” armies issued a circular telegram stating the demands of 
“national salvation,” consisting of eight points: reorganization of the 
Nanking government and admission of parties to sliaro the joint re¬ 
sponsibility of national salvation; end of the civil war and armed 
resistance against Japan; a release of the leaders of the patriotic movc- 

’*WnDg Ming, The RcvoluHomry Movenxent in the Colonial Countries, Report 
to the VII H'orW Congress of the Communist International, August 7, i!)55 (New 
York, 1035). 
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ment in Shanghai; pardon of all political prisonei's: a guarantee of 
liberty of assembly; safcgxiard for the people's rights of patriotic 
organization and political liberty; putting into effect the will of Dr. 
Sun Yat-sen; and convening a National Salvation Conference." 

These points corresponded generally to a program of “national 
salvation'* advocated by the Communist Party in a telegram issued 
earlier in December. They also resembled a manifesto issued by the 
“All-China Federation of National Salvation’' on May 31, 1930. 

Tlie details of the Sian incident have been obscured by the pei-sonal 
considerations involved in the available accounts. According to one 
version, Cliang Hsueh-liang and some of his associates considered the 
Oenei-alissimo their leader and merely wished to awaken him to the 
danger of Japanese aggression, although other more radical oflicers 
of the “Tungi)ei’’ army favored executing him. Tlie Chinese Com¬ 
munist Party, whose representatives were called to Sian immediately 
after his capture, at first favored the execution of the Generalissimo, 
but, apparently on orders from Moscow, .shifted to a policy of saving 
his life. The Chinese Communist concept, inspired from ^loscow, 
became one of promoting a “united front” with the Generalissimo and 
the National Government against the Japanese; this concej)! seems to 
have played a considerable role in saving the life of the Generalissimo. 
At any rate, on December 25,1936, the Generalis.simo returned to Nan¬ 
king, accompanied by his captor Chang Hsueh-liang, who expressed 
sentiments of repentance. It seems certain that no agreement between 
the Generalissimo and the Communist or Tungpei leaders was signed. 
It seems equally certain, however, that an understanding of some kind 
was reached by the groups involved. After the Sian incident the 
establishment of an entente between the Chinese Communists and the 
Kuomintang moved rapidly ahead.” 

Tlie wartime entente between the Kuomintang and the Chinese 
Communist Party was never formalized by a written alliance, but 
rested upon a series of parallel documents issued by the two parties, by 
which the Kuomintang announced the change in Chinese Government 
policy from one of military suppression of communism to that of 
seeking a political settlement, and by which the Chinese Communist 
Party proclaimed the abandonment of forceful insurrection and sovi- 
etization in favor of cooperation with the Government against Jap- 
anese aggi-e ssion. These documents are (1) the telegram from the 

” See annex 34, 

account of the Sion Incident Is given In Mme. Mel-llng (Soong) 
Chlang. China at the Or09troad$: an Account of the Fortnight in Sian, when the 
Fate of ch ina IIung in the Balance (Ix)ndon, Faher and Faber, 1937). This work 
was also published with varying titles in New York and Shanghai. 
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Central Co.nmittee of the Chinese Communist Party to the Third 
Plenary Session of the Kuomintang Central Executive Coi^itt^ on 
February 10,1937; (2) the resolution of February 21,193< the Third 
Plenary Session of the Kuomintang Central Executive Committee; 
(3) the manifesto of September 22, 1937 by the Central Committee 
of the Communist Party; and (4) the statement on the following day 
by Generalissimo Chiang Kai-shek commenting on the Communist 

manifesto. 

THIRO PLENARY SESSION OF THE KUOSUNTANG CENTRAL 
EXECUTIVE COMMITTEE, 1937 

Shortly after the return of the Generalissimo from Sian, the Third 
Plenary Session of the Fifth Central Executive Committee of the 
Kuomintang was held in Nanking. On February 10, 1937, five days 
before the session opened, the Central Committee of the Chinese Com¬ 
munist Party addressed a telegram to the session which recommended 
a program including the suspension of civil war and the concentration 
of the national strength against external aggression, a guarantee of 
civil rights, the calling of a “national salvation” conference, the prep¬ 
aration* for armed resistance and improvement in living conditions 
of the people. If these points were approved, the Communist Party 
declared itself prepared to make certain alteretions in the policies 

that had characterized its activities: 

to stop the program of armed uprisings throughout the country 

for the overthrow of the National Government in Nanking; 

2. to change the Chinese Soviet Government into the Government of 
the Special Region of the Republic of China and the Red Army into the 
National Revolutionary Army under the direct leadership of the 
Military Affairs Commission in Nanking; 

3. to enforce the democratic system of universal suffrage within 
the special regions under the regime of the Government of the Special 
Regions; 

4. to put an end to the policy of expropriating the land of the 
landlords and to execute the common program of the anti-Japanese 
united front.** 

The question of reconciliation with the Communists was dealt with 
at length by the Third Plenary Session in a resolution passed on 
February 21, 1937. The resolution reviewed the original leniency of 
Sun Yat-sen in admitting Communists to the Kuomintang in 1924 

** Text In y©w> OMna (Ycnan. Mar. 16,1037). See annex 86. 
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and their “subsequent treasonable and rebellious activities” up to the 
time of the session, wlien the “Communist bandits, reduced to straits 
in the Northwest, have begun to announce alleged willingness to sur¬ 
render.” The resolution stated that the ICuomintang would give the 
Communists a chance to “reform” on four conditions: 

1. Abolition of the separate army and its incorporation into the 
united command of the nation’s armed forces. 

2. Dissolution of the so-called “Chinese Soviet Republic” and simi¬ 
lar organizations and unification of the government power in the 
hands of the National Government. 

3. Absolute cessation of Communist propaganda and acceptance of 
the Three People’s Principles. 

4. Stoppage of the class struggle.’* 

These points corresponded closely to the changes in policy the 
Communist Party had declared itself willing to make. After having 
laid down the conditions on wliicli the Communists would be per¬ 
mitted to “stait life anew”, the session in its closing manifesto blamed 
the Communists for terroristic activities since 1927, “thus undermining 
the nation’s strength wliich otlierwise would have been employed in 
resisting the invader.” The cardinal policy of the Kuomintang was 
declared to be the eradication of the Communist scourge. However, 
the achievement of unity through peaceful means was to be the guiding 
principle, although the Chinese people were warned against the 
fallacious theories of the class struggle.’* 

Tliese documents established the basic conditions for the entente. 
During the ensuing months negotiations betwen the parties continued. 
Chou En-lai held discussions with the Generalissimo and other 
Kuomintang officials at Kuling, summer capital of China. Other 
meetings were held within Chinese Communist territory. 

Many of the conditions of the entente were implemented during the 
course of the negotiations. The civil war ceased. The Com¬ 
munist policies of land confiscation were suspended, and Communist 
propaganda was preparing the people for the united front. The 
Kuomintang w’as making active preparations for increased democra¬ 
tization, including the calling of a People’s National Congress for 
November 1937 to inaugurate a new constitution.” Many, though 
by no means all, of the political prisoners held by the Kuomintang 
were released. 

“TAe China Year Book, 19S8, pp. 532, 470; China Handhook, J9S7-1945, p. 06. 

China Bandbook, 1937-1945, p. 06. 

Becaoae of the war and repeated poatponeiuenta this Congress did not meet 
Until November 1946. 
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MANIFESTO OF THE CHINESE COMMUNIST PARTY, SEPTEMBER 
22, 1937 

Apparently public announcement of the entente was onginaUy 
scheduled for the middle of July 1937, when a Chinese Comrnunist 
manifesto was handed to the Kuornintang, declaring that Chinese 
unity had been restored for the purpose of resisting Japan. 1 ublica- 
tion of the manifesto was delayed until September 22, 193 <, because of 
the outbreak of hostilities with Japan after the Marco Polo Bridge 

incident of July 7, 1937. , ^ ^ n * 

The manifesto of the Central Committee of the Communist Party, 

published on September 22,1937, stated that the Communist Party had 
‘‘on the basis of peace and national unity and joint resistance against 
foreign aggression, reached an understanding with the Kuornintang 
and proposed the following objectives: 

“(1) Struggle for the independence, liberty and emancipation of 
the Chinese nation by promptly and swiftly preparing and launching 
the national revolutionary' campaign of resistance. . . • 

“(2) Enforce democracy based on the people’s rights and convoke 
the National People’s Congress in order to enact the Constitution and 

decide upon the plans of national salvation. , * u 

“(3) Improve the well-being and enrich the livelihood of the 

Chinese people. . . .” 

The manifesto expressed the belief that the whole country would 
support these objectives, although the program would meet with 
numerous difficulties, particularly from Japanese imperialism, and 
declared: 

“(1) The San Min Ch.u~I enunciated by Dr. Sun Tat-sen is the 
paramount need of Chinn today. This Party is ready to strive for 
its enforcement. 

“(2) This Party abandons its policy of overthrowing the Kuomin- 
tang of China by force and the movement of sovietization, and dis¬ 
continues its policy of forcible confiscation of land from landownert. 

“(3) This Party abolishes the present Soviet Government and will 
enforce democracy based on the people’s rights in order to unify the 
national political machinery. * 

“(4) This Party abolishes the Red Army, reorganizes it into the 
National Revolutionary Army, places it under the direct control of 
the National Government, and awaits orders for mobilization to share 
the responsibility of resisting foreign invasion at the front.” ” 


“ Pull text given In annex 36. 
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STATEMENT BY GENERALISSIMO CHIANG KAI-SHEK, 
SEPTEMBER 23, 1937 

On September 23, 1937, the day following the publication of the 
Communist manifesto, the Generalissimo issued a formal st.itement 
welcoming the change in Communist policies: 

“The Manifesto recently issued by the Chinese Communist Party 
is an outstanding instance of the triumph of national sentiment over 
every other consideration. The various decisions embodied in the 
Manifesto, such as the abandonment of a policy of violence, the cessa¬ 
tion of Communist propaganda, the abolition of the Chinese Soviet 
Government and the disbandment of the Red Army are all essential 
conditions for mobilizing our national strength in order that we 
meet the menace from without and guarantee our own national 
existence. 

“Tliese decisions agree witli the spirit of the Manifesto and resolu¬ 
tions adopted by tlie Third Plenary Session of the Kuomintang. The 
Communist Party’s Manifesto declares that the Cliinese Communists 
are willing to strive to carry out the Three Principles. This is ample 
proof that China today has only one objective in its war efforts.” ** 

IMPLEMENTATION OF THE AGREEMENTS, 1937-1938 

During 1937 and 1938 a number of concrete steps were taken to 
implement the entente and to further the united resistance against 
the Japanese invasion. By order of the National Government the 
Chinese Communist Army was reorganized as the Eighth Routft Army, 
and later into the 18th Group Army, with the Communist generals Chu 
Pell and P’eng Te-huai as commander and vice-commander, and Lin 
Piao, Ho Lung, and Liu Po-ch’eng as division commandei*s. The 
Eighth Route Army was designated to garrison the area of the Shensi- 
Kansu-Ninghsia (Shan-Kan-Ning) border region, the former Com¬ 
munist area. Shortly afterwards the Communists, whose area of con¬ 
trol was expanding as a result of their guerrilla warfare efforts, 
established the Sliansi-Chahar-ITopei (Chin-Cha-Chi) border region 
government under the National Government. The Chin-Cha-Chi 
rogional government received the sanction of the National Government 
in January, 1938; it was the only Communist-dominated local govern¬ 
ment to receive such formal sanction. During the first three yeai*s of 
the entente the Communist armies received a monetary subsidy from 
the National Government, as well as a small allotment of ammunition. 

In addition the National Government carried out a number of 
measures re garding civil rights and greater democratization, although 

“Full text in 37. 
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due to wartime conditions it did not call the National Assembly into 
session to act on a new Chinese constitution. The Communist Party 
was permitted to publish its own newspaper, the Hmx Uua Jih-Pao 
(AfMo China Daily) in Hankow.'"* Chou En-lai w'as one of the seven¬ 
teen members of the presidium of the Extraordinary National Congress 
of the Kuoinintnng in March 1938 and was appointed Vice-Minister 
of the Political Training Board of the National Military Council, a 
position he held until 1940. 

Among the more important steps towards increased democracy and 
freedom of discussion taken by the Kuomintang during this period was 
the creation by the Extraordinary National Congress of the Kuomin¬ 
tang in March 1938 of the People's Political Council (PPC), with 
powei'S to discuss and question all important Government measures and 
to make proposals to the Government. Although the People’s Political 
Council was purel}’ advisor}’, the prestige of its membei's and the 
caliber of its discussions made it a significant body. 

The most important policies of this period are embodied in the 
“Program of Armed Resistance and National Reconstruction,” which 
was adopted by the Kuomintang Party Congress on April 1, 1938, and 
subsequently by the People’s Political Council. The “Program” was 
accepted by both the Kuomintang and the Chinese Communist Party 
as the basic outline of principles to be followed by the wartime entente, 
subsidiary only to the San. Min Ghu-l (Three People’s Principles).'" 
Tlie Program pledged China to play a just role in world affairs, urged 
intensified military activity, called for governmental reforms, in¬ 
creased economic growth and the organization of the people. 

The period during which the National Government was located at 
Hankow marked the high point of Kuomintang-Communist coopera¬ 
tion. In spite of continued defeats of the Chinese armies by Japan, 
the solidarity of the Chinese people created a spirit of optimism. The 
Generalissimo emerged as the symbol of national unity and of eventual 
victory, 

DETERIORATION OF KUOMINTANG-COMMUNIST RELATIONS, 
1938-1931 

In the latter half of 1938 relations between the Kuomintang and the 
Chinese Communist Party began to deteriorate. At the end of August 
the Hankow-Wuchang Defense Headquarters outlawed three Com¬ 
munist-sponsored moss organizations because it feared the Com¬ 
munists would use them to gain influence in Nationalist territory. 

This Communist paper contloued to be published Id Nationalist territory 
throughout the war. 

** Text Is given in China ffandhook, pp. 61-62. 
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After the fall of Hankow in October 1938 Communist-Kuoinintaiig 
relations worsened steadily. More Communist organizations were 
suppressed. The ('ommunists were attacked for failing to yield con¬ 
trol over their area in Shensi Province to the National Government, 
and for not allowing the National Government to exercise direct com¬ 
mand over the Communist armies in the field and to direct their 
training. 

In the following years relations between the two parties rejnained 
strained, and charges and countercharges of failure to abide by the 
promises of 1937 became increasingly violent, often leading to local 
clashes between Chinese National and Communist forces. The one 
policy common to both parties was resistance against the Japanese 
invasion, and even this was often neglected amid the jockeying for 
advantage between the two parties. However the resumption of open 
hostilities on a large scale was avoided. During 1939 the National 
Government, at that time located in Cliungking, began to enforce a 
rigid military blockade of the Communist areas to prevent Communist 
infiltration into Nationalist China. The expansion of Communist 
military forces into areas outside the regional defense zones assigned 
them by the National Government led to incidents and continuous 
skirmishes between the Communists and Nationalists. The arguments 
and fighting over the demarcation between Communist and Nationalist 
military zones culminated in the “New Fourth Army Incident” of 
January 1941, tlie most serious wartime clash between Nationalist 
and Communist annies and the real beginning of civil strife. Tlie 
fighting reached such proportions that it received world-wide atten¬ 
tion. The Government version of the incident was that it had issued 
orders for the Communist New Fourth Army to move north of the 
Yangtze and engage the Japanese in tlie Yellow River area, but the 
orders had been ignored because the Communists wished to expand 
their holdings in the south. For reasons of discipline it was therefore 
necessary to disarm them. It was the Communist contention tliat the 
Government purpose was to restrict Communist areas and at the same 
time place the New Fourth Army in a hopeless military position. 

KU05IINTANG-C0MMUNIST NEGOTIATIONS, 1941-1944 

In spite of the frequent military friction between tlie Communist 
and Nationalist forces, the Government policy remained that of seek¬ 
ing a political settlement with the Communists. On March 6 1941 
in a reference to the “New Fourth Army Incident” in a speech’to the 
t'eople s Political Council, the chief arena in which attempts were 
made to settle the issue between the Communists and Kuomintanc, the 
Generalissimo said: ^ 



54 


U. S. RELATIONS WITH CHINA 


. . the Government is solely concerned with lending the nation 
against the Japanese invaders and extirpating the traitors, and is 
utterly without anv notion of again taking up arms to 'suppress the 
Communists.’ . . .‘^Provided unity can be preserved and resistance 
carried on to the end, the Government will be ready to follow your 
direction [i. e., the directions of the PPC] in the settlement of all 

outstanding questions.” . 

No settlement was reached between the Kuomintang and the Chinese 

Communist Party, however, and the relations between the two armies 
continued strained, with periodic fighting, while at the meetings of 
tiio People’s Political Council a group of minor parties continued at¬ 
tempts at mediation. These minor parties had formed the “United 
National Construction League” ** at tlie end of 11)41), with the principal 
object of in-eserving Kuomintang-Communist cooperation. Minor 
parties played an important, if unsuccessful, role in the negotiations 
between the Communists and the Kuomintang prior to the offer of 
American good offices in 1944 by Major General Patrick J. Hurley, 
the Personal Pepresentativo of President Roosevelt. 

Attempts to settle the Kuomintang-Communist differences were not 
limited to discussions and statements before the PPC. On a number 
of occasions direct negotiations between Communist and Nationalist 
officials took place. The fir.st of these occasions was the talks between 
General Ho Ying-ch'in, Minister of War in the National Government, 
and Chin Pang-hsien (Po Ku), a member of the Chinese Conununist 
Parly’s Central Committee, early in 1940. 

In September 1943 the Generalissimo gave explicit instructions to 
the Eleventh Plenary Session of the Fifth Central Executive Commit¬ 
tee of the Kuomintang that the Chinese Communist problem should be 
handled by peaceful means: 

“After hearing the Secretariat’s report on the question of the Chi¬ 
nese Communist Party and the views expressed by various members 
of the Central Executive Committee, I am of the opinion that first of 
all we should clearly recognize that the Communist problem is a purely 
political problem and should be solved by political means. Such 
ought to be the guiding principle for the Plenary Session in its effort 
to settle this matter.” ” 

Following the Eleventh Plenary Session, Communist General Lin 
Piao conducted negotiations in Chungking during November 1943 on 
the reorganization of the Communist forces. 

" This speech Is given in fall In annex 38. 

’‘This League went through several reorganizations and finally became known 
as the Democratic League. 

** The fall text is given in annex 38. 
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More compreheitsive discussions between iei)re>eiitatives of the 
Chinese Government and the Cliinoso Conununist Put ty began in Sian 
on I^Iay 4, 1044. The Goverinnent was represeiitod at those talks by 
General Chang Chih-chung of the National Military Council and Dr. 
Wang Shih-cliieli, then Minister of Information. Tlie Communists 
were represented by Lin Tzu-han. an important member of the Central 
Committee of the Chinese Communist Patty. Chang, Wang and Lin 
returned to Clmngking on May 14, 15)44. and cotitinued the tiegotia- 
tions tlirough an excliange of memoranda until September, when the 
negotiations were discussed in detailed reports to the PPC by Chatig 
Chih-chung and Lin Tzu-han. 

Duritig these discussions the following major points were brought 
up: 

1. The disposition, size, continand, and training of the Communist 
armies. 

2 . The relationship between Communist-organized regional govern- 
nieiits and the National Govermuent. 

3. Problems connected with civil rights and especially the legaliza¬ 
tion of the Communist Party and its activities in Nationalist areas. 

Incidental to these points a number of problems arose which were 
connected with the implementation of various pledges made by the 
Communist Party and the Kuomintang throughout the peri<^ of 
Kuomintang-Coinmunist entente. During these discussions the ques¬ 
tion of constitutional government arose, and suggestions for “coalition 
government” were brought forth for the first time. 

Although no settlement was reached on the basis of these discussions, 
it is clear that from May to September 1944 the Cldnese Government 
and the Chinese Communist Party were seeking a peaceful settlement 
of their disputes througli political negotiations.^ 

THE WALLACE BIISSION, 194-1 

During the spring of 1944, President Roosevelt appointed Vico 
President Henry A. Wallace to make a trip to China to see what he 
could do toward consolidating the Chinese war effort against Japan. 
Mr. Wallace took this opportunity to visit Soviet Central Asia for a 
brief inspection of agricultural developments, and arrived in Chung¬ 
king the latter part of June. In the course of this visit Mr. Wallace 
had several long convei-sations with the Generalissimo on matters of 
mutual interest. The notes made on these convei-sations indicate that 

** See annexes 40,41, and 42. 

844538—40-7 
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a wide range of topics was discussed of which the majority have no 
bearing on the events and issues described in this present 

In a conversation on June 21 with the Generah^imo, Mr. Wallace 
stated that the President had indicated to him that if the Kuoraintang 
and the Communists could not get together they might “call in a 
friend”. The President had indicated that he might be that friend. 
John Carter Vincent, in a conversation the next morning, said that 
Stalin had agreed with .Vmbassador Harrimaii in Moscow that support 
of the Genoralissiino was desirable during the prosecution of the war 
and expressed keen interest in a settlement between the Kuoniintang 
and tlio Communists, basing his interest on the practical matUr of more 
ctl’ective fighting against Japan rather than upon any ideological 
considerations, and adding that he felt the United States should assume 

a position of leadership in the Far East. 

During a convci'sation on the afternoon of June 22, the General¬ 
issimo launched into a lengthy complaint against the Communists, 
whose actions, he said, had had an unfavorable effect on Chinese 
morale. He added that the Chinese people i-egardcd them more as 
internationalists than as Chinese, despite the nominal dissolution of 
the Third International. Ho then added that the Communists desired 
the brcnkdoivn of Chinese resistance against Japan because this would 
sti'engthen their own position. They did not fear such a development 
because they w’ere now* convinced that Japan would bo defeated 
without Chinese resistance. The Generalissimo deplored propaganda 
to the effect that they were nothing more than agrarian democrats 
and remarked that they were more communistic than the Russians. 
Ho said that a settlement with the Communists would be simple if 
they would agree to support the Government and accept a peaceful 
and political role in the administration of the country. He uiged 
that the United States maintain an attitude of “aloofness” toward 
the Communists which would encourage them to show a gi'eater 
willingness to reach a settlement with Kuoniintang. The Foreign 
Minister, w ho was present at the conversation, interposed at this stage 
to say that whereas the Government required the Communists to sub¬ 
mit to its authority, it was not its intention to interfere in local ad¬ 
ministration or remove officials or army officers who showed them-selves 
to bo cooperative. In conclusion, the Generalissimo said that he 
understood the policy of President Roosevelt and requested that the 

^ See annexes 43 and 44, for summary notes of these conversations made by 
John Carter Vincent, tlioo Chief of the Division of Chinese Affairs of the Depart¬ 
ment of State, who nccompanled the Vice President to China, Tho Deportment 
is not aware of any written record which Mr. Wallace himself may have made. 
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President be informed tliat he, tlie Generalissimo, desired a political 
solution of the Communist problem. 

It was in a conversation on the following morning. June 23, that 
the Generalissimo suddenly reversed his previous refusal to permit 
Americans in Communist territory and agreed that an American 
military observer mission coupl proceed.*^ Later in the convei-sation 
the question of Russia again rose, Mr. IVallace stressed the point that 
no situation should be permitted in China which might lead to conflict 
with Russia. The Generalissimo agreed and added that anything 
not detrimental to Chinese sovereignty would be done to avoid such 
a conflict. Mr. Wallace again said that the United States could not 
be expected to be a party to any negotiations. The Generalissimo ex¬ 
pressed his concurrence and said that China would seek an early 
opportunity for discussions with Russia. In another conversation 
later in the daj’, the Generalissimo asked that the following mes.sage 
be convej’ed to the President: “If the United States can bring about 
better relations between the U. S. S. K. and China, and can bring about 
a meeting between Chinese and Soviet representatives, President 
Chiang would very much welcome such friendly a.'^istance.’* 

During the ride to the airport on June 24, the Generalissimo twice 
expressed his appreciation that Mr. Wallace, as a representative of 
President Roosevelt, should lend Ids ellorts for the improvement of 
Sino-Soviet relations. The Generalissimo also said he would wel¬ 
come the assistance of the President in the settlement of the Com¬ 
munist problem, even though it was an internal one. He also 
expressed his conviction that the Communists were not men of good 
faith, but that if the President were willing to take the risk of helping 
he would be happy to have such assistance and would not consider it 
as meddling in internal affairs. 

CONCLUSION 

In September 1944 the negotiations went into a new phase with the 
arrival of General Hurley as the Pei-sonal Representative of the Presi¬ 
dent of the United States with the mission of promoting harmonious 
relations between Generalissimo Chiang and General Stilwell, and of 
performing certain other duties in connection with military supplies. 
I^as only a few months later after the termination of the original 

“ UnsDccessful attempts hod been made previou.stv by the United States Army to 
secure Chlne.se permission for an observer group to go to Communist territory. 

On June 22 Mr. Wallace mentioned the subject and received an evasive answer 
from the Generalissimo. 

These views should be considered In connection with chapter IV. 
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mission that the Kuominlang-Communist struggle, with the entrance 
of the United States on the scene, due to the need for prosecuting the 
war against Japan, took on an international aspect, which it had not 
possessed since the expulsion of the Russian Mission in 1927. The 
intervening seventeen years of bitter civil war and subsequent reluctant 
cooperation, under external threat, had created deep-seated hatreds, 
suspicions, differences of approach and objective, and a reluctance to 
forget the past which, more severely than was perhaps realized at the 
time, limited what could usefully be contributed by outside assistance. 



CHAPTER III 


The Ambassadorship of Major General 

Patrick J, Hurley, 1944—1945 

I. IMMEDIATE BACKGROUND OF THE HURLEY 

MISSION 


INTllODUCllON 

Major General Patrick J. Hurley was appointed Personal Repre¬ 
sentative of the President to China oji Auj^st 18, 19-14. He arrived 
in Chungking on September 6, 1944. Mr. Clarence E. Gauss resigned 
as Ambassador to China on November 1,1914, and General Hurley was 
nominated for the position on November 30, 1914. Ho presented his 
credentials on Januai*y 8,1945. 

To underetand the reasons for the mission of General Hurley to 
China it is necessary to take into account the conditions which existed 
internally in Ciuna in 1943 and 1944. As indicated above, the Chinese 
record of opposition to Japanese aggression had been a distinguished 
and enviable one which commanded the admiration and sympathy of 
all peoples throughout the world who wei*e opposing aggression. By 
1943, however, the devitalizing effects of six years of war were begin¬ 
ning to make themselves felt. This trend in 1944 became pronounced 
to an alarming degree. 

The long years of war were taking a heavy economic toll. Many 
of the most productive areas of China had been occupied by Japan. 
Inflation began to set in and the new Chinese middle class which had 
been the backbone of Kuomintang liberalism found itself being pro¬ 
gressively beggarized. In this situation the extreme right wing and 
reactionary elements in the Kuomintang came to exercise increasing 
power and authority. The regular and periodic political reports of 
the Embassy in Chungking indicated a steady deterionition in the 
economic situation and a growing paralysis within the governmental 
administnitive hierarchy. It was symptomatic that the Embassy 
reported that the Twelfth Plenary Session of the Fifth Kuomintang 
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Central Executive Committco Imd met in May 19-1-i but apparently 
•iccoinplishcd little and had resulted in a serious setback for liberal 
elements in the Party. The Embassy also reported that liberal 
elements in the Party were discouraged by the trend but hoped that 
developments would support their contention that Kuoinintang leader¬ 


ship was bankrupt. 

The protracted background of developments outlined in chapter 
II contributed to the particular state of relations between the 
Chinese Communists and the National Government which existed 
when General Hurley embarked on his mission. As has already been 
pointed out, following the Sian incident in late 1936 the Chinese Na¬ 
tional Government and the Chinese Communist Party had indicated 
their intention to present a united front against the Japanese invaders 
and to settle their dilforences by political means. Negotiations be¬ 
tween the Communists and the Notional Government had been pro¬ 
ceeding over a period of seven years prior to General Hurley’s mission 
to China. In his instructions to the Eleventh Plenary Session of the 
Fifth Central Executive Committee of the Kuomintang held in Sep¬ 
tember 1943, the Generalissimo had stated that ho was of the opinion 
that “first of all we should clearly recognize that the Chinese Com¬ 
munist problem is a purely political problem and should be solved by 
political means”,' ‘s, through negotiations rather than through 
force. Accordingly, in the springof 1944, active negotiations hud been 
conducted at Sian by the National Government represented by Dr. 
Wang Shih-chieh and tlie Chinese Communist Party represented by 
Lin Tsu-han. 

Despite the announced intention of the Chinese Government and 
the Chinese Communist Party to seek a political, that is a negotiated, 
solution of their ditrerenccs, and notwithstanding the fact that negotia¬ 
tions w’ere being actively conducted to that end, the Chinese military 
effort against Japan was increasingly handicapped by internal dis¬ 


unity. 

In a conv’ersation on July 3 with an officer of the Embassy, Dr, 
Sun Fo, President of the Legislative Yuan, said he had discussed the 
situation frankly with the Generalissimo. He had told him that the 
Chinese armies must be rehabilitated if they were to be effective. He 
also pointed out that one of the principal obstacles to effective prose¬ 
cution of the war was the immobilization of some 300,000 of the 
Government’s best troops to watch the Chinese Communists. This 
factor, he said, also immobilized large Chinese Communist forces 
which had fought well against Japan and could do so again. Dr. Sun 
said he had told the Generalissimo that the Chinese Communists did 
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not want to communize or dominate Cliina. that it would in any case 
l)e impossible for them to do so and that what they wanted was a 
settlement whicli would enable them to cooperate with the Nationalist 
Government against Japan. Dr. Sun added to the Embassy oflicer 
that the Generalissimo was used to making decisions himself and not 
taking advice. Dr. Sun felt, however, that his remarks had had some 
effect and that the Generalissimo was actually seeking in his own 
mind for means of reorienting some of his ideas. Dr. Sun felt that 
American opinion could be of assistance in this process if it did not 
appear to he bringing pressure on the Generalissimo. 

However discouraged otlier elements may have been by the internal 
deterioration and stalemate in the Chine.se war effort against Japan, 
no such note appeared in the words or actions of the General¬ 
issimo. In his Double Tenth speech of October 10, 1044. he reiterated 
his determination to fight to the end and to preserve his leadership in 
the struggle for the consolidation of China. He also showed himself 
sensitive to foreign criticisms of internal developments and in a rather 
ominous note imjjlied that foreign powers would be well advised not to 
interfere in the internal affaii-s of China, particularly in the relations 
of the National Government with the Chinese Communists. 

Tlie foregoing considei'ations were repeatedly reflected in the report,*; 
made in 1944 by the American Amba.ssador. Mr. Gauss. As he often 
empliasized, tliese factors were having a disastrous effect upon the 
Chinese effort in the war against Japan. His comments and obser¬ 
vations wei’e substantiated by periodic reports he received from Ameri¬ 
can consular officials in such widely diversified areas as Fukien, 
Kweilin, Kunming, Chengtu, Sian and Lanchow. 

Other Ajnerican observers in China were becoming increasingly 
apprehensive over the fact that neither the Chinese Government nor 
the Chinese Communists were directing their main efforts against 
Japan. Congressman Mansfield in January of 1945 in liis report to 
Congress following his return from his mission to China summarized 
this opinion: “On the basis of information which I have been able 
to gather, it appears to me that both the Communists and the 
Kuomintang are more interested in ijreserving their respective Parties 
at this time and have been for the past two years than they are in 
carrying on the w’ar against Japan. Each Party is more interested 
in it own status because both feel that America will guarantee victory.” 

CHINESE UNITY AND THE WAR EFFORT 

Ambassador Gauss had emphasized this point of view in a conver¬ 
sation with the Generalissimo on August 30,1944.* He reported that 


* See annex 45. 
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the Generalissimo had sent for him and had discussed the Chinese 
Communist problem for an hour and a half, saying that Washington 
did not understand the problem and it was the duty of the Ambassador 
to see that it did. In addition to making charges of bad faith and 
treachery against the Chinese Communists, General Chiang stated that 
the attitude of the American Government in urging China to resolve its 
differences with the Chinese Communists served only to strengthen the 
latter in their recalcitrance. Ho said that the Communist demands 
were equivalent to asking the Government to surrender unconditionally 
to a party known to bo under the influence of a foreign power. Ho 
added that the United States should tell the Communists to settle their 
ditfereiioes with and submit to the National Government. Ambassador 
Gauss stated that, being assured that he might speak frankly and 
openly, he was able to emphasise that the American Government was 
not interested in the cause of the Chinese Communists but that it vas 
interested in seeing a .‘solution of a Chinese internal problem which 
found Chinese armed forces facing each other rather than facing and 
fighting the Japanese and that this was of outstanding importance 
in that critical period of the war- Ho expressed his complete sym- 
path}' with the difficult task facing the Generalissimo in the solution 
of the Chinese Communist problem and added: 

“We have not suggested that the Chinese Government should capit¬ 
ulate to Communist demands. Our interest is solely in tho unification 
of China and the dissipation of the present critical situation. Our 
hope is that a peaceful solution can bo found to this problem by the 
Chinese themselves.” 

The Ambassador reported that he made tho personal observation 
that while tho Generalissimo said that the Chinese Communists were 
not to be trusted, the Embassy had long heard the Chinese Com¬ 
munists complain equally that the Kuomintang Government could not 
be trusted. It seemed to him that an effort should be made to dissi¬ 
pate this mutual mistrust and that it was his personal opinion that a 
solution might be found in some measure which would bring the most 
competent representatives of the several groups and parties to partici¬ 
pate in and share the responsibilities of the Government. He was of 
course aware of the Kuomintang contention that there could at that 
time be one-party government only. He indicated, however, that he 
would like to see the difficulty overcome. Even if it could not be over¬ 
come on a broad basis to give representation in the Government to 
minor parties, perhaps a limited solution might bo found under which 
able representatives of the parties or special groups might be provided 
for, with these persons being invited to share in some form of responsi¬ 
ble war council which planned and carried out plans to meet tho serious 
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war crisis taking place in China. In conclusion the Anibassailor said 
that in such sharing of responsibility perluips there could be developed 
a disposition toward cooperation for unification of China. Tlie Gen- 
eralissuno commented that this suggestion might at least be worth 
studying. 

In response to the .^Vmbassador's report of this conversation, Secre¬ 


tary of State Hull informed i\lr. Gauss that the President and lie luui 
given careful consideration to the rei)ort and agreed lluit a “positive, 
frank, and free approach to Cliiang on the subject of governmental 
and related military conditions in China should be made at this time." 
The Secretary indicated that the Generalissimo's suggestion that the 
Chinese Communists should be told to settle tlieir dilfeiences with the 
Government was similar to his iirevious suggestion to Vice I’lesident 


Wallace and that the general argument of the Generalissimo as set 
forth to the Ambassador sliowed a discouraging lack of progress in the 
thinking of the Generalissimo in view of Iiis own professed desire to 


reach a settlement with the Chinese Communists and in view of dis¬ 
sident developinents in other areas not under Chinese Communist 
influence. The Secretary then suggested that the Ambassador juight 
tell the Generalissimo that if the latter would arrange a meeting the 
Ambassiidor would be prepared to speak to the Communist represent¬ 
ative in Chungking along the same general lines as the Ambassador 
and the V^ice President had spoken to him; that the Ambassador would 
point out to the Communist representative that unity in China in 
prosecuting the war and in preparing for the peace was urgently neces¬ 
sary; that a spirit of tolerance and good will—of give and take_was 

essential in achieving such unity; that Chinese of every shade of 
political thinking sliould cooi>erate now to defeat tlie Japanese; and 
that differences could be settled if the major objective of victory was 
kept firmly in mind. The Ambassador was requested to inform 
Chiang (1) that the President and the Secretary felt that Mr. Gauss’ 
suggestion for a coalition council was deserving of careful considera¬ 
tion ; (2) that they were concerned, not only regarding non-settlement 
with the Chinese Communists, but also with regard to reports of dis¬ 
content and dissidenco in other parts of the country ainoii" non- 
Cominunist Chinese; (3) that they were not interested in the Com¬ 
munists or other dissident elements as such, but were anxious that the 
Chinese people develop and utilize, under the leadership of a strong 
representative and tolerant government, the physical and spiritual 
resources at their command in carrying on the war and establishing 
a durable democratic peace.* 
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PESSIMISM OF AMBASSADOR GAUSS 

Although Ambassador Gauss transmitted this message to Chiang 
Kai-shek, he doubted that the Generalissimo would take the necessary 
steps or was even capable of doing so. He was also pessimistic over 
the prospects for negotiation with the Communists in view of the deep 
suspicion on both sides and inability to recognize realities. He even 
questioned the Chinese desire to cooperate actively in the war against 
Japan. The reports from the Embassy during October and early 
November present a depressing picture of a deteriorating situation, 

characterized by internal squabbles and apathy. 

The discouraging conclusions of Ambassador Gauss were further 
reinforced from a source other than the Embassy or the Consulates. 
Several Foreign Service oflicei'S, all specialists in the Far East, at 
the reiiuest of the United States Army, were attached to the staff of 
the Commanding General of the Cliina-Burma-India (later China) 
'I'heater for liaison duties. These oflicers had a unique opportunity, 
tlirough travel and contacts with American and Chinese Military 
authorities, to observe conditions and report their reactions. These 
reports were made available to American ofHcials concerned. The 
memoranda of these oflicers were prepared on a wide range of subjects 
and during a period of over two years, from early 1943 to early 1945, 
when the end of the war witli Japan was not yet recognized as immi¬ 
nent. They show the development of the following themes: 

1. Russian intentions with respect to the Far East, including China, 


are aggressive. 

2. The Chinese Communists have a background of subservience to 
the U. S. S. R., but now influences—principally nationalism—have 

come into play which are modifying their outlook. 

3. The Chinese Communists have become the most dynamic force 
in China and are cliallcnging the Kuomintang for control of the 


country. 

4. The Kuomintang and National Government are disintegrating. 

5. The rivalry between these two forces threatens to culminate in a 
civil war which (a) would hamper the conduct of the war against 
Japan, (b) would press the Communists back into the arms of Ae 
U. S. S. R. and (c) might well lead eventually to American Soviet 
involvement and conflict. 

6. The Communists would inevitably win such a war because the 
foreign Powers, including the United States, which would support the 
Government, could not feasibly supply enough aid to compensate for 
the organic weaknesses of the Government. 

7. In this unhappy dilemma, the United States should attempt to 
prevent the disaster of a civil war through adjustment of the new align- 
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ment of power in China by peaceful processes. The desirable means to 
this end is to encourage the reform and revitalization of the Kuo- 
mintang so that it may survive as a significant force in a coalition 
government. If this fails, we must limit our involvement with the Kuo- 
mintang and must commence some cooperation with the Communists, 
the force destined to control Cliina, in an effort to influence them 
further into an independent position friendly to the United States. 
^Ve are working against time because, if the U. S. S. R. entei-s the war 
against Japan and invades China before either of these alternatives 
succeeds, the Communists will be captured by the U. S. S. R. and be¬ 
come Soviet satellites. 

8. A policy of this description would al.so—and this is a decisive con¬ 
sideration in the war against Japan—measurably aid our war effort.* 

THE MILIT.XRY FACTOR 

As serious as were the other factors which contributed to the general 
deterioration during 1944 the most crucial point certainly, and the 
one which loomed largest in official American thinking, was the disin¬ 
tegration of the military situation which threatened the collapse of 
the entire Chinese war effort. It was this military factor which most 
immediately concerned American officials. Signs of military disinte¬ 
gration appeared in the spring, assumed major proportions during 
the summer, and eventuated in disaster during the fall. On April 17 
the Japanese launched an attack southward across the Yellow River 
which marked the beginning of their campaign to open the Peiping- 
Hankow Railroad. On ^Ia 3 ' 18 Loyang in the Yellow River area was 
captured and the remnants of Tang En-po’s troops were set u])on by 
the local populace. With the capture of Kaifeng the entire Honan 
front collapsed. 

On May 27 the Japanese opened the drive southward into Hunan 
Province across the Yangtze and along the Hankow-Canton Railroad. 
On June G, Huan-Chiang was occupied and the important center of 
Changsha was flanked to the west. On June 18 Changsha was cap¬ 
tured and ten days later Hengyang was surrounded, though it did not 
fall until August 8. This placed the Japanese forces in a position 
to mount an offensive against the strategic air base Kweilin. In mid- 
August the Japanese mounted a new offensive in the coastal province 
of Chekiang. This drive resulted in the capture of Lishui on August 
28. In mid-September Japanese forces crossed from Hunan into 
Kwangsi Province. 

During the ensuing weeks Japanese forces from the north and south¬ 
east converged on Kweilin, which fell on November 12. With this 
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.tovcionment the entire Enst Oiina front had collapsed and there was 
little reason to believe that the Japanese if they so elected wot,Id not 
have the capability of attacking Chungking and the vitally '"'P'ttta 
Anglican base at Kunming. The situation was ^-ther comph ated 
bv reverses on the Salween front in Burma. Increasingly it had be 
come apparent that the Chinese war effort had largely ceased to be an 
effective factor in China and that to a disturbing extent the Chinese 
will to (bdit had vanished. The main Nationalist effort was being con- 
centrateil on containment of Cominnnists in the north and in internal 
political squabbles in Chungking. It was only in Burma, 

Cliinese troops were under the direct command of General SUlwell, 
that Chinese ground forces were making a distinct military contn- 

Imtion. 


PHESiDENT Roosevelt’s messages to generalissimo 

CHIANG KAI-SHEK, JULY-AUGUST 19‘M 

It was particularly this rapidly disintegrating military situation 
in East China which f^avo the most serious concern to President Roose¬ 
velt. As he saw it the fii-st step in the solution would be the appoint¬ 
ment of an American general to the command of all Clunese 
On July 7, 1944, the President sent the following message to the 

Generalissimo: , • • 

“The critical situation which now’ exists in my opinion calls for 

the delegation to one individual of the powers to coordinate all the 

Allied military resources in China, including the Communist forces. 

. . . I am promoting Stilwell to the rank of full General and I 

recommend for your most urgent consideration that you recall him 
from Burma and place him directly under you in the command of al 
Chinese and American forces, and that you charge him with the full 
responsibility and authority for the coordination and direction of the 
operations required to stem the tide of the enemy’s forces. I feel that 
the case of China is so desperate that if radical and promptly applied 
remedies are not immediately effected, our common cause will suffer 

a disastrous setback.” 

The Generalissimo agreed to this proposal in principle but sug¬ 
gested that as a preliminary step a high ranking American official 
well acquainted with political as well as military matters and having 
the complete confidence of the President be sent to Chungking to 
discuss the problem. On July 16 the President replied as follows: 

“I am very glad to learn that in principle you are in agreement 
with the proposal to place General Stilwell in absolute command 
under you of the Chinese troops without any hindrance, . . I am 
searching for a personal representative with far sightedness and po- 
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litical ability to collaborate with you. . . In the meantime I again 

urge you to take all steps to pave the way for General Stilwell’s as¬ 
sumption of command at the earliest possible moment. 

The President followed up this message with another one of 
August 10: 

“I have this proposal to make: That General Patrick J. 
Hurley ... be designated by me as my personal representative 
with you. . . He should be of great service in adjusting relations 

between you and General Stilwell. . . 

The President also proposed that lilr. Donald Nelson accompany 
General Hurley to deal with lend-lease and other economic matters. 
The Generalissimo accepted the proposal. 

On August 23 the President again urged on the Gcneralissiino tlu- 
appointment of General Stilwell to the command of all Chinese Armies 
in the following message: 

“I am glad tliat you find General Hurley and Mr. Nelson acceptable 
for the important mission they will perform for us. Now that my 
personal representatives to you have been decided upon. 1 think we 
should proceed immediately to take the positive steps demanded by 
the military situation. I urge that you take the necessary measures 
to place General Stilwell in command of the Chinese forces, under 
your direction, at the earliest possible date. ... I feel certain, how¬ 
ever, that between General Hurley and General Stilwell there will be 
an adequate comprehension of the political problems you face. I am 
urging action in the matter of Stilwell’s appointment so strongly 
because I feel that, with further delay, it may be too late to avert a 
military catastrophe tragic both to China and to our allied plans for 
the early overthrow of Japan. . . . I do not think the forces to come 
under General Stilwells command should be limited except by their 
availability to defend China and fight the Japanese. When the enemy 
is pressing us toward possible disaster, it appears unsound to reject 
the aid of anyone who will kill Japanese. ... 1 feel sure that Gen¬ 
eral Hurley will be highly useful in promoting relations which will 
facilitate General Stilwells exercise of command and his understand¬ 
ing of the related political problems. . . .” 

Despite his earlier agreement in principle, the Generalissimo had 
still failed to place General Stilwell in command and the relations be¬ 
tween the tw’o men became increasingly bad. By early September, the 
military picture had become so ominous that the President felt com¬ 
pelled to send still another message to the Generalissimo: 

“After reading the last reports on the situation in China my Chiefs 
of Staff and I are convinced that you are faced in the near future w’ith 
the disaster I have feared. ... I have urged time and again in 
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recent months that you take drastic action to resist the disaster which 
has been moving closer to China and to you. Now, when you have 
not yet placed General Stilwell in command of all forces in China, we 
are faced with a loss of a critical area in East Clnna with possible 

catastrophic consequences.” 

REPORTS BY GENERAL STILWELL 

On September 22, General Stilwell reported to the Chief of StalT in 
Washington his estimate of the Generalissimo's actions: 

“Chiang Kai-shek is following his usual policy. At first he readily 
agreed to the command arrangement and also by inference agreed to 
use the communist army under my command, then he began the delay¬ 
ing action, which still continues. He protests that there are many 
diflicultics which have to bo smoothed out and this takes time. Actu¬ 
ally, he believes that our advance in the Pacific will be swift enough 
and effective enough to spare his furllier effort, and he would like to 
avoid the bitter pill of recognizing the communists and putting a 
foreigner in command of the army. ... 

On September 2G, General Stilwell again reported to the Chief of 
Staff as follows: 

“Chiang Kai-shek has no intention of making further efforts to 
prosec)ite the war. Anyone who crowds him toward such action will 
be blocked or eliminated . . . Chiang Kai-shek believes he wn 
go on milking the United States for money and munitions by using 
the old gag about quitting if ho is not supported. He believes the war 
in the Pacific is nearly over, and that by delaying tactics, he can throw 
the entire burden on us. Ho has no intention of instituting any real 
democratic regime or of forming a united front with the communists. 
Ho himself is the main obstacle to the unification of China and her 
cooperation in a real effort against Japan ... I am now convinced 
that, for the reasons stated, the United States will not get any 
real cooperation from China while Chiang Kai-shek is in power. I 
believe he will oidy continue his i>olicy and delay, while grabbing for 
loans and postwar aid, for the purpose of maintaining his present 
position, based on one-party government, a reactionary policy, or the 
suppression of democratic ideas with the active aid of his gestapo.” 

Shortly before his departure from Cliina, General Stilwell gave 
yet another estimate of the crisis involving himself to the Chief of 

Staff: 1 • 1 ' • 

“It is not a choice between throwing me out or losing Chiang ivai- 

shek and possibly China. It is a case of losing Cliina’s potential effort 

if Chiang Kai-sliek is allowed to make removals now. I believe that 

the solution to the problem lies in insisting on the acceptance of our 
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proposals yet at the same time giving the Generalissimo a boost in 
prestige wliich Avill pernht him to give his agreement without loss of 
face or offense to the Chinese Nationalist spirit.” 

By this time it had become apparent to General Hurley that the 
relations between the Generalissimo and (Jeneral Stilwell had reached 
a point where no kind of a third party intervention could possibly 
remedy the damage already done except by the removal of General 
Stilwell. and furthermore, that no i)rogress couUl be made in otlier 
outstanding questions until a new American Supreme Commander 
liad been appointed. President Roosevelt accepted this point of view 
and Major General Albert C. Wedemeyer was designated to replace 
General Stilwell. There was seemingly no real effort imule subse¬ 
quently to have General Wedemeyer named to command all Chinese 
aimies. It should be remembered in this connection that by the end of 
the year it was apparent that the Japanese di«l not inteiul to push be¬ 
yond Kweilin for (he capture of Chungking, and furthenmn e that (he 
serious military situation which had developed in Burma early in the 
summer had been considerably alleviated. 

In his final report to the War Department. General Stilwell 
made the following comments in appraisal of the controversy 
in which he had been a principal figure: 

“However, as the level of command rose, national policies and politics 
entered the picture with re.sulting deterioration in sincerity and in 
cooperation. With the one exception of the Chinese Army in India 
where General Stilwell had Iwen given direct command of the forces, 
the Americans enjoj’cd no command functions in the Chinese Army. 
Elsewhere the Theater Commander lacked the right of ‘order’. Con¬ 
sequently, having nooveiall control, he could neither form the 
strategy nor direct the tactics. Holding in general to a purely advisory 
role, the Americans were often regarded with a jaundiced look of 
suspicion. In some instances our honest efforts, and our impartial 
action demonstrated an altruistic motive which won (he respect and 
trust of certain field commanders. This favorable reaction to our 
conduct did not always hold tiTie in the Chungking Government. In 
high places we w'ere generally regarded as interlopers of cunning de¬ 
meanor distributing largesse, most of which failed to materialize. 

“ ‘Aid to China’, once undertaken, should have been vigorously 
prosecuted. Fortified with a full knowledge of China’s governmental 
venality, her economic chaos, her military weakness, a written agree¬ 
ment to a plan committing her to a vigorous prosecution of the war 
under American supervision and material assistance should have been 
signed before we tendered any aid. 

“It became increasingly obvious that a more frank and vigorous 
foreign policy would have helped to gain China’s whole-heaifed cooper- 
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atioii. niid lier ackiiowloclginent that our cooperation depended upon 
determined action on lier part. The genial, parental admonishments 
of oiir goveinment had failed to persuade the head of China's Central 
Government to recognize his political opponents—not even as a con¬ 
cession to the United States who regarded such recognition as impor¬ 
tant to the war elfort. Certain factoi-s entered into the picture, illumi¬ 
nating the fallacy of political placation, vain promise, and shabby 
support of a vacillating policy which drained public funds into a futile 
transfusion. 

“Japanese aggression imposed a temporary unity on the various 
elements in struggling to determine whether China would progi'ess 
along democratic or authoritarian lines. Of these elements Chiang 
Kai-shek was the strongest, and public opinion compelled him to 
assume the symbol of national unified will. 

“Faced with tlie Japanese offensive designed to disintegrate China 
and bring about its collapse, Chiang chose to abandon national unity 
and to steer a course seeking to dominate rather than to unify and lead, 
lie sought to dominate because he had no appreciation of what genuine 
democracy means. 

“The Kuomintang party, of which ho is the lender, was once the 
expression of genuine nationalistic feeling, but is now an uncertain 
equilibrium of decadent, competing factions, w’ith neither dynamic 
principles nor a popular base. Chiang controls by manipulating these 
functions with an adi*oit political sense. His seat is insecure. His 
reluctance to expand military strength, his preoccupation with the 
security of domestic supremacy, his suspicion of everyone around him, 
and his increasing emotional instability betrayed a realization of this. 
Ho became a hostage of the forces ho manipulated. 

“Nowhere does Clausewitz’s dictum that war is only the continuation 
of politics by other methods apply with more force that it did in CBI. 
In handling such an uncertain situation ns existed in that theater of 
war, the Americans would have done well to avoid committing them¬ 
selves unalterably to Chiang, and adopted a more realistic attitude 
toward China itself. We could gain little by supporting the attitude 
of the Cliiang regime. We could have gained much by exerting pres¬ 
sure on Cliiang to cooperate and achieve national unity, and if he 
jiroved unable to do this, then in supporting those elements in China 
which gave promise of such development.”^* 

*• The present treotment of the controversy surrounding General Stllwell does 
not purport to be a full and coraplete account of that crisis. Only that nintertnl 
has been used which would serve ns background for the Mission of General Flurloy. 
It is the understanding of the Department of State that the National Military 
Establishment is preparing a full history of World War II and that this period 
will bo more fully treated therein. 
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It was primarily to prevent that whirli did finally happen that 
General Hurley was dispatched to China by President Roosevelt. 
Once that crisis had been resolved with the appointment of General 
"Wedenieyer, General Hurley undertook to lend his good ollices in other 
problems. 

GENERAL HURLEY’s INSTRUCTIONS 

According to General Hurley’s report to the Department of State 
his instructions from the White House dated August 18 wore (1) to 
serve as personal representative of the Pre.^ident to Generalissimo 
Chiang Kai-shek; (2) to promote harmonious relations between 
Chiang and General Joseph Stilwell and to facilitate the latter's exer¬ 
cise of command over the Chinese armies placed under his direction; 
(3) to perform certain additional duties respecting military supplies; 
and (4) to maintain intimate contact with Ambassador Gauss. A few 
months later, after his appointment as Ambassador, General Hurley 
outlined his understanding o'f his mission and of United States 
policy in China in the following terms: “(1) To prevent the col- 
lap.se of the National Government, (2) to sustain Chiang Kai-shek 
as President of the Republic and Generalissimo of the Armies, (3) to 
harmonize relations between the Generalissimo and the America n Com¬ 
mander, (4) to promote production of war supplies in China and pre¬ 
vent economic collapse, and (5) to unify all the military forces in 
China for the purpose of defeating Japan.” 

GENERAL HURLEY’s TALK WITH MR. MOLOTOV 

In company with Mr. Donald Nelson, chairman of the War Pro¬ 
duction Board, and a Special Representative of President Roosevelt. 
General Hurley had flown to Chungking by way of Moscow, where they 
had discussed the Chinese situation with Foreign Minister Molotov. 
According to Mr. Nelson’s report of this conversation, ho explained 
that his main business in China concerned economic matters and that 
General Hurley’s concerned military matters; that Cliinese coopera¬ 
tion in the war was of “vital importance”; and that to achieve this the 
United States Government must support Generalissimo Chiang and 
effect complete unity in China. In response to Mr. Nelson’s request for 
Soviet opinion on this subject, Mr. Molotov replied that it was diflicult 
to judge the Chinese situation from Washington or Moscow but that he 
would be willing to express some off-the-record thoughts. Mr. Molo¬ 
tov’s remarks were summarized in the report as follows: 

Molotov then talked at length on the Generalissimo’s iinprison- 
nient at Sian in 1930 and said that relations between China and the 
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Soviet Union were tense at that time. However, he said that the 
Soviet Government had turned its back on the Cliinese revolutionary 
-ioui)S led by Chang Hsueh-liang and Wang Ching-wei which in¬ 
cluded many Communists and which looked to the Soviet Union for 
symjiathy and aid and had issued a statement to the effect that Japanese 
provocation had been the cause of the uprising in Sian and other events 
in China. Due to the political and moral support of the Soviet govern¬ 
ment, Chiang had been allowed to return to the seat of his government 
and llic revolutionary lender (Chang Hsueh-liang) had been arrested. 
The Soviets had hoped as a result of their action that Soviet-Chinese 
relations would change for the better. However, the Chinese had 
.shown little interest in strengthening relations which had on the con¬ 


trary deteriorated in recent yeai'S. 

“Although ho said that the Soviet government had unjustifiably been 
lield i-esponsible for various happenings in China during recent years, 
lilolotov stressed that it would bear no responsibility for internal 
affnii*s or developments in China. Molotov then spoke of the very 
impoverished conditions of the people in parts of Oiina, some of 
whom called themselves Communists but were related to Communism 
in no way at all. It was merely a way of e.xpressing dissatisfaction 
with their economic condition and they would forget this political 
inclination when their economic condition improved. The Soviet gov¬ 
ernment should not bo associated with these ‘communist elements’ nor 
could it in any way be blamed for this situation. The solution of the 
entire situation was to make the Chinese government work in the com¬ 
mon interest and cope with the tasks before it and to make life more 
normal in China. Molotov said in conclusion that the Soviets would be 
glad if the United States aided the Chinese in unifying their country, 
in improving their military and economic condition and in choosing for 
this task their best people. . . . Molotov’s satisfaction at being con¬ 
sulted was clearly indicated. He gave little new information but he 
confirmed statements made previously that his government would bo 
glad to see the United States taking the lead economically, politically, 
and militarily in Chinese affairs. Molotov made it clear also that 
unt il Chiang Kai-shok tried by changes in his policies to improve Sino- 
Soviet relations, the Soviet government did not intend to take any 
interest in Chinese governmental affairs.” 


The importance of this conversation is apparent from the frequent 
references in General Hurley’s subsequent reports to Molotov’s expres¬ 
sion of Soviet policy toward China. 
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II. THE EFFORT AT MEDIATION 

INITIAL STEPS 

Upon arriving at Cliungking in Soptembor, General Hurley came to 
the conclusion that the success of liis mission “to unify all the military 
forces in China for tlie purpose of defeating Japan” was dependent on 
the negotiations already under way for the unification of Chinese 
military forces. Accordingly, shortly after his arrival he undertook 
active measures of mediation between the Chinese National Govern¬ 
ment and the Chinese Communist Party. 

In December 1944 General Hurley commented as follows regarding 
his early efforts at reconciliation: 

“At the time I came here Chiang Kai-shek believed that the Com¬ 
munist Party in China was an instrument of the Soviet Government 
in Russia. He is now convinced that the Russian Government does 
not recognize the Chinese Communist Party as Communist at all and 
that (1) Russia is not supporting the Commiuiist Party in China, 
(2) Russia does not want dissensions or civil war in China, and (3) 
Russia desires more harmonious relations with China. 

“These facts have gone far toward convincing Chiang Kai-shek 
that tlie Communist Party in China is not an agent of the Soviet 
Government. Ho now feels that he can reach a settlement with the 
Communi.st Party as a Chinese political party without foi-cign en¬ 
tanglements. When I fii-st arrived, it was thought that civil war after 
the close of the present war or perhaps before that time was inevitable. 
Chiang Kai-shok is now convinced that by agi-eement with the Com¬ 
munist Party of China he can (1) unite the military forces of China 
against Japan, and (2) avoid civil strife in China.” 

With respect to specific steps taken by him, General Hurley reported 
in December 1944 that with the consent, advice and direction of 
the Generalissimo and membere of his Cabinet and on the invitation 
of leaders of the Communist Party, he had begun discussions with the 
Communist Party and Communist military leaders for the purpose 
of effecting an agreement to regroup, coordinate and unite the militju-y 
forces of China for the defeat of Japan. Ho continued: “The defeat 
of Japan is, of coui*se, the primary objective, but we should all under¬ 
stand that if an agreement is not reached between the two great 
military establishments of China, civil war will in all probability 
ensue.” 
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THE FIVE-POINT DRAFT AGREEMENT, NOVEMBER 10, 1944 

Following discussions with Chinese Government and Chinese Com- 
inunist i-epi^sentatives in Chungking, Genenil Hurley on November 7, 
1944, flew to Yenan for a two-day conference with Mao Tse-tung, the 
Chairman of the Central Executive Committee of the Chinese Com¬ 
munist Party. The Communist leaders were impressed by the fact 
that General Hurley had taken the initiative in making this 
flight and cordial relations were established at once. As a result of 
these discussions there was evolved at Yenan a five-point draft, entitled 
“ \greement Between the National Government of China, the Kuomin- 
tin<T of China and the Communist Party of Chinn ” which was sipied 
by Mao Tse-tung as Cliairman of the Central Executive Committee 
of the Chinese Communist Party on November 10, 1944, and by Gen¬ 
eral Hurley as a witness. This important agreement rend as follows: 

“(1) The Government of China, the Kuomintang of China and the 
Communist Party of China will work together for the unification of 
all military forces in China for the immediate defeat of Japan and 

the reconstruction of China. _ j • . 

“(2) The present National Government is to be reorganized into a 

coalition National Government embracing representatives of all anti- 
Japanese parties and non-partisan political bodies. A new democratic 
policy providing for reform in military, political, economic and cul¬ 
tural alfaii's shall bo promulgated and made effective. At the same 
time the National Military Council is to be reorganized into the Unitwl 
National Military Council consisting of representatives of all anti- 

Japanese armies. 

“(3) The coalition National Government will support the prin¬ 
ciples of Sun Yat-seii for the establishment in China of a goyernmeiit 
of the people, for the people and by the people. The coalition Na¬ 
tional Government will pm-sue policies designed to promote progress 
and democracy and to establish justice, freedom of conscience, freedom 
of pi-ess, freedom of speech, freedom of assembly and a^ociation, the 
right to petition the government for the redress of grievances, the right 
of writ of habeas corpus and the right of residence. The coalition 
National Government will also pui-sue policies intended to make 
effective the two rights defined as freedom from fear and freedom 

from want. 

“(4) All anti-Japanese forces will observe and carry out the orders 
of the coalition National Government and its United National Military 
Council and will bo recognized by the Government and the Military 
Council. The supplies acquired from foreign powers will be 
equitably distributed. 
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“(5) Tlie coalition National Goveininont of Ciiina rccoj^nizes the 
Ippility of the Ivuoinintang of China, the Chinese C'ominunist Party 
and all anti-Japanese parties.*’ 

THE THREE-POINT PLAN 

General Hurley felt that this Five-Point Draft Agreement, which 
lie promptly submitted to the National Government, olfered a prac¬ 
tical plan for settlement with the Communists. National Government 
leaders, however, said that the Communist plan was not acceptable. 
Tlie National Government submitted as counter-proposal a Three- 
Point Agreement reading as follows; 

“(1) The National Government, desirous of securing etfective uni¬ 
fication and concentration of all military forces in China for the 
purpose of accomplishing the speedy defeat of Japan, and looking 
forward to the post-war reconstruction of China, agrees to incorporate 
after reorganization, the Chinese Communist forces in the National 
Army who will then receive equal treatment as the other units in 
respect of pay, allowance, munitions and other supiilies, and to give 
recognition to the Cliinesc Communist Party as a legal party. 

‘*(2) The Communist Party undertakes to give their full support 
to the National Government in the prosecution of the war of resistance, 
and in the post-war reconstruction, and give over control of all their 
troops to the National Government through the National Military 
Council. The National Government will designate some high rank¬ 
ing officers from among the Communist forces to membershrp in tlio 
National Military Council. 

“(3) The aim of the National Government to which the Communist 
Party subscribes is to carry out the Three People’s Principles of Dr. 
Sun Yat-sen for the establishment in China of a government of the 
people, for the people and by the people and it will pursue policies 
designed to promote the progress and development of democratic 
processes in government. 

‘Tn accordance with the provisions of the Program of Armed Re- 
BUtance and Natiojuil Reconstruction^ freedom of speech, freedom of 
the press, freedom of assembly and association and other civil liberties 
are hereby ^aranteed, subject only to the specific needs of security 
in tlie effective prosecution of the war against Japan.” 

reply of THE CHINESE COMMUNISTS 

This proposal was handed to General Chou En-lai, the Communist 
representative in Chungking, on November 22 and was taken by him 
to Venan early in December. FoUowing his arrival in Yenan, Gen- 
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eiul Cliou wrote General Hurley a letter, which the latter reported 
as follows: 

“The refusal of the Generali^imo and the National Government of 
our ininiimun five point proposal, clearly showing disagreement with 
our suggestions for a coalition government and united military coun¬ 
cil and the submission of the three point counter-proposal, preclude 
the possibility of my returning to Chungking for further negotiations. 
We find it impossible to see any fundamental common basis in these 
new proposals. We feel that publication of our five-point proposal is 
now called for in order to inform the public and to bring out the chang¬ 
ing attitude of the Government. 

“Despite the fact that President Chiang has so limited the question 
of military cooperation between us that no easy solution can be 
achieved, we completely desire to continue to discuss with you and 
General Wedeme^’er ® the concrete problems of our future military 
tonperation and to continue the closest contact with tile United States 
Army Observers Section in Yenan. Chairman Mao Tse-tung has es¬ 
pecially asked me to express his deep thanks and appreciation for 
yo\ir sympathy and energetic efforts on behalf of unity in China.” 

General Hvirloy reported that he was conferring daily with the 
Generalissimo and membei-s of his cabinet “endeavoring to liberalize 
the counter-proposal. We are having some success. The General¬ 
issimo states that he is anxious that the military forces of the Com¬ 
munist Party in China and those of the National Government be 
united to drive the invaders from China. The Communist leaders 
declare this is also their objective. I have pei'suaded Chiang that in 
order to unite the military forces in China and prevent civil conflict 
it will be necessary for him and the Kuomintang and the National 
Government to make liberal political concessions to the Communist 
Party and to give them adequate representation in the National Gov¬ 
ernment.” 

General Hurley, who reported that all his communications with 
Yenan without exception were sent with the full knowledge and 
consent of the high officials of the National Government, wrote Chou 
En-lai that it was his understanding that the five-point offer of settle¬ 
ment proposed by the Chinese Communists was to form the basis 
of discussion and was not a “take it or leave it” proposition; that the 
Communist Party was willing to consider suggestions for amendments 
by the National Government and that the three-point offer in response 
to the Communist proposal was not the final word of the National 

•General Wedemeyer bad roplaced General Stllwcll In November as com* 
mnnclor of United States forces to the China Theater. 
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Government. He regarded both instruments as steps in the nego¬ 
tiations and it was Ids understanding tliat publication of the five-point 
Communist pi'oposal nyouUI he witlilield wliile negotiations were peiul- 
ing. He did not believe that negotiations had been terminated unless 
General Chou so wished them, and he knew that the Xational (tov- 
eminent was disposed to make every elforl to unify China. He felt 
it would he a great tragedy if the door were closed at this critical hour 
to further discussions. 

General Chou replied to General Hurley on December IG, 104-1, 
stating that the unexpected and flat rejection by the Kuomintang of 
the Communist five-point proposal caused a deadlock in the negotia¬ 
tions and rendered liis return to Chungking usele.^^s. He indicated 
that this could not be construed as Communist discontent with the 
United States and that he agreed with the advice of General Hurley 
against the publication of the five points, but insisted that they should 
be made public when the appropriate time came. The one funda¬ 
mental difficulty with respect to these negotiations, he felt, was the 
unwillingness of the Kuomintang to forsake one-party rule and accept 
the proposal for a “democratic coalition government.” 

General Hurley replied to General Chou En-lai in a telegram on 
December 21, 1944, stating his belief that chances for success along 
the general lines of the Communist proposals would he “brighter 
than ever before if he would come again to Chungking.” On Decem¬ 
ber 24, Mao Tse-tung telegi-aplied General Hurley stating that General 
Chou was occupied with “important conference preparations” which 
made his departure from Yenan difficult. Mao stated that the National 
Government had not shown sufficient sincerity to warrant continuing 
negotiations on the basis of the five-point proposal and he suggested 
a conference in Yenan. On December 28, General Chou wrote General 
Hurley that the Communists would not be willing to continue abstract 
discussions on the question of accepting their proposal for a “demo¬ 
cratic coalition government.” He proposed instead the following 
four additional points which ho requested the Ambassador to com- 
municato to the Chinese Government autliorities “to see whether they 
are detennined to realize democracy and unity”: ( 1 ) The release of 
all political prisoners; (2) the withdrawal of Kuomintang forces sur¬ 
rounding tlie border region and those attacking the new Fourth Army 
and the South China Anti-Communist column; (3) the abolition of 
all oppressive regulations restricting the peoples freedom; and (4) 
cessation of all secret service activity. 

Ambassador Hurley replied in a letter dated January 7, 1945, ad¬ 
dressed to Mao Tse-tung and Chou En-lai, stating that tlie additional 
four points outlined in the latter's letter of December 28 constituted 
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a departure from “our original agreed procedure wluch was to arrive 
at an agreement on general principles before discussing specific de¬ 
tails.” The Ambassador also stated that he was convinced that the 
National Government was sincerely desirous of making such conces¬ 
sions as would make a settlement possible, but that such matters could 
not be discussed by telegram or letter. He suggested, after obtaining 
the approval of the National Government, that he make a brief visit 
to Yenan, accompanied by Dr. T. V. Soong, Dr. Wang Slph-chieh, and 
General Chang Chih-chung, to discuss matters in pei-son and that Mao 
Tse-tung and Chou En-lai might return with the foregoing group to 
Chungking if agreement in principle were reached as a result of the 

discussions in Tenan. 

THE CONFERENCE AT CHUNGKING 

In a reply to this proposal, on January 11, Mao Tse-tung stated that 
the proposal for a conference between both parties at Yenan was 
greatly appreciated but that ho felt that nothing could bo achieved 
thereby. He proposed that a preparatory confei'cnce bo called in 
Chungking for the purpose of convening a National Affairs Con¬ 
ference; that the preparatory conference include Kuomintang, Com¬ 
munist and Democratic League delegates; that the proceedings of 
the conference be made public; and that “the delegates have equal 
standing and freedom to travel.” He added that if the National Gov¬ 
ernment found these proposals acceptable General Chou would proceed 
to Chungking for discussions. On January 20, the Ambassador wrote 
Mao Tse-tung with the knowledge and approval of the Generalissuno 
outlining certain changes that were contemplated in the National 
Government. General Hurley added “it may well bo that this measure 
together with the other measures that have been offered by the National 
Government may not be sufficient to satisfy the Chinese Communists, 
but I think it would bo a great pity if such far-reacliing government 
proposals were rejected out of hand without due consideration. As a 
friend of China I suggest you send General Chou En-lai or any other 
representative you may select to Chungking for a brief visit to talk 
matters over with the Government. It need not take long; if he is 
busy two or three days would be sufficient.” On January 23, the Am¬ 
bassador was informed by Mao Tse-tung in reply that General Chou 
was being sent to Chungking to negotiate with the Government. 

the national government’s proposal 

Following the arrival of General Chou in Chungking on January 
24 a series of conferences were held in which Dr. T. V. Soong, Acting 
President of the Executive Yuan and Minister for Foreign Affairs, 
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Dr. "Wang Shih-chielu Minister of Information, and General Chiang 
Chih-chung, Director of Political Training of the National Ministries 
Council, represented the National Government. General Chou rep¬ 
resented the Cliinese Communist Party and fJeneral Hurlev attended 

» * 

on the invitation of both parties. Dr. Wang Shih-chieh staled that 
the National Government was prepared to take the following measures, 
in addition to its previous three-point pi-oposal: 

“1. The Government will set up, in the Executive Yuan, an organ 
whose nature resembles a war cabinet, with a meinbei-ship of from 
seven to nine men, to act as the policy making body of the Executive 
Yuan. The Chinese Communist Party and other parties will be given 
representation on this organ. 

“2. The Generalissimo of the National Military Council will appoint 
two Chinese Army officei-s (of whom one will be an officer of the 
Chinese Communist troops) and one American Army officer to make 
recommendations regarding the reorganization, eejuipment and sup¬ 
plies of Chinese Communist troops, for approval by the Generalissimo 
of the National Military Council. 

“3. The Generalissimo of the National Military Council will appoint 
one American Army officer as the immediate commander of Chinese 
Communist troops for the duration of the war against Japan. The 
said immediate commander of Chinese Communist troops shall bo 
responsible to the Generalissimo of the National Military Council. 
He shall insuie the observance and enforcement of all government 
orders, military or nonmilitary, in the area under his control.” 

THE COMMUNIST PARTY’s REACTION 

Ambassador Hurley stated that he had no authority from his Gov¬ 
ernment to agree that an American Army officer would participate as 
indicate^l in tlie National Government’s proposal. General Chou 
objected that Dr. Wang was not yet fully aware of the fundamental 
aims of the Communists. Despite the GcneralTssimo’s New Year’s 
speech, in which he had spoken of the necessity for adopting a consti¬ 
tution at an early date and returning the control of the Government 
to the people, it appeared to General Chou that Dr. Wang’s proposal 
repre.sented merely concessions made by the Kuomintang while that 
party still retained control of the Government. General Chou re¬ 
peated the position which he and Mao Tse-tuiig had expres.sed to 
General Hurley when they had negotiated the original Five-Point 
Agreement, namely, that the Communist Party would not submit the 
command of its troops to the Kuomintang Party although it was pre¬ 
pared to turn over command of its troops to the National Government 
when the one-party rule of the Kuomintang had been abolished and 
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the Government had been reconstituted as a coalition administration 
representing all parties. He would favor at such time establishing a 
military commission to reorganize the Chinese armed forces, but he 
would not agree that such a commission should be permitted to re¬ 
organize only Communist troops. The entire Chinese military estab¬ 
lishment should be reorganized and he would be glad to see an 
American serve on such a commission. 

CONFEKENCE WITH THE GENERALISSIMO 

This Communist Party position was made known to Generalissimo 
Chiang at a conference attended by Ambassador Hurley, Dr. T. V. 
Soong, and Dr. Wang Shih-chieh. The jVmbassador reported that 
Chiang pointed out that he was calling a meeting for May 4, in 
keeping with the will of Dr. Sun Yat-sen. for the purpose of taking 
steps to draft a constitution, to pass the control of the National Gov¬ 
ernment to the people, and to abolish the one-party rule of the 
Kuomintang. The Generalissimo made the definite statement that in 
his opinion all the political parties in China including his own con¬ 
stituted less than 2 percent of the Chinese people. Ho believed that 
it would not be for the best intci-est of China to turn the control of 
the Government over to any political group or to a coalition of polit¬ 
ical groups. He felt it to be his duty to have a democratic constitu¬ 
tion for Cliina adopted by a convention in which all the people of 
China, and not alone the organized political minorities, would partici¬ 
pate. He expressed his belief that the Chinese Communist Party was 
not in fact a democratic party and that it professed to bo democratic 
only for the purpose of trying to achieve control of the administration 
of the National Government. The Ambassador suggested to the 
Generalissimo that ho was losing valuable time and again said that 
he could afford to moke political concessions and shorten the period 
of transition in order to obtain control of the Communist forces. 
Ambassador Hurley stated that the Generalissimo’s most important 
objective at the moment should be unification of the Communist mili¬ 
tary forces with those of the National Government. This would bo 
the first step toward Chinn’s major objectives, namely: (1) unification 
of all military forces to defeat Japan; (2) unification of China to 
prevent outside forces from keeping China divided against itself; 
(3) prevention of civil war in China and (4) a united, free, demo¬ 
cratic China under a democratic constitution adopted by a convention 
of the Cliincse people. 

After extended discussions Dr. Wang Shih-chieh and General Chou 
Gn-Ini were appointed to form a committee to draw up a proposal 
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which “would muke action possible.” On February 3 Di'. Wanjj 
Shih-chieh presented the following draft to the Ambassador: 

“In order to intensify our war effort against the enemy and 
strengthen our national unity, it is agreed that the National Govern¬ 
ment should invite the representatives of the Kuomintang and other 
parties, and some non-partisan lea<lers, to a consultative meeting. 
This meeting is to be named the Political Consultation Conference, 
and its membership is not to exceed-pej-sons. 

“The function of this conference is to consider: (a) steps to be 
taken in winding up the period of political tutelage and establishing 
constitutional government, (b) the common political program to be 
followed in the future and the unification of armed forces, and (c) the 
form in which members of parties outside the Kuomintang will take 
part in the National Government. 

“If the said Political Consultation Conference succeeds in reaching 
a unanimous conclusion, it will be submitted to the National Govern¬ 
ment for consideration and execution. During the Political Consulta¬ 
tion Conference, all parties should refrain from recriminations of any 
kind.” 

General Chou En-lai informed the Ambassador that he was sending 
a copy of the draft by telegram to Yenan and he added that for the 
first time he felt that a basis for cooperation was being reached. 
General Hurley reported that he discussed the draft with Generalis¬ 
simo Chiang Kai-shek on February 4. In reporting this discussion 
the Ambassador stated that the Generalissimo said he had consented 
to the proposal but he felt that the Communists hud obtained what 
they had been endeavoring to obtain all along. Ambassador Hurley 
told him “very frankly” that the only instrument heretofore with 
which he could have worked with the Communists was the five-point 
agreement; that if he had revised that agreement at the time it was 
offered, the Communists would probably have accepted reasonable 
revision; and that it was still the only document in which there was a 
signed agreement by the Communists to submit control of their armed 
forces to the National Government. 

SUMMARY OF KUOMINTANG VIEWS 

In the middle of February 1945 the Ambassador summarized the 
views of the representatives of the Chinese Government during these 
discussions. According to his report, the Government representa¬ 
tives sUted that the real purpose of the Chine.se Communist Party 
was not the abolition of the one-party rule by the Kuomintang but 
rather, as indicated by all the maneuvers made by the Chinese Com- 
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munists, to overthrow control by the Kuomintang Party and obtain a 
one-party rule of China by the Chinese Communist Party. The Kuo- 
inintang desired to liave a democratic constitution adopted and to 
return the government to the people. It would not surrender its 
authority in these troublous times to a coterie of parties in a so-called 
coalition government. It would appoint a bi-partisan war cabinet 
with policy-making powers but would retain control of the Govern¬ 
ment \mtil control was returned to the people under a democratic 
constitution. Tlie Generalissimo stated that he wanted the Commu¬ 
nists to accept the latest oifer of the Government, which was made in 
good faith and with every possible guarantee that their armed forces 
would not be destroyed or discriminated against. He said that the 
Chinese Communists aimed to clfcct a coup by which they would take 
control of the National Government and convert it into a one-party 
Communist Government similar to that of Russia. Ho felt that the 
Chinese Communist Party's hopes for success were based on the fact 
that they believed that if Russia entered the war in Asia it would sup¬ 
port the Chinese Communists against the National Government. Chi- 
ang pointed out that notwithstanding all this, the Government had 
decided to undertake tliis bold measure for returning rule to the people 
in the midst of war; that now the Government invited the Communists 
and other Party representatives, with complete freedom of travel, to 
meet on an equal status for the jnirpose of intensifying efforts against 
the enemy and strengthening national unity and to provide a program 
for completing the period of tutelage and establishing a democratic 

constitutional government. 

ADJOURNMENT OF THE CONFERENCE 

In concluding his report on these negotiations, General Hurley 
stated: “I am convinced that our Government was right in its decision 
to support the National Government of China and the leadership of 
Chiang Kai-shek. I have not agreed to any principles or supported 
any method that in my opinion would weaken the National Govern¬ 
ment or the leadership of Chiang Kai-shek. I have, however, on many 
occasions, advised the Generalissimo and Soong that China must fur¬ 
nish her own leadei-ship, make her own decisions and be responsible 
for her own domestic and international policies.” 

General Chou En-lai left Chungking for Yenan on February 1C. 
Prior to his departure ho informed the Ambassador that ho bolieved 
that his Party would agree to the Political Consultation Confoi-enco 
provided for in the proposal of the Chinese Govommont. Ho ex¬ 
pressed the opinion, however, that one-party rule should bo immedi¬ 
ately ended and that a coalition administration should be instituted 
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to guide Cliina in forming a democratic government based upon a 
democratic constitution adopted by a ])eople‘s convention. General 
Harley departed from Ciiungking on February 19, 1945, for consul¬ 
tation in AVashington. 

THE generalissimo’s STATEMENT OF MARCH 1, 1945 

Generalissimo Cliiang, in a public a<ldre.ss on March 1 , 1945 before 
the Commission for the Inauguration of Constitutional Goveiaiment. 
reaflirmed liis conviction that the solution of tlie Communist question 
must be through political means and outlined the steps which the 
Government had taken looking toward such solution. He stated : 

‘*I have long held the conviction that the solution of the Communist 
question must be through political means. The Government has la¬ 
bored to make the settlement a political one. As the public is not well 
informed on cur recent efforts to reach a settlement with the Commu¬ 
nists, time has come for me to clarify the atmosphere. 

“As you know’, negotiations with tlie Communists have been a peren¬ 
nial problem for many 3 'ears. It has been our unvarjdng experience 
tliat no sooner is a demand met tlian fresh ones are raised. The latest 
demand of the Communists is that the Government should forthwith 
liquidate the Knomintang rule, and surrender all power to a coalition 
of various parties. The position of the Government is that it is ready 
to admit other partie.s, including the Communists as well as non-parti¬ 
san leaders, to pai-ticipate in the Government, without, how’ever, 
relinquishment by the Knomintang of its pow’er of ultimate decision 
and final responsibility until the convocation of the People's Congress. 
AVc have even offered to include the Communists and other parties in 
an organ to be established along the line.s of what is known abroad as 
a ‘war cabinet’. To go beyond this and to yield to the Communist 
demand would not only place the Government in open contravention 
of the Political Program of Dr. Sun Yat-sen, but also create insur¬ 
mountable practical difficulties for the country. 

“Tlie Government has not hesitated to meet the issues raised by the 
Communists squarely. During his recent visit the Communist repre¬ 
sentative, Chou En-lai, was told that the Government would bo pre¬ 
pared to set up in the Executive Yuan a policy-making body to be 
known as the Wartime Political Council, to which other parties, includ¬ 
ing the Communists, would have representation. In addition, he was 
told that the Government would bo ready to appoint a Commission 
of three officers to make plans for the incorporation of the Communist 
forces in the National Army, composed of one Government officer, one 
Communist and one American, provided that the United States Gov¬ 
ernment would agree to allow an American officer to serve. If the 
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United States Govcniment could not agree, some other means of guar¬ 
anteeing the safety of the Communist forces, and non-discrimmation 

in tlieir treatment, could doubtless be evolved. 

“No one mindful of the future of our four hundred and fifty million 
people and conscious of standing at the bar of history would wish to 
pluno-e the country into a civil war. The Government has shown its 
readrness and is always ready to confer with the Communists to bring 

about a real and lasting settlement with them. 

“I have explained the Government’s position on the Communist prob¬ 
lem at length, because today that is the main problem to unity and 
constitutional government. 

“I now turn to the concrete measures which the Government pro¬ 
poses to take to realize constitutional government which I wish to 

announce briefly: . . , * 

“1. Tlio People’s Congress to inaugurate constitutional government 

will be convened on November 12 this year (the 80th birthday of Dr. 

Sun Yat-sen) subject to the approval by the Kuomintang National 

Congress which is due to meet in May. _ 

“2. Upon the inauguration of constitutional govcniment, all politi¬ 
cal parties will have legal status and enjoy equality. (The Govern¬ 
ment has offered to give legal recognition to the Communist Party as 
soon as the latter agrees to incorporate its army and local administra¬ 
tion in the National Government. The offer still stands.) 

“3. The next session of the People’s Political Council with a larger 
membership as well ns more extensive powers will soon be sitting. 
The Government will consider with the council the measures in regard 
to the convening of the People’s Congress and all related matters. 

THE COMMUNIST PARTY’s REPLY, MARCH 9. 1945 

On March 12, 1945, the American Embassy at Cliungking was re¬ 
quested to transmit the following letter,' dated March 9 from General 
Chou to General Hurley, who was then in Washington: 

“Your kind message of 20 February has been received. 

“Under instructions from the Central Committee of my party and 
from Chairman Mao Tse-tung I have sent a letter on the 9th of March 
to Dr. Wang Shih-chieh, representative of the National Government, 
containing the following two points of which I especially would like 
to inform you about: 

* Por complete text, see China Handbook, 1987-1945, p. 78. 

* This message and a preceding one of Feb. 18 from General Chou to General 
Hurley concern the question of Chinese Communist participation on the Chinese 
delegation to the San Francisco Conference. For texts of Feb. 18 message and 
reply by General Hurle.v, see annexes 48 (a) and 48 (b). 
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*‘1. Tlie Central Committee of my party was originally planning 
to draft our proposals in aj^swer to Dr. Wang Shih-chieh’s proposal 
of calling a political consultation conference, in order to facilitate 
the discussions, and so it was all the more unexpected that President 
Chiang Kai-shek on March 1, should have made a public statement op¬ 
posing the abolition of one-party rule, the convening of an inter-party 
conference and also the establishment of a coalition government, an¬ 
nouncing instead the one-party Kuomintang government is preparing 
to call on November 12 of this year that one-party controlled, deceit¬ 
ful, Cliina splitting, so-called National Congress, based on conditions 
to which the people have no freedom, in which political parties and 
groups have no legal status, and in which large areas of the country 
liave been lost making it imi)ossible for the majority of the people to 
take part. 

“This clearly demonsti-ates that the Kuomintang government is ob¬ 
stinately insisting on having their own way alone, thus on the one 
hand showing lliat they have not the least sincerity of wanting to 
carry out democratic reforms, and on the other it leaves no basis on 
which negotiations between the Communist Party and the other demo¬ 
cratic parties and the Kuomintang government can be continuetl in 
these circumstances. The Central Committee of my party considei's 
that there is no longer the need to draft proposals in answer to Wang 
Shih-chieh. 

“2. The Central Committee of my party and Chairman Mao Tse- 
tung are decidedly of the opinion that if Chinese delegates are to 
represent the common will of the whole Chinese peoj)le at the San 
Francisco Conference in April, then they must consist of representa¬ 
tives of the Chinese Kuomintang, the Cliinese Communist Party and 
the Chinese Democratic Federation; and definitely there should not 
be only Kuomintang government delegates attending the meeting. 
America and England both have announced that their delegations 
will consist of representatives from all important political parties 
while your Honorable President has made known that tlie American 
delegation will consist of an equal number from both the Democratic 
and Republican parties; but since the Chinese situation is so lacking 
m unity, then, if the Kuomintang should try to monopolize the en¬ 
tire delegation, this would be not only unjust or unreasonable, but it 
would show that their standpoint is for wanting to split China. My 
party has already officially put fortli the above demands to the Kuo¬ 
mintang government and suggested that Chou En-lai, Tung Pi-wu 
and Chin Pang-hsien, three members of our Central Committee, join 
the Chinese delegation. If this is not accepted by the Kuomintang 
government, then my party will determinedly oppose the Kuomin- 
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tang splitting measure and reserve the right of expression on all opin¬ 
ions and the actions of the monopolized delegation of the Kuommtang 
government at the conference of the United Nations at San i rancisco. 

‘d*lease inform your ilonorable President of the above two pioposals 
as soon as possible and also express my deep appreciation for his inter¬ 
est on behalf of Chinese unity. I extend to you my deepest personal 
legards.” 

Ill view of this sharp reaction by the Chinese Communist Party, ac¬ 
tive negotiations between the Communists and the National Go\ein* 
mcnt leaders looking toward the unification of China were broken olf 
at this time and were not resumed until the following summer. In 
commenting on these negot iations, Ambassador Hurley stated : 

“I pause to observe that in this dreary controversial chapter, two 
fundamental fucU are emerging: (1) the Communists are not in fact 
Communists, they are striving for democratic principles; and (2) 
the one party, one man personal Government of the Kuomintang is 
not in fact fascist, it is striving for democratic principles. Both the 
ConimunisU and the Kuomintang liave a long way to go, but if wo 
know the way, if we are clear minded, tolerant and patient, wo can bo 
helpful. But it is most difficult to be patient at a time when the unified 
military forces of China are so desperately needed in our war effort.” 

III. THE PROBLEM OF MILITARY ASSISTANCE 

AMBASSADOR HURLEY’S RECOMBIENDATION AGAINST 
AMERICAN AID TO THE CHINESE COMMUNISTS 

Meanwhilo, another problem had arisen shortly befoi*e the Ambas¬ 
sador’s departure for Wasliington. This was tho problem of supply¬ 
ing iVinorican arms and equipment to groups in China other than the 
National Government. Tho Ambassador recommended that “all such 
requests, no matter how reasonable they may seem to be, be universally 
refused until or unless they receive the sanction of the National Gov¬ 
ernment and of tho American Government.” It was his “steadfast 
position that all armed warlords, armed partisans and the armed forces 
of tho Chinese Communists must without exfteption submit to the con¬ 
trol of the National Government before China can in fact have a 
unified military force or unified government.” Tho Ambassador fol¬ 
lowed this policy in connection with a request from General Chu Teh 
in January 1945 that the United States Army lend the Communist 
forces 20 million dollars in United States currency for use in procur¬ 
ing the defection of officers and men of the Chinese puppet govern¬ 
ment together with their arms and for use in encouraging sabotage 
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and demolition work by puppet troops behiml the Japanese lines. 
General CJiu informed General Wedemeyer that his forces would as¬ 
sume full responsibility for repayment of the loan following victory 
over Japan and in support of his mjuest submitted a document claim¬ 
ing that during 1944 Communist forces won over 34,107 Chinese 
puppet troops with 20,850 rities, sidearms, mortars, field pieces, etc. 
Tlie document estimated that with American financial help puppet 
defections during 1945 could be increased to 90,000 men. In com¬ 
menting on this proposal the Ambassador stated: 

“Wliile financial assistance of the type requested by General Chu 
might in the end prove to be more economical than importing a similar 
quantity of arms and ammunition from the United States for use 
against Japan, I am of the firm opinion that such help would be iden¬ 
tical to supplying arms to the Communist armed Party and would, 
therefore, be a dangerous precedent. The established policy of the 
United States to pi'event the collapse of the National Government and 
to sustain Chiang Kai-shek as president of the Government and Gen¬ 
eralissimo of the Armies would be defeated by acceptance of the Com¬ 
munist Party’s plan or by granting the lend-lease and monetary as¬ 
sistance requested by General Chu Teh.” 

THE AilERICAN CHARGE’S RECOMMENDATIONS 

Shortly after the arrival of General Hurley in Washington for con¬ 
sultation the question of supplying arms and military equipment to 
the Chinese Communist forces was raised by the American Charge 
d’Affaires at Chungking, George Atcheson, in the communication to 
the Department of State paraphrased below. The Charge had report¬ 
ed on February 26 that since the conclusion of negotiations with the 
Communists there had been a growing impression among observere 
there that for various reasons the Generalissimo had greatly stiffened 
his attitude toward the Communists and toward the continuing faint 
hopes held by .some liberals that a settlement might still eventually 
be possible. 

It appears that the situation in China is developing in some ways 
which are neither conducive to the future unity and peace of China 
nor to the effective prosecution of tlie war. 

A necessary initial step in handling the problem was the recent 
American endeavor to assist compromise between the factions in 
China through diplomatic and persuasive means. Not only was 
unity correctly regarded as the essence of China’s most effective 
conduct of the war, but also of the speedy, peaceful emergence of a 
China which would be united, democratic, and strong. 
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However, the rnpicl developinciit of United States Army plans 
for rebuilding tlie armies of Chiang Kai-shek, the increase of addi¬ 
tional aid such as that of the War Production Board, the cessation 
of Japanese offensives, the opening of the road into China, the ex¬ 
pectation that the Central Government will participate at San Fran¬ 
cisco in making important decisions, the conviction that we are deter¬ 
mined upon definite support and strengthening of the Central Gov¬ 
ernment alone and as the sole possible channel for assistance to other 
groups, the foregoing circumsUuices have combined to increase 
Chiang Kai-shek's feeling of strength greatly. Tliey have resulted 
ill lack of willingness to make any compromise and unrealistic 

optimism on the part of Chiang Kai-shek. 

Among other things, this attitude is reflected in hopes of an early 
settlement with the Soviet Union without settlement of the Com¬ 
munist problem, when nothing was ultimately offered except an 
advisory inter-party committee without place or power in the 
Government, and in recent appointments of a military-political 
character, placing strong anti-Communists in strategic war areas, 
and naming reactionaries to higii administrative posts, such as Gen¬ 
eral Ho Kuo Kuang, previously Coinmander-in-Chief of Gendar¬ 
merie, as Chairman of Formosa; and Admiral Chan Chak, Tai Li 

.subordinate, as mayor of Canton. 

On their part, the Communists have arrived at the conclusion 
tliat wo arc definitely committed to tiio support of Chiang Kai-shek 
alone, and that Chiang’s hand will not bo forced by us so that we 
may be able to assist or cooperate with the Communists. Conse¬ 
quently, in what is regarded by them as self-protection, they are 
adopting the course of action which was forecast in statements mode 
by Communist leaders last summer in the event they were still ex¬ 
cluded from consideration, of increasing their forces actively and 
expanding their areas to the south aggressively, reaching southeast 
Cliina, regardless of nominal control by the Kuomintang. We 
previously reported to the Department extensive movements and 
conflicts with forces of the Central Government already occurring. 

It is the intention of the Communists, in seizing time by the fore¬ 
lock, to take advantage of East China’s isolation by the capture of 
the Canton-Hankow Railway by Japan to render themselves as 
nearly invincible as they can before the new armies of Chiang Kai- 
shek, which are being formed in Yunnan at the present time, are pre¬ 
pared ; and to present to us the dilemma of refusing or accepting 
their assistance if our forces land at any point on the coast of China. 
There is now talk by Communists close to the leaders of the need of 
seeking Soviet aid. Active consideration is being g^ven to the crea- 
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tion of a unified council of their various independent guerrilla gov¬ 
ernments by the party itself, which is broadcasting demands for Com¬ 
munist and other non-Kuomintang representations at San Francisco. 

Despite the fact that our actions in our refusal to aid or deal with 
any group other than the Central Government have been diplomati¬ 
cally correct, and our intentions have been good, the conclusion 
appears clear that if this situation continues, and if our analysis of 
it is correct, the probable outbreak of disastrous civil conflict will be 
accelerated and chaos in Clnna will be inevitable. 

It is apparent that even for the present this situation, wherein we 
are precluded from cooperating with the strategically situated, large 
and aggressive armies and organized population of the Communist 
areas, and also with the forces like the Li Clu-shen-Tsai Ting-k’ai 
group in the southeast, is, from a military standpoint, hampering 
and unsatisfactory. From a long-range viewpoint, as set forth 
above, the situation is also dangerous to American interests. 

If the situation is not checked, it is likely to develop with increas¬ 
ing acceleration, as the teniix) of the war in China and the entire Far 

East is raised, and the inevitable resolution of the internal conflict in 

/ 

China becomes more imperative. It will be dangerous to permit 
mattere to drift; the time is short. 

In the event the high military authorities of the United States 
agree that some cooperation is desirable or necessary with the Com¬ 
munists and with other groups who have proved that they are willing 
and in a position to fight Japan, it is our belief that the paramount 
and immediate consideration of military necessity should be made 
the basis for a further step in the policy of the United States. A fa¬ 
vorable opportunity for discussion of this matter should be afforded 
by the presence of General Wedemeyer and General Hurley in 
Washington. 

The initial step which we propose for consideration, predicated 
upon the assumption of the existence of the military necessity, is that 
the President inform Chiang Kai-shek in definite tenns that we are 
required by military necessity to cooperate with and supply the Com¬ 
munists and other suitable groups who can aid in this war against 
the Japanese, and that to accomplish this end, we are taking direct 
steps. Under existing conditions, this would not include forces 
which are not in actual position to attack the enemy, such as the 
Szechwan warlords. Chiang Kai-shek can be assured by us that we 
do not contemplate reduction of our assistance to the Central Gov¬ 
ernment. Because of transport difficulties, any assistance we give to 
the Communists or to other groups must be on a small scale at first. 
It will be less than the natural increase in the flow of supplies into 
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China, in all probability. We may include a statement that we 
will furni.'^h the Central Government with information as to the type 
and extent of such assistance. In addition, we can inform Cliiang 
Kai-shek that it will be possible for us to use our cooperation and 
supplies as a lever to restrict them to their present areas and to limit 
aggressive and independent action on their part. Also we can indi¬ 
cate the advantages of having the Communists assisted by the United 
States instead of seeking direct or indirect help or intervention from 
the Soviet Union. 

Chiang Kai-shek might also be told, if it is regarded as advisable, 
at the time of making this statement to him, that while our endeavor 
to pei-sundo the various groups of the desirability of unification has 
failed and it is not possible for us to delay measures for the most 
effective jirosecution of the war any longer, we regard it as obviously 
desirable that our military aid to all groups be based upon coordina¬ 
tion of militarv command and upon unity, that w’o are prepared, 
where it is feasible, and when requested, to lend our good offices to 
this end. and although we believe the proposals should come from 
Chiang Kai-shek, wc would be disposed to support the following; 

First, formation of something along the lino of a war cabinet 
or supreme war council in which Communists and other groups 
would he effectively repi'esentcd, and which would have some part in 
responsibility for executing and formulating joint plans for war; 
second, nominal incorporation of Communist and other forces se¬ 
lected into the armies of the Central Government, under the opera¬ 
tional command of United States officers designated by Chiang 
Kai-shok upon General Wedemeyer's advice, upon agreement by 
all parties that these forces would operate only within their existing 
areas or areas which have been specifically extended. However, it 
should be clearly stated that our decision to cooperate with any 
forces able to assist the war effort will neither be delayed by nor con¬ 
tingent upon the completion of such internal Chinese aiTangements. 

•It is our belief that such a modtta operandi would sei ve as an 
initial move toward complete solution of the problem of final entire 
unity, and would bridge the existing deadlock in China. The prin¬ 
cipal and over-riding issues have become clear, as one result of the 
recent negotiations. At the present time, Chiang Kai-shek will not 
take any forward step which will mean loss of face, personal power, 
or prestige. Without guarantees in which they believe, the Com¬ 
munists will not toko any forward step involving dispersion and 
eventual elimination of their forces, upon wliich depend their 
strength at this time and their political existence in the future. 
The force required to break this deadlock will be exerted on both 
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parties by the step we proi)Ose to take. The vxodus ojxrandi set 
forth in these two proposals should initiate concrete military co¬ 
operation, with political cooperation as an inevitable result, and 
consequently furnish a foundation for increasing development 
toward unitv in the future. 

The political consultation committee plan, which could function, 
if adopted, side by side with the Government aiul the war council, 
would not be excluded by these proposals. It should be anticipated 
that the committee would be greatly strengthened, in fact. 

Of course, the statements to the Generalissimo should be made 
in private, but the possibility would be clearly understood, in case 
of his refusal to accept it, of the logical, much more drastic step 
of a public expression of policy such as that which was made by 
Churchill with reference to Yugoslavia. 

The fact of our aid to the Communists and other forces would 
shortly become known throughout China, however, even if not 
made public. It is our belief that profound and dcvsirable political 
effects in China would result from this. A. tremendous internal 
pressure for unity exists in China, based upon compromise with 
the Communists and an opportunity for self-expression on the part 
of the now repressed liberal groups. Even inside the Kuomintang, 
the.se liberal groups such as the Sun Fo group, and the minor 
parties, were igimred in recent negotiations by the Kuomintang, 
although not by the Communists, witli wliom they present what 
amounts to a united front, and they are discouraged and dis¬ 
illusioned by what they regard as an American commitment to the 
Kuomintang’s existing reactionary leadership. Wc would prove we 
are not bo committed by tiie steps which wo proposed, we would 
markedly improve the prestige and morale of these liberal groups, 
and the strongest possible influence would be exerted by us by 
means of these internal forces to impel Chiang Kai-shek to make 
the concessions required for unity and to put his own house in 
order. * 

Such a policy would unquestionably be greatly welcomed by the 
vast majority of the people of China, even though not by the very 
small reactionary minority by which the Kuomintang is controlled, 
and American prestige would be increased by it. 

The statement has been made to a responsible American by Sun 
Po himself that if Chiang Kai-shek were told, not asked, regarding 
United States aid to Communists and guerrillas, this would do 
more to make Chiang Kai-shek come to terms with them than any 
other course of action. It is believed by the majority of the people 
of China that settlement of China’s internal problems is more a mat- 
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ter of reform of the Kuoinintaiig itself than a matter of mutual 
concessions. The Chinese also state, with justification, that Ameri¬ 
can non-intervention in China cannot avoid being intervention in 
favor of the conservative leadership which exists at the present time. 

In addition, by a iiolicy such ns this, which we feel realistically 
accepts the facts'in China, we could expect to obtain the cooperation 
of all the forcc.s of China in the war; to hold the Communists to 
our side instead of throwing tliem into the arms of the Soviet Union, 
which is inevitable otherwise in the event the U.S.S.R. enters the 
war against Japan; to convince the Kuomintang that its apparent 
plansIfor eventual civil war are undesirable; and to bring about 
some unification, even if not immediately complete, that would 
furnish a basis for peaceful development toward complete de¬ 
mocracy in the future. 

General Hurley strongly opiiosed the couree of action recommended 
above and it remained the policy of the United States to supply 
military materiel and financial support only to the recognized Chinese 
National Government.* 

IV. CHINA AND THE SOVIET UNION 

agenda for dr. SOONG'S MOSCOW CONVERSATIONS 

Shortly before his visit to Washington Ambassador Hurley had 
raised the question of negotiations between the Chinese National 
Government and the Soviet Government. On February 4 the Am¬ 
bassador reported to the Department of State that the Chinese Gov¬ 
ernment contemplated sending Dr. T. V. Soong to Moscow for a 
conference as a personal representative of the Generalissimo. He 
transmitted a tentative agenda for the conference which the Chinese 
Government had prepared and added that the Chinese Government 
had asked for changes or suggestions in the agenda. His telegram 
concluded as follows: 

“In connection with this situation bear in mind that early last 
September Ambassador Harriman, Mr. Nelson and myself conferred 
with Mr. Molotov on the Soviet attitude toward the Communists in 
China, believing that understanding of this was essential to settlement 
of the Chinese Communist and National Government controversy. 
Mr. Molotov stated roughly as follows: 

* For a detailed account of United States old to China prior to, during and 
subsequent to this period, see chapter I, pp. 26-28, the sections on military aid and 
financial aid In Chapters V and VIII, and annexes 171 and 186. 
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“(1) The so-called Chinese Communists are not in fact Communists 
at all. 

‘‘(2) The Soviet Government is not supporting the Chinese 
Communists. • 

“(3) The Soviets do not desire dissensions or civil war in China. 

“(4) The Soviets complain of Chinese treatment of Soviet citizens 
in China but frankly desire closer and more harmonious relations in 
China. . . . The Chinese are anxious to ascertain if the Soviet 
attitude continues as outlined last September by Molotov. On this 
I am unable to give any definite assurances for tlie simple reason that 
I do not know.” 

In response to this report the Acting Secretary of State, Joseph C. 
Grew, informed the Ambassador on February 6 as follows; 

“On the subject of your telegram, we feel, and believe you will con¬ 
cur in our opinion, that while we are at all times anxious to be helpful 
to the Chine.se Government we should not permit the Chinese Govern¬ 
ment to gain the impression that we are prepared to assume responsi¬ 
bility as ‘advisor’ to it in its relations with the USSR. Former Vice 
President Wallace, with the subsequent approval of the President, 
indicated clearly last summer to Chiang Kai-shek in response to a 
suggestion by Chiang that the United States could not be expected to 
act as ‘mediator* between China and Russia. Furthermore, the Presi¬ 
dent in a message to the Generalissimo • transmitted through the Em¬ 
bassy in July 1944 stated that a conference between Chinese and 
Russian representatives would be greatly facilitated if, prior thereto, 
the Chinese Government had reached a working arrangement with the 
Chinese Communists for effective prosecution of the war against Japan. 
In a message to the Embassy at Chungking in September 1944, the 
President and the Secretary expressed views, for communicating by 
Amb^sador Gauss to Chiang Kai-shek with regard to importance of 
reaching such a ‘working arrangement*. 

“With particular reference to the proposed agenda, we feel that the 
Chinese must reach their own decision with regard to what questions 
they should (or should not) discuss with the Russians and that we 
ought not take it upon ourselves to place a caveat upon or to sponsor 

^scussion of any particular question. . . . With reference to your 

final and ultimate paragraphs, we have no concrete information which 
runs <ounter to the four points mentioned by you. We appreciate 
receiving y our report on this matter and hope that you will keep us 

This message aad related ones concern the conversations between Vice Presl- 

OMt Wallace and the Generalissimo. They will be found in annex 43 to 
chapter II. 
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infonnetl of developments. You will, of course, know best how to 
handle discussions on the subject with the Chinese in a manner which 
will be helpful to them and unprejudicial to our position.” 

By telegram dated February IS General Hurley answered: 

“I had prepai'ed a i'e[)ly to your message which I did not send. In 
3 ’our message you appear to have reduced my role in these negotiations 
to the i)csition of merely making a suggestion without implementing 
the suggestion. Tliat is the method followed by Ambassador Gauss 
when he transmitted the President’s and the Secretary of State's mes¬ 
sage on September 9 last. Tliat message, as you now’ know, obtained 
no resvilts whatever because it lacked vigorous implementation. I 
decided, however, not to send the telegram ns I hoped to see you and 
discuss the situation more fully. It is my earnest desire to be amenable 
to eveiy suggestion from the State Department even when I believe 
our position is weakened and accomplishment postponed by lack of 
vigorous implementation of suggestions. Perhaps this respite in nego¬ 
tiations and my visit with the State Department will clarify in my 
mind the distance I will be able to go in promotion of the war effort 
by inducing or compelling the unification of Chinese armed forces 
ulid the coordination of efTort to assist us in the defeat of Japan.” 

AMBASSADOR HURLEY’S INTERVIEW WITH MARSHAL STALIN, 
APRIL 15, 1915 

After consultation in IVashington, the Ambassador departed on 
April 3, 1045, for Chungking. He travelled by way of London and 
Moscow in order to discuss American policy in Chinn with British 
and Soviet leaders. He reported to the Department of State that on 
the night of April 15, 1945, he had concluded a conference with 
Marshal Stalin and Foreign Minister Molotov in which tlie Ainbassa- 
dor, Mr. Hnrriman, had also participated. With respect to this con¬ 
ference General Hurley reported to the Department that he had 
recited for Mai-shal Stalin in tlie presence of Mr. Molotov his analysis 
of Mr. Molotov’s earlier statement respecting the Soviet attitude 
toward the Cliinese Communist Party and the National Government. 
His report, dated April 17, continued: 

“My analysis was briefly as follows: ‘Molotov said at the former 
conference that the Chinese Communists are not in fact Communists 
at all. Their objective is to obtain what they look upon ns necessary 
and just reformations in Chinn. The Soviet Union is not supporting 
the Cliinese Communist Party. The Soviet Union does not desire in¬ 
ternal dissension or civil war in China. The Government of Uie Soviet 
Union wants closer and more harmonious relations in China. The 
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Soviet Union is intensely interested in what is happening in Sinkiang 
and other places and will insist that tlie Chinese Government ]>ievcnt 
discriminations against Soviet Nationals.’ Molotov agreed to tliis 
analysis. I then outlined for Stalin and Molotov existing relations 
between the Chinese Government and the Chinese Coninnini>t Partv. 
I stated with frankness that I had been iiisininiental in instiuit ing con¬ 
ferences and negotiations between the Chinese Connnunist Party and 
the Chinese Government. I then presented in brief form an outline 
of the negotiations, of the progress which had been made and of tlie 
present status. I informed Stalin that both the Chinese Government 
and the Chinese Communist Party claimed to follow the principles of 
S»in Yat-sen for the establishment of a government of the people, by 
the people and for the people in China. I continued that the National 
Government and the Chinese Communist Party are both strongly anti- 
Japanese and that the purpose of both is to drive the Japanese from 
China. Beyond question there are issues between the Chinese Com¬ 
munist Party and the Chinese Government, but both are pursuing tlie 
same principal objective, namely, the defeat of Japan and the creating 
of a free, democratic and united government in China. Because of 
past conflicts there are many ditferences ojj details existing between 
the two parties. I made clear American insistence that China supply 
its own leadei-ship, arrive at its own decisions, and be responsible for 
its own policies. With this in mind, the United States had endorsed 
China’s aspirations to establish a free, united government and sup¬ 
ported all efforts for the unification of the armed forces of Chinn. 1 
informed him that President Roosevelt had authorized me to discuss 
this subject with Prime Minister Churchill and that the complete 
concurrence of Prime Minister Churchill and Foreign Secretary Eden 
had been obtained in the policy of endorsement of Chinese aspirations 
to establish for herself a united, free, and democratic government and 
for the unification of all armed forces in China in order to bring about 
the defeat of Japan. To promote the foregoing program it had been 
decided to support the National Government of China under the lead¬ 
ership of Chiang Kai-shek. Stalin stated frankly that the Soviet 
Government wouhl support the policy. He added that he would be 
glad to cooperate with the United States and Britain in achieving 
unification of the military forces in China. He spoke favorably of 
Chiang Kai-shek and said that while there had been corruption among 
certain officials of the National Government of China, he knew’ that 
Chiang Kai-shek was ‘selfless’, ‘a patriot’ and that the Soviet in times 
past had befriended him. I then related to Stalin and Molotov the 
request made by the Chinese Communists for representation at the 
San Francisco Conference. I told them that before leaving China I 
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l.ad advised the Chinese Communists that the conference at San 
Francisco was to be a conference of governments and not of political 
parties and that I had advised the Communists to i-equest represeiUa- 
tion at San Francisco through the National Go^^rnment of the Ke- 
public of China. I told him that this decision had been upheld by 
Pivsident Roosevelt and that the President liad advised Chiang Kai- 
shek of the advisabilitv of the National Government’s permitting the 
Chinese Communist Party to be represented on the Chinese National 
Government’s delegation to the conference at San h rancisco. I told 
the Mui-shal that it was a very hopeful sign when Chiang Ivai-shek 
olfcred a place on the delegation to San Francisco to a Chinese Com¬ 
munist and that the appointment had been accepted. I told bUxlin 
that I thought it was very hopeful that a leading member of the 
Chinese Communist Party would be a delegate of the Chinese National 
Government at San Francisco. Stalin agreed that this derelopment 
was very significant and he approved. I told him that President 
Roosevelt and Prime Minister Churchill had indicated their approval 
of tlie policy outlined. The Marshal was pleased and expressed his 
concurrence and said in view of the over-all situation, he wished us 
to know that we would have his complete support in immediate action 
for the unification of the armed forces of China with full recognition 
of the National Government under the leadership of Chiang Kai-shek. 
In short, Stalin agreed unqualifiedly to America’s policy in China as 
outlined to him during the conversation.” 

COMMENTS ON AMBASSADOR HUULEY’S REPORT 

Although Mr. Harriman was present during the conversation re¬ 
ported in the foregoing communication, he departed for Washington 
on consultation before the communication was sent. The Cliaig6 
d’AlFaires in Moscow, George Kennan, sent a telegram dated April 23 
to Mr. Harriman personally in Washington commenting in part as 
fol low’s: 

“In view of your familiarity with the matter and the opportunity 
that you now’ have for stating your own views to the Department I 
am of couree making no comment on my own to the Department 
regarding the report of Ambassador Hurley nor did I make any to him 
since your views were not know’ii to me, but I do want to let you know 
that it caused me some concern to see this report go forward. I refer 
specifically to the statements which were attributed to Stalin to the 
effect (1) that ho expressed unqualified agreement with our policy in 
China as Ambassador Hurley outlined it to him, (2) that this policy 
would be supported by the Soviet Government and (3) that we would 
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have his complete support, in particular, for immediate action directed 
toward the unification of the armed forces of China with full reco£r- 
nition of the Chinese National Government under the leadership of 
Generalissimo Chiang Kai-shek. . . . 

‘‘There was, of course, nothing in Ambassador Hurley's account of 
what he told Stalin to which Stalin could not honestly subscribe, it 
being understood that to the Russians words mean different things 
than they do to us. Stalin is of coui-se prepared to affirm the principle 
of unifying the armed forces of China. He knows that unification is 
feasible in a practical sense only on conditions which are acceptable to 
the Cliinese Communist Party. . . . 

“Actually I am persuaded that in the future Soviet policy respect¬ 
ing China will continue what it has been in the recent past: a fluid 
resilient policy directed at the achievement of maximum power with 
minimum responsibility on portions of the Asiatic continent lying 
beyond the Soviet border. This will involve the exertion of pressure 
in various areas in direct proportion to their strategic importance and 
their pro.ximity to the Soviet frontier. I am sure that within the 
framework of this policy Moscow will aim specifically at: (1) Reac¬ 
quiring in substance, if not in form, all the diplomatic and territorial 
assets previously possessed on the mainland of Asia by Rus.sia under 
the Czars. (2) Domination of the provinces of China in central Asia 
contiguous to the Soviet frontier. Such action is dictated by the 
strategic necessity of protecting in deptli the industrial core of the 
U.S.S.R. (3) Acquiring suflicient control in all areas of north China 
now dominated by the Japanese to prevent other foreign power's from 
repeating the Japanese incui-sion. This means, to the Russian mind, 
the maximum possible exclusion of penetration in that area by outside 

powers including America and Britain. . . . 

“It would be tragic if our. natural anxiety for the support of the 
Soviet Union at this juncture, coupled with Stalin’s use of words which 
mean all things to all people and his cautious affability, were to lead us 
into an undue reliance on Soviet aid or even Soviet acquiescence in the 
achievement of our long term objectives in China.” 

On April 10, 1945, Ambassador Harriman discussed General Hur¬ 
ley’s report with Mr. E. F. Stanton of the Office of Far Eastern Affairs 
of the Department of State. 

The memorandum of conversation indicated that Mr. Harriman 
felt that General Hurley’s report, while factually accurate, gave a 
“too optimistic impression of Marshal Stalin’s reactions.” Mr. Harri- 
man was certain that Marshal Stalin would not cooperate indefinitely 
with Chiang Eai-shek and that if and when Russia entered the conflict 
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in the Far F>nst he would nuikc full use of and would support the Chi¬ 
nese Communists even to the extent of setting up a puppet government 
in Manchuria and possibly in North Chinn if Kuomintang-Communist 
dilferences had not been resolved by that time. He indicated that ho 
had imiuessed on General Hurley the fact that statements made by 
Stalin endorsing our efforts in China did not necessarily mean that the 
Russians would not pui-sue whatever course of action seemed to them 
best to servo their interests. Mr. Harriman feared that Ambassador 
Hurley might give Chiang Kai-shek an “over-optimistic account of 
his conversations with Stalin*’ and he thought it might be advisable 
to sutt'-est to General Hurley that ho should be careful “not to arouse 
unfounded expectations.” On April 23 Secretary Stettinius in¬ 
structed Ambassador Hurley ns follows; 


“I attach great importance to Mai-shal Stalin’s endorsement at the 
present time of our program for furthering the imlitical and military 
unity of China under Generalissimo Chiang Kai-shck. However, at 
the same time I feel, ns I have no doubt you do also, the necessity of 
facing the probability that Marshal Stalin’s offer is given in direct 
relation to circumstances that are existing now and that may not long 
continue. The U.S.S.U. is at present preoccupied in Europe and the 
basis for her position in Asia‘following the war is not yet affected 
by the Commnnist-Kuoniiiitang issue to an appreciable degree, in 
view of these circuinsUinccs I can well appreciate the logic of Marshal 
Stalin’s readiness to defer to our leadership and to support American 
efforts directed toward military and political unification which could 
scarcely fail to be acceptable to the U.S.S.U. If and when the Soviet 
Union begins to participate actively in the Far Eastern theater, 
Cliinoso internal \mity has not been established and the relative ad- 
vantages of cooperation with one side or the other become a matter of 
great practical concern to the future position of the Soviet Union in 
Asia, it would be equally logical, I believe, to expect the U.S.S.U. to 
reexamine Soviet policy and to revise its policy in accordance with its 
best interests. Consequently I believe that it is of the utmost impor¬ 
tance that when informing Generalissimo Chiang Kai-shek of the 
statements made by Marshal Stalin you take special pains to convey 
to him the general thought expressed in the preceding paragraph in 
order that the urgency of the situation may be fully realized by him. 
Please impress upon Generalissimo Chiang Kai-shek the necessity for 
early military and political unification in order not only to bring about 
the successful conclusion of the Japanese war but also to establish 
a basis upon which relations between China and the Soviet Union may 
ev’entually become one of mutual respect and permanent friendship. 
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AMBASSADOR HURLEY’s REVIEW OF SOVIET-CHINESE 
COMMUNIST RELATIONS 


Genei'al Hurlcj’ following his return to Chungking, in a report dis¬ 
cussing negotiations between the Chinese (loverninent and the Chinese 
Communist Party stated early in July 1015 : 

“We are convinced that the inrtuence of the Soviet will control the 
action of the Chinese Communist Partv. The Chinese Communists 
do not believe tliat Stalin has agreed or will agree to suiiport the 
National Government of China under the leadership of Chiang Kai- 
shek. The Chinese Communists still fully expect the Soviet to sup¬ 
port the Chinese Communists against the National Government. 
Nothing short of the Soviet’s public commitment will change the 
Chinese Communists’ opinion on this subject. . . . Before the Yalta 
Conference,®® I suggested to President Roosevelt a plan to force the 
National Government to make more liberal political concessions in 
order to make possible a settlement with the Communists. The Presi¬ 
dent did not approve the stiggestion. 

“I believe the Soviet’s attitude toward the Chinese (^omnmnists is 
as I related it to the President in September last year and have re¬ 
ported many times since. This is also borne out by Stalin’s state¬ 
ment to Hopkins and Harriman. Notwithstanding all this the Chinese 
Communists still believe that they have the support of the Soviet. 
Nothing will change their opinion on this subject until a treaty has 
been signed between the Soviet and China in which the Soviet agrees 
to support the National Government. When the Chinese Communists 
are convinced that the Soviet is not supporting them, they will settle 
with the National Government if the National Government is realistic 
enough to make generous political settlements. The negotiations 
between the National Government and the Communist Party at this 
time are merely marking time pending the result of the conference at 
Moscow.'® 

“Tlie leadership of the Communist Party is intelligent. When the 
handwriting is on the w’all, they will be able to read. No amount of 
argument will change their position. Their attitude will be changed 
only by inexorable logic of events. The strength of the armed forces 
of Chinese Communists has been exaggerated. The area of territory 
controlled by the Communists has been exaggerated. The number of 


** See chapter IV. 

“This refers to the Degotiations betwet*n T. V. Soong and Molotov In Moscow 
which began early In July, and were continued Intermittently throughout 
July and August culminating In the signing of the Sino-Sovlet Treaty of Frlend- 
8hlp and Alliance and related agreements in Moscow on Aug. 14. 1945. These' 
negotiations are discussed In chapter IV. 
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Chinese people who adhere to the Chinese Communist Party has been 
cxagnjerated. State Department officials, Army officials, newspaper 
andTadio publicity have in a large measure accepted the Communist 
leaders’ statements in i-egard to the military and political strength 
of the Communist Party in Chinn. Nevertheless, with the support of 
the Soviet the Chinese Communists could bring about civil war in 
China. 'Without the support of the Soviet the Chinese Communist 
Party will eventually participate as a political party in the National 
(Tovcrnment.” 

V FURTHER GOVERNMENT-COMMUNIST 

NEGOTIATIONS 

SIXTH KUOMINTANG r.ONGRESS, MAY 1945 

The Sixth Plenary Session of the Kuomintang Congress was inaug¬ 
urated in Chungking in May 1945. In commenting on the opening 
address of the session by Generalissimo Chiang, the Ambassador noted 
that the Generalissimo made no direct refei'cnce to the Communist 
pro«M-am although he obviously did nothing to close any door against 
Communism. The Generalissimo had recently held two conferences 
witli the Ambassador on the subject of unification of all anti-Japanese 
armed forces in China and had stated that while the situation was 
not moving as rapidly as desired, progress with the Communists was 

being made. 

On May 17, 1945, the Kuomintang Congress passed a resolution 
concerning the Chinese Communist problem. This resolution stated 
that the Kuomintang had consistently striven for China’s freedom 
and equality through national unity and the prosecution of the war, 
while the Chinese Communist Party, despite its pledges of 1937, “had 
persisted in armed insubordination.” Tiie resolution pointed out 
that with the convening of the National Assembly in sight it would 
be possible to establish a constitutional government “in the not distant 
future.” It was hoped that the Communists would not fail to appre¬ 
ciate the difficulties confronting the nation and that an amicable 
solution would be reached. 

In another resolution adopted on May 16, 1945, the Kuomintang 
Congress stated that China harbored no territorial ambitions; that all 
China wanted was the preservation of its territorial and administra¬ 
tive integrity and fair and equal treatment for all its nationals over¬ 
seas; that it was hoped that the five great powers w’ould continue to 
cooperate after the war; that friendly cooperation between tlie Soviet 
Union and China was especially necessary; that China would do 
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everything possible to ensure the success of the San Francisco Con¬ 
ference; and that national unity and a constitutional government 
were the cherished objectives of Kuomintang endeavor. 

In a report to the Department, early in June, 1945, Ainbassador 
Hurley stated: 

“In the view of the Chinese government the principal achievements 
of the recently concluded Sixth Kuomintang Congress are as follows: 

“1. All Kuomintang Party headquarters in the army will be abol- 
.ished within three months. Similar action will be taken in the 
schools. 

“2. AVithin six months local representation councils will be estab¬ 
lished in all provinces and districts in free China on the basis of 
popular elections. 

“3. A law to give legal status to political parties will be promul¬ 
gated and the government hopes that the Communist Party will 
qualify thereunder. In this connection, the government has re- 
iterate<l its intention to seek settlement of the Communist problem 
through negotiations. 

“4, Measures have been decided upon with a view to improving 
the position of peasant farmers; reduction of renting; questions of 
land tenure and land taxation. 

' “5. A decision to hold a national assembly was confirmed and it is 
scheduled to convene on November 12,1945. 

“Tlie question of membership in the National Assembly will be 
referred to the People’s Political Council on which it is anticipated 
that all parties will be represented.” ” 

“General Hurley subsequently reported that the First Plenary Session of 
the Fourth People’s Political Council convened In Chungking on July 7, IMr), 
with 218 of 290 members present. The eight Communist members were not 
present; a few of the twelve Democratic League Members attended. He f^irther 
reported that on July 19 the Council adopted the following resolutions (as 
published In the Clentral News Agency) ; “(1) The date for the convocation 
of the National Assembly Is to be left to the discretion of the government. (2) 
The membership of the Assembly with due regard to the legal and practical 
aspects of the issue and In accord with the opinions of the P. P. C. members 
should provide the fullest po8.slble representation of all classes of the people 
In the country. (3) When a constitution is adopted, a constitutional govern¬ 
ment shall be inaugurated. (4) Prior to the convocation of the Assembly, 
the government should continue to Improve all available political moans for 
obtaining national unity and solidarity, to Insure freedom of opinion, of publica¬ 
tion, of assembly, and of organized political societies and should enforce the 
Habeas Corpus Act, recognize the legal status of various political parties and 
cause the setting up of people’s representative organs In all provinces of 
free China In order to lay a solid foundation for local self-government.” 
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THE COMMITfEE OF SEVEN 

Lnte in June, the Ambassador reported that pursuant to measures 
adopted by tlie Sixth Kuomintang Congress the Government had 
aiipointed a committee of seven persons including membei-s of the 
Kuomintang and of the Democratic League and political independents 
to negotiate with the Communists. The Ambassador said that the 
Government llierenpon sent a message to Mao Tse-tung, Chairman 
of tlie Chinese Communist Party, and Chou Kndai, Vice Chairman, 
oJTering to have this committee negotiate with representatives of the 
Communist Party for a unification of the armed forces of China for 
Ihe purpose of defeating Japan. The Government had agreed to 
the recognition of the Communists as a political party in China but 
declined to recognize it as an armed belligerent or insurrection group. 
Tlie Communists did not immediately answer and put forth consider¬ 
able propaganda including a “somewhat defiant” broadcast from 
Yenaii on June 20 saying among other things that the CJiin^e Com¬ 
munist Party would not participate in either the Peoples Political 
Council meeting to be held in Chungking beginning July 7 or the 
Novomher Assembly. The Ambassador said that the Government had 
just received a reply from Mao Tse-tung and Chou En-lai, indicating 
that they would resume negotiations witli the Government. Ambas¬ 
sador Hurley added: 

“Although the Communist Party of China had unquestionably been 
endeavoring recently to bring about clashes between the Communist 
troops ami those of the Government (and has succeeded in causing 
some clashes, the importance of which had been exaggerated in some 
quarters), the logic of events seems to now be convincing the 
inunists that their best interests as a political party may be served 
by coming to an agreement with the National Government rather than 
attempting to destroy it. The decision to resume negotiations does 
not mean that the conflict has been solved. The end is not as yet in 
sight but the situation seems definitely improved.” 

The members of the committee referred to above called on the Am¬ 
bassador on June 27, 1945, and informed him that the committee had 
been formed to discuss the problem of unifying China, stating that 
llio tliree political independents had been appointed by the Peoples 
Political Council and that the others had volunteered their services. 
They added that they had called upon the Ambassador to seek liis 
assistance and advice. The Ambassador replied that while ho wished 
to be helpful, tlic Chinese “should not ask a foreigner to make their 
decisions for them.” His report of this meeting added: 
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“I suggested that tlie committee should go over all the proposals and 
counter-proposals made by tlie Kuomintang and the ('ommunists dur¬ 
ing the past six months or so. and fiom them endeavor to evolve a 
formula which might be acceptable to both sides. I believed that, 
as American Ambassador, it would not be proj)er for me to express 
an opinion on the merits of the Five-Point Communist Pioposal or 
the Three-Point Kuomintang Proposal. . . . 1 said that, when the 
committee had concluded its deliberations in Cliungking, I would be 
glad to j)rovide a plane to take them to Yenan for discussions with the 
Communists. I stated that if. wlien discussions were under way at 
Yenan. botli the Communists and other.s wished me to join in the con- 
tersations, I would be happy to do so. I urged that all ('hinese taking 
part in the deliberations and discussions shoukl not do so as members 
of the Kuomintang, Democratic League, Communist Party, or any 
other party or group, but as patriotic Chinese who were endeavoring 
earnestly to bi-ing about a free, united, and democratic China.'* 

On June 28, 1045, General Wang Jo-fei, the ranking Chinese Com¬ 
munist in Chungking at tlie time, called on the Ambassador. Tlie 
Counselor of the Embassy, who was also juesent during the discussion, 
made a summary of their convereation. The Ambassador recalled to 
General Wang that he liad been instrumental in obtaining the inclusion 
of a Communist delegate in the Chinese Government delegation to the 
San Francisco Conference, He recalled also that he had made a trip 
to Yenan to confer with Mao Tse-lung and had brought Chou 
Lii-lai and others to Chungking twice for the purpo.se of negotiating 
with the Govemnieiit for a settlement. The Ambassador said that he 
liad done more in an effort to bring about a just settlement between 
the Communists and the Government than any other one man. He 
said he had been presented in the Communist press in China and else¬ 
where as being opposed to the Chinese Communists. The Ambassador 
said that he realized that much of the abuse was coming from jieople 
who were opposed to the National Government of China and did not 
desire the unification of National and Communist armies in China. 
He said that notwitlistanding all these unjust and untrue accusations 
he was the best friend the Chinese Communists had in Chungking. 

The Ambassador recalled that he had assisted tliem in drafting 
the Communist Five-Point Proposal. He had pre.sented that pro¬ 
posal to the Generalissimo. The Ambassador said that he believed 
the press and other attacks on him constituted an attempt to keep the 
Communists and the Kuomintang apart by persons who wished, for 
their own selfish reasons, to prevent the creation of a free, united, 
democratic and strong China. General Wang stated frankly that 
real communism in China under present conditions was impossible. 

844538—18-10 
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'I'ho General stated, however, with perfect candor that the Party now 
supported democratic principles but only as a stepping stone to a 

future communistic state. . . ^ r< ^ 

The Ambassador said that he had provided a plane to take the Com¬ 
mittee of Seven and General Wang to Yenari on July Ij ^hat the 

committee had requested his assistance m the di^ussio^ ^ !,lLssa 
would not do so unless requested by the Communists. Tlie Ambassa¬ 
dor inquired whether the Communists would be willing to join a 
steering committee to advise throughout the transition perioi 
(remainder of the “period of tutelage” which would presumably end 
with the adoption of a constitution by the National Assembly opening 
on November 12) and suggested ways and means to improve the 
Government. General Wang replied that this would depend on 
whether the committee had real power; if it were only to be a commit¬ 
tee without real authority, then it would not be acceptable. 

The Ambassador recalled that he had brought the Communist Five- 
Point Proposal to Chungking where some Government officials had 
told him that he had “been sold a bill of goods” by the Commumsts. 
However, he felt that he was making progress in convincing the Gen¬ 
eralissimo that the proposals were generally reasonable. 

General Chou En-lai had asked that the four conditions he had 
proposed on December 21,1044, be met by the National Government as 
conditions precedent to any agreement by the Communists on the 
Five Points which they themselves had submitted through the Am¬ 
bassador. The Ambassador remarked that the Government had 
already withdrawn some sixty thousand troops from the north; there 
was considerable freedom of speech and press (the Communist news¬ 
paper was allowed to be published in Chungking) ; the secret police 
were necessary in war time to deal with important security matters ^ 
witness the FBI and England’s Scotland Yard. The Ambas^dor said 
that if the Five-Point Proposal were agreed to, the CommunisU would 
then be a part of the Government and would themselves take a hand in 
(he settlement of the questions included in the Four-Point 
which Chou En-lai had sent to General Hurley on December 28,1944, 
General Wang believed that the Five-Point Proposal with some 
alterations would still be acceptable to the Communists ns n basis for 
negotiations, indicating, however, that they would like to see the four 
points accepted before agreeing on the five points. The Ambns^dor 
told General Wang that he believed the Five-Point Proposal of the 
Communists and the Three-Point Proposal of the Government con¬ 
tained in themselves sufficient basis for an agreement between the 

parties. 
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General Wang requested that, while the Committee of Seven was 
engaged in conversations with the Communists at Yenan, the Ambas¬ 
sador endeavor to persuade the Generalissimo to accei>t the b'our- 
Point Proposal as a condition precedent to further negotiations. The 
Ambassador replied that for the reasons already stated, he could not 
do so. Action on tlie four points should come after and not before 
an agreement witli the armed Communist Party. The Ambassador 
stated frankly that nearly everyone familiar with the situation was of 
the opinion that if the Generalissimo conceded tlie four jjoints prior 
to an agreement, the Communists would not enter into any agreement 
at all. 

The above-mentioned committee went to Yenan bv air on July 1, 
1945, and returned on .July 5 bearing a document containing new Com¬ 
munist proposals. According to Dr. Wang Shih-chieli, then Minister 
of Information of the Chinese Government, the.se proposals covered 
principally two main points: (1) that the National Chinese Govern- 
nient call off the National Assembly scheduled for November 12, 1945, 
and (2) that the Chinese Government summon a political conference 
composed on a basis of e(iuality of three members of the Kuomintang, 
three inembei's of the Chinese t'ommunist Party and three membei's of 
the Democratic League, with an additional three members to be chosen 
from independent political parties or organizations. General Hurley s 
own opinion was that this was the Communists’ way of playing for 
time awaiting the results of the Soong Conference at Moscow. 

AMBASSADOR HURLEy’S DEPARTURE 

Negotiations between the Communist representatives and tlie Na¬ 
tional Government continued throughout August. Mao Tse-tung 
accompanied by General Hurley who had gone to Yenan for this 
purpose, arrived in Chungking on August 28, 1945, and remained for 
about a month. Tlie unexpected acceptance by Mao of the invitation 
to visit Chungking may well have been precipitated in part by the 
announcement of the Sino-Soviet Treaty of August 14, 1945, which 
pledged Russian support of the National Government as the only 
government of China. The Ambassador departed from Chungking 
for consultation in tlie United States on September 22, 1945, and 
arrived in Washington four days later. Shortly before his departure 
he submitted the following report regarding the negotiations then 
being conducted in Chungking between the National Government and 
Communist representatives: 

“(1) The negotiators have agreed that they will collaborate for the 
e^blishment of a democratic government in China for the reconstruc¬ 
tion of China and the prevention of civil war. 
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“(2) Both have agreed to sxipport the leadership of Chiang Kai- 

shok as President of the Republic. 

••(3) They have further agreed that both parties will support the 

doctrines of Sun Yat-son and will cooperate for the esUabhshment in 


China of a strong, democratic government. 

“(4) Tlie Communists have agreed that they will recognize th 

Kuomintang as the dominant party in control of the government and 
will cooperate with that party during the period of transition from 
the present form of government to a democratic regime. 

“(5) Numerous otlier questions, including the release of political 
prisoners, freedom of person, speech, press, belief, assembly and asso¬ 
ciation were agreed upon. 

“Tliere are two important points on wdiich the conferees are not yet 
in a<>-reeineiit, although both parties have made concessions toward 
makTng agreement possible. .One point is that the Communists claim 
the right to appoint, select, or elect any Communist governors or 
mayors in certain provinces. The Oovernment contends that until a 
constitution has been adopted and a democratic government inaug¬ 
urated the prerogative of appointing governoi-s and officials is vested 
in the President of the Kepublic. . . . The Government considers 

that this should not bo changed until the transitory period from tlie 
present govormnent to a constitutional government has been achieved. 
Both parties agree to work together during the transitional period. 
The next point on which the parties have approached an agreement but 
have not finally agieed is the number of Communist troops that are to 
be included in the National peace-time army of China. The Commu¬ 
nists lirst contended that they should have 48 Communist divisions. 
It was pointed out by the Government that the present plan calls for 
a peace-time army consisting of 80 to 100 divisions, and that the 
munists, who the Nationalists claim are in minority, are claiming the 
right to approximately one-half of the peace-time army. . . . This, 
the Nationalists refuse to agree to, but they have offered the Commu¬ 
nists 20 divisions, or what will constitute approximately one-tifth of 
the planned peace-time army. Chairman Mao Tso-tung said that they 
did not reject the offer but that the Communists wanted to give it 


further consideration. 

“Tlie overall achievement in this conference has been to keep the 
CommunisU and the Nationalists talking peace-tiine cooperation dur¬ 
ing the period for which civil war has been predicted by nearly all 
the elements who arc supporting a policy to keep China divided against 
herself. The conferences will continue. Mao Tse-tung is remaining 
in Chungking. The Generalissimo had given Mao his word and 
pledged his character for the safe conduct of Mao and his party. He 
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has agreed to give Mao and his party transportation to Yenan at any 
time they wish to discontinue the conferences. 

“I told the Communists and Government negotiators last night that 

in my opinion they were attempting to settle too many details. ... I 

said that if they could agree on basic overall principles, details could 
be worked out in accordance with such principles. 

“Tlie spint between the negotiators is good. The rapprochement 
between the two leading parties of China setmis to be progressing, and 
the discussion and rumors of civil war recede as the conference 
continues.” 

The Embassy at Chungking reported that the Ambassador liad de¬ 
layed his departure from September 18 to September 22, to remain in 
China an additional four days upon the earnest reque.st of both the 
Chinese Communist representatives and the Chinese Government ne¬ 
gotiators “to render assistance in reaching agreement.” The Embassy 
added “for the Department’s information, both parties have e.xpressed 
deep appreciation of the cooperation and assistance of the Ambassador. 
They have agreed upon u i)aragraph to be included in their proposed 
final resolution thanking the Ambassador for his great services to 
China in bringing about the conference and in his general helpfulness 
as mediator during the negotiations.” In a letter to President Truman 
dated September 17, 1945, President Chiang stated that “General 
Hurley s wise statesmanship and human qualities have won the respect 
and affection of the Chinese people who see in him a fitting symbol of 
American foreign policy of fair-play and justice. I have talked with 
General Hurley at length and with perfect frankness regarding the 
policy of my government on various questions, and have asked him to 
acquaint you, Mr. President, with the various aspects which have 
a bearing on the implementation of continued close collaboration be¬ 
tween China and the United States in the maintenance of peace and 
order in the Far East.” 

COMINUIIVG NEGOTIATIONS AT CHUNGKING 

Negotiations continued in Chungking between the Chinese Com¬ 
munists and the National Government following the departure of the 
Ambassador. Early in October, Dr. K. C. Wu, the Minister of Infor¬ 
mation of the Chinese Government, requested the Embassy at Chuno-- 
King to convey the following message to General Hurley: 

Chines Communists have agreed to accept the proposal by 
National Government that they be allotted 20 divisions in the 
National Army. A military commission will decide how soon the 
rorces of the Chinese Communists can be organized into 20 divisions. 


Lxhr^yy Sri Pratap Ccll^a, 
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The Chinese Communists will be represented on commission by 
the Chtf of Staff. General Yeh Chien-ying and ^ “ 

designated by him. The National Government will be > 

General Lin Wei-wen. Vice Minister of War. and General Liu Fu, 

Vice Minister of Military Operations. 

“Furthermore, agreement has been reached that ® 

,i.l..ncn. of a constinuicnal government the NaUonal Gove--nment 
organize a political council of 37 members. This counc.l 'J'" 
independents and all parties. The conned wdl consider and make 
recommendations regarding (1) a draft constitnt.on 
to a people's congress, (2) whether a people s “"f ^ 

veiled on November 12 as planned or postponed to a later date, an 

(31 a policy for peaceful reconstruction. t 

“The Chinese Communists proposed that the council adopt a sy 
of absolute veto'. The representatives of the Clonal Government 
have not vet agreed to this proviso which would mean that all pro 
posals would have to receive unanimous approval before they becan 

'"‘Dilcnssions of the political conncil shall be open to the public 
and not secret. Decisions adopted by it shall be final and “nth si. 
Resolutions whicli arc adopted by it shall be carried out in accordan 
with due process of law by the National Government. 

Mao Tsc-tung returned to Yenan by plane on October 11, 1945. 
Just prior to his departure. General Chou En-lai discussed the progress 
of negotiations with a member of the staff of the American Emba^y. 
From this convei^ation it appeared that a joint Governmen^Com- 

mi.nist statement, which would probably be made P"*’''' ‘ 

of Mao's departure for Yenan, was being prepared. The points of 
agreement were set forth in an official statement issued on October 11. 
Chon said tliat the only principal point remaining on wdiich son e s^. 

„f agreement had not been reaclieil was the question of f' 
nf liberated areas wliicli were then under control of tlie Climese Coni- 
miiiiists; in particular lie mentioned the provinces of Hopei Sban- 
tniig, and Cliaiiar. According to Chou the Chinese Communist Party 
desired tl.at tlie governors of the liberated areas be •>PP'»"‘<=>lJ;y “ 
council which would be elected from districU and villages- He added 
that the Government was agreeable to elections in the distl icte a 
villages but insisted tliat the Central Government appoint directly 
provincial governors. In the opinion of the Embassy the t'vo ^ 
were far from agreement on the basic question of political control i 
the liberated areas now dominated by the Chinese Communists. On 
October 11 the Government released the teat of the agreement with the 
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Communists.*^ 'I'lie imjjortant feature of this agreement was tliat it 
called for the convening of the Political Consultation Conference for 
the implementation of the agreed general principles. General Mar¬ 
shall was later to assist in this effort. 

In mid-October 1945 the Embassy at Chungking reported that it 
had been informed that Wang Jo-Fei had returned from Yenan. that 
Governor Chang Chun of Szechwan would arrive in Chungking in a 
few days and that upon his arrival he, together with Dr. Wang Sliih- 
chieh, then Minister of Foreign Affairs, and Shao Li-tze, Seci-etaiA 
General of the People's Political Council, would represent the (dtinCvSc 
Government in renewed conversations with the Communists, Chou 
En-lai and Wang Jo-Fei. The conversations would cover matter^ 
i-elating to the following subjects: (1) the Political Consultative 
Council; (2) liberated areas; and (3) the National Assembly. It 
was expected that the conversations would last for about ten days. 
Upon conclusion of the conversations Chou En-lai would carry back 
the proposals to Yenan for decision by the Chinese Conununist au¬ 
thorities. The Chinese Communist authorities would tlien appoint 
delegates who would come to Chungking to attend the Political Con¬ 
sultative Conference, whicl> it was anticipated wouhl be lield early in 
November. It had been decided that General Yeh Chien-ving, Chief 
of Staff of the IStli Army Group, would come to Chungking with the 
Communist delegates, probably as a delegate himself and also to serve 
as a Communist member of the subcommittee of three to discuss 
iniliuiry questions. The Embassy at Clumgkijig felt that the Com¬ 
munist representative was “definitely much more optimistic” than 
he had previously been with respect to the likelihood of an eventual 
agi-cemejit between the Central Government and the Communists, and 
liad expressed great satisfaction over the announcement in the press 
that Ambassador Hurley would shortly return to Chijia. 

Although a published statement issued by Dr. K. C. Wu, the 
Chinese lilinister of Information, on October 27 indicated that the 
Government-Coninmnist conversations were “progressing in a cor¬ 
dial atmosphere,” Wang Ping-nan, a Communist representative at 
Chungking, informed the Embassy that recent negotiations had made 
no progress. He expressed the opinion that the Government appar¬ 
ently intended to play for time while securing military control over 
areas liberated by the Communists, and he voiced the Communist re¬ 
sentment of what he termed “American intervention” in landing troops 
at many points in North China to hold them pending the arrival of 
Government troops, large elements of which had been flown north by 
the United States Air Force.“ According to the Embassy, he at first 

" Sec aoncs 49. 

” For an aocouot of lollltar; oi)eratloD8 Id 1945 see chapter VII. 
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parried a query in regard to tlie Mancluirian situation but afterwards 
idd tl>ere were m that area a few Eighth Route Anny personnel. 
In the main, he said, there had been a rising up of the common people. 
He eNpressed the view that the U.S.S.R. would not interfere in in¬ 
ternal conflicts in China, preferring to lot the Chinese work on*- their 
own problems unless the United States should give active aid to the 
Kuornintaiig, in which event the U. S. S. R. might find some action 

necessary. 

CLASHES BETWEEN COMMUNIST AND NATIONAL TROOPS 

On November 4, the Embassy at Chungking reported that m the 
opinion of the Military Attache the threat of widespread civil war 
in China seemed to be growing. The Embassy pointed out that the 
n-ravity of the situation was demonstrated by the postponem^it of the 
convocation in Chungking of the newly organized Political Consulta¬ 
tive Conference in deference to discussions between the National Gov¬ 
ernment an<l the Communists regarding a military truce. Ihe princi¬ 
pal weapon of the Communists in their efToits to prevent the Central 
Government from occupying areas dominated by tliem was the ef¬ 
fectiveness of Communist troops against the railroads in those areas. 
The Embassy had learned that the Communists had offered to refrain 
from attacking lines of communication only if the Goveniment prom¬ 
ised to stop the movement of Government troops into North China. 
Since the Government had flatly refused so to do, the Embassy felt 
that the situation seemed “almost hopeless.” 


POSTPONEMENT OF THE POLITICAL CONSULTATIVE 
CONFERENCE 

On November 10, 1045, Dr. K. C. Wu informed the Embassy in 
Chungking that on October 30 the Government had made the follow¬ 
ing six proposals in writing to the Communists: 

“(1) Both sides to give orders to their troops to remain wherever 
they are and not to attack the other side; (2) the Communists to with¬ 
draw their troops from places along railways which they have been 
raiding and the Government will undertake not to send troops to th«e 
places—these sections to be guarded entirely by railway police; (3) a 
communicntioiis supervisory committee to bo organized by the People s 
Political Council with members of the People’s Political Council as 
well as otlier disinterested representatives from the various concerned 
localities to carry out inspections along the railway lines and report 
their findings about the situation; (4) in c^ the Government Ends it 
necessary to move troops along the Peiping-Suiyuan Railroad, the 
Tatung-Puchow, the Tsingtao-Tsinan, the northern section of the 
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Pinghan Railroad, (he eastern section of the Lunghai Railroad and the 
northern section of the Tientsin-Pnkow. the Government will consult 
the Communists fii*st in order to reach agieement: (5) both sides 
should endeavor earnestly within one jnonth to reach a fuiulamental 
arrangement about reorganization of (.'ommunist trooj>s and the allot¬ 
ment of places where thcA’ will be stationeil: (6) the proposed People’s 
Consultative Council should be convened at once.” In connection with 
the last point. Dr. Wu said that everyone but the Communists had 
already named delegates to the Political Consultative Cotjference, 
which would consist of 8 Governnumt. 7 Communist, Third Partv, 
and D non-partisan members. 

Dr. Wn stated that the Communists had not re[)lied until Xovember 
8 and tliat their reply took the form of counter-proposals which wore 
highly unsatisfactory to the National Government. 

Tlie Political Consultative Conference schedtiled to meet on X’ovem- 
her 20 failed to convene with resulting increased pessimism in Chung¬ 
king regarding fuither negotiations. On November 25, General Chou 
En-lai departed from Chungking for Yenan and on the following 
day ang Ping-nan followed him. On November 27, a itrovisional 
list of delegates to the Political Consultative Conference was finally 
released to the press. 

On December 1, IVang Ping-nan returned to Chungking; on De¬ 
cember 3, he called at the Embassy at Chungking and said that the 
Chine..se Communist leaders had definitely decided to participate in 
the Political Consultative Conference and that five of the seven Com¬ 
munist delegates had been selected, lie said that the remaining two 
'vould be selected and tlie group would fly to Chungking for a meeting 
to be lield possibly about December 10. He would not venture an opin¬ 
ion as to the outcome of the Conference but adinitterl the great im¬ 
portance of the meeting to the future of China. In this connection, he 
said that future devclopmerUs in China depended even to a greater ex¬ 
tent, however, on American policy toward China and that therefore the 
Communists were eagerly awaiting the arrival of General Mai-shall and 
an expected clarification of the American position.’* The Embassy 
at Chungking reported that during tliis conversion “"Wang made a 
particular point of stating that Soviet policy is one thing but that 
Cliinese Communist policy is tlieir own and independent of the Soviet 
policy. In an apparent effort to counter recent charges in the Chinese 
Government press, lie emphasi^d that tlie Chinese Communists are 
particularly desirous of maintaining cordial relations with the United 

“On Nov. 27, 1045, President Truman announced tlie appointment of General 
Marshall os bis Special Representative In China. For an account of General 
Marshall’s mission, see chapter V. 
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States, recognizing that China must have American assistance in the 
postwar period.” The Communist representatives to the Political 
Consultative Conference failed, however, to arrive in Chungking until 
December 17 with resulting delay in the convocation of the Conference. 

VI. THE RESIGNATION OF AMBASSADOR 

HURLEY 

Meanwhile, Ambassador Hurley had submitted his resignation in a 
letter to the President, dated November 26, and his resignation had been 
accepted by the President in a letter of the following day.** The post 
remained vacant until the appointment of Ambassador Stuart on 
July 11,1946. 

*• For text of Gonernl Hurley’s letter, see annex 50. On December 7. 1945, Sec¬ 
retary of State Byrnes answered in a public hearing before the Senate Foreign 
Belatlons Cominittee the charges against certain officers of the Department of 
State which Gem'ial Hurley had raised In his letter of resignation and which he 
had amplified before the same committee on December 6 and 6. 




CHAPTER IV 


The Yalta Agreement and the Sino-Soviet 

Treaty of 1945 

1. THE YALTA AGREEMENT, FEBRUARY 11, 1945 

TEXT OF THE AGREEMENT 

On behalf of the United States!, Great lirituiii and the U.S.S.K. on 
February 11, 1945, Roosevelt, Churchill and Stalin signed at Yalta an 
agreement containing the political conditions upon which the Soviet 
Union would enter the war against Japan.* This agreement reads as 
follows: 

“The leaders of the three Great Powers—the Soviet Union, tlie 
United States of America and Great Britain—have agreed that in two 
or three months after Germany has surrendered and the war in Europe 
has terminated the Soviet Union shall enter into the war against Japan 
on the side of the Allies on condition that: 

“1. The status quo in Outer-Mongolia (The Mongolian People’s 
Republic) shall be preserved; * 

“2. The former rights of Russia violated by the treacherous attack 
of Japan in 1904 shall be restored, viz: 

“(a) the southern part of Sakhalin as well as all the islands 
adjacent to it shall bo i*eturned to the Soviet Union, 

* As background to the Yalta Agreement, see chapter I concenilug tlie Cairo 
Declaration and chapter II on the conrcrsotious of Vice President Henry A. 
Wallace with Generalissimo Chlang Kai-shek in Chungking during June 1944, 
In which the latter requested the assistance of the United States in bringing 
about an improvement in Sino-Soviet relations. A suiuniary of the.se conver¬ 
sations, prepared by a member of the Vice Presidential party, is published as 
annex 43. At the first formal meeting of the Tehran Conference Marshal Stalin 
declared that the Soviet Union would enter tl>e war against Jniiau “once Ger¬ 
many was finally defeated.” Tlie question of making Dairen a “free port under 
Inteniational guaranty” and Soviet use of tlie Manchurian railways were di.s- 
cussed Informaliy during the Tehran Conference. 

‘The Soviet Union as a result of the insertion of "(The Mongolian People's 
Republic)” later claimed this provision meant Independence. The Chinese posi¬ 
tion was based on the Sino-Sovlet Treaty of 1924 which had recognized Chinese 
sovereignty In Outer Mongolia. For the outcome of the discussion on this point 
see p. 117. 
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“(b) the commercial port of Dairen shall be internationali^d, 
the preeminent interests of the Soviet Union in this port being 
safeguarded^ and the lease of Port Arthur as a naval base of the 

U.S.S.K. restored,^ 

“(c) the Chinese-Eastern Railroad and the South-Manchunan 
Railroad which provides an outlet to Dairen shall be jointly oper¬ 
ated by the establishment of a joint Soviet-Chinese Company it 
being underetood that the preeminent interests of the Soviet Union 
sliall be safogunrde<l * and that China shall retain full sovereignty 
in Manchuria; 

“:i. The Kuril islands shall be handed over to the Soviet Union, 

“It is undei-stood, that the agreement concerning Outer-Mongolia 
and the ports and railroads referred to above will require concurrence 
of Generalissimo Chiang Kai-shek. The President will take measures 
in order to obtain this concuiTence on advice from Mai*shal Stalin. 

“The Heads of the thi-ee (ireat Powers have agreed that these claims 
of the Soviet Union shall bo unquestionably fullilled after Japan has 
been defeated. 

“For its part the $ovict Union expresses its readiness to conclude 
w’ith the National Government of China a pact of friendship and 
alliance between the U.S.S.R. and China in order to render assistance 
to China with its armed forces for the purpose of liberating China 
from the Japanese yoke.” 

DISCUSSIONS at’YALTA 

From the available evidence, it is clear that the primary motivation 
of the Yalta Agi'ccment was military. This aspect is indicated by the 
fact that Mr. Stettinius, then Secretary of State, was informed by 
President Roosevelt that since this was predominantly a military mat¬ 
ter lie (the President) and Mr. Harriman woxdd handle the negotia- 

* A controversy was Inter to arise over this wording, the origin and outhorshlp 
of which are still obscure. Mr. Harriman, the Amerlcnn Ambassador at Moscow, 
wlio was a participant In tiie discussions, subsequently stated that "there Is no 
reason from the discussions leading up to the Yalta agreements to presume that 
the safeguarding of the ‘preeminent Interests of the Soviet Union’ should go 
beyond Soviet interests in the free trantit of exports and Imports to and from 
tslo] the Soviet Union. . . (Italics In the original.) 

‘Mr. Harriman has commented on this provision as foIIo^v^: "I believe Presi¬ 
dent Itoosevelt looked upon tbe lease of Port Arthur for a naval base as an 
arrangement similar to privileges which the United States has negotiated with 
otlier countries for the mutual security of two friendly nations." 

•As regards this provision Mr. Harriman has also stated bis conviction that 
President Roosevelt had In mind only transit traffic and not any general Russian 
Interest In Manchuria. 
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tions. Mr. Harriman lias subsequently stated that Admiral King 
was aware of the projected anangenients and considered them the 
most important outcome of the Yalta Conference. 

In a convei'sation between President Roosevelt and Marshal Stalin 
on Far Eastern mattei’S during the Yalta Conference, the latter 
brought up the subject of (he political conditions upon which the 
Soviet Union would enter the war against Japan. In the course of 
the conversation Marshal Stalin indicated that the political condi¬ 
tions would have to be met because Soviet entry into the Pacilic war 
'•would have to be justified to Russian 'public opinion.’” 

In general terms the Russian conditions were conceded. It should 
be remembered that at this time the atomic bomb was anything but 
an assured reality; the potentialities of the Japanese Kwantung Army 
in Manchuria seemed large; and the price in American lives in the 
militarj' campaign up the island ladder to the Japanese home islands 
was assuming ghastly proportions. Obvimisly militarj' necessity 
dictated that Russia enter the war against Japan prior to the mount¬ 
ing of Operation Olympic (the assault upon Kyushu)? roughly sched¬ 
uled for November 1, 194.'), in order to contain Japanese forces in 
Manchuria and prevent tlieir transfer to the Japanese home islands. 

There was historical precedent for the specific provisions of the 
Yalta Agreement, and the subsequent Sino-Soviet Treaty and related 
agreements of 1945 provided adequate legal guarantees. It was, how¬ 
ever, unfortunate that China was not previously consulted. Presi¬ 
dent Roosevelt and Marshal Stalin, liowever, based this reticence on 
the already well-known and growing danger of “leaks” to the Jap¬ 
anese from Chinese sources due to the debilitating and suppurative 
effects of the war. Here again military exigency was the governing 
consideration. At no point did President Roosevelt consider that he 
was compromising vital Chinese intei*ests. 

SOVIET VIEWS ON THE AGREEMENT 

At the end of May 1945 Harry Hopkins, at the request of President 
Truman, visited Moscow. Among other topics he discussed the Far 
Eastern situation. During the discussions Marshal Stalin stated that 
the reconstruction of China w’ould depend largely on the United 
States since Russia would be preoccupied with its own reconstruction; 
that he proposed no altenition over the sovereignty of Manchuria or 
any other part of China, either Sinkiang or elsewhere; that the Soviet 
^stem was not in existence in Mongolia; that Generalissimo Chiang 
Kai-shek was the only Chinese leader qualified to undertake the unifi¬ 
cation of China; that the Chinese Communist leaders were not as good 
or as well qualified to undei'take the task; and that he would welcome 
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Chinese civilian participation in the administrative Uking over of 
Manchuria. 

President Trujnan in Washington on June 14 repeated the fore¬ 
going to Dr. T. V. Soong, then Premier and Foreign Minister of China, 
wlio expressed his gratification. Dr. Soong pointed out that, even 
though the Yalta Agi'cemenl referred to the re-establishment of Rus¬ 
sian rights lost in the Russo-Japanese War of 1904, by the Sino- 
Sovict Treaty and related agreements of May 31, 1924 and tlie Agree¬ 
ment of September 20, 1924, with Chang Tso-lin, then war lord of 
Maucluu ia, Russia had renounced special concessions including extra¬ 
territoriality. He said that these points would have to be clarified. 

On June 15, 194.5, Ambassador Hurley informed Generalissimo 
Cliiang Kai-shek of the provisions of the Yalta Agreement pursuant 
to instructions from the President of June 9, 1945. At the same time 
the Ambassador communicated to the Generalissimo Marshal Stalin’s 
categorical assurances regarding Cliinese sovereignty in Manchuria 
and his oral concurrence to the principle of the Open Door in China, 
both of which Stalin had given to the President via Harry Hopkins, 
who had been on special mission to Moscow in May-June 1945. From 
the Generalissimo’s reaction it was apparent that the Russians had 
already made the Yalta Agreement known to him. 

11. THE SINO-SOVIET TREATY OF FRIENDSHIP 
AND ALLIANCE, AUGUST 14, 1945 

NEGOTIATION OF THE TREATY 

Sino-Soviet negotiations between Dr. T. V. Soong and Marshal 
Stalin and Foreign Minister Molotov began in Moscow during the 
first week in July 1945. Following their intenuption by the Berlin 
Conference, negotiations were resumed in August with Dr. Wang 
Shi-chieh, the new Chinese Foreign Minister, replacing Dr. Soong as 
chief Chinese plenipotentiary. Dr. Soong, however, assisted Dr. 
AVang in the August negotiations. At the outset the United State.s 
informed the participants that it expected to be consulted prior to 
the signature of any Sino-Soviet agreement, in view of its role 
at Yalta. The American position was that the Yalta Agreement 
should be complied with—no more, no less. 

Difllculties over the interpretation of the provisions of the Yalta 
Agreement arose from the very beginning, with the Soviet Union 
interpreting the agreement to suit its own purposes. As the Soviet 
interpretation of the Yalta Agreement became increasingly apparent, 
the United States finally felt compelled to inform both parties that 
certain Soviet proposals exceeded the Yalta provisions. At the be> 
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ginning of the negotiations tlie Soviet Union asked (1) for a con¬ 
trolling Soviet interest in the Chinese Eastern an<l Soutli Manchurian 
Railways; (2) that the boundaries of the Dairen and Port Arthur 
leases be those of the Kwantung Peninsula lease prior to the Russo- 
Japanese War of 1904; and (3) the recognition of the indepemlence of 
Outer Mongolia. The Chinese believed, and the United States agreed, 
that these proposals exceeded the provisions of the Yalta Agreement. 
Secretary of State Byrnes, with the approval of the President, then 
advised the Chinese Government against making any concessions 
beyond the terms of the Yalta Agreement. On August 10, 1945, Mr. 
Harriman, acting on instructions, informed Dr. Soong as a matter 
of record that the United States Government considered that the 
proposals which he had already made fulfilled the Yalta Agreement 
and that any further concessions would be with the understanding 
that they w’ere made by the Chinese Government because of the value 
it attached to obtaining Soviet support in other directions. Mr. 
Harriman reported that Dr. Soong “thoroughly understood and 
accepted the correctness of this position.” 

A Treaty of Friendship and Alliance between the Rei)ublic of China 
and the U.S.S.R. was signed on August 14, 1945. At the same time 
notes were e.xchanged and agreements signed on various individual 
and related matters.® The Ti*eaty pledged mutual respect for their 
respective sovereignties and mutual noninterference in their respective 
internal affairs. In the e.xchange of notes the Soviet Union i)romised 
to give moral support and militaiy aid entirely to the “National Gov¬ 
ernment as the central government of China” and recognized Chinese 
sovereignty in Manchuria; and China agreed to recognize the indepen¬ 
dence of Outer Mongolia if a plebiscite after the defeat of Japan con¬ 
firmed that tliat was the desire of the Outer Mongolian people.^ The 
agreement on Dairen committed China to declare Dairen a free port 
■‘open to the commerce and shipping of all nations” and provided for 
Chinese administration of the port; but it exceeded Yalta by granting 
the Soviet Union a lease of half of the port facilities, free of charge. 
This agreement has not been put into effect, since Nationalist military 
and civil ofiicials have been prevented from functioning in the Kwan- 

* For fail texts see Bonexes 51-59. 

’ One of the mala preoccupations of Dr. Soong during the negotiations was to 
secure Soviet recognition of Chinese sovereignty In Outer Mongolia, oven though 
this had In fact ceased to exist many years before. The Soviet Union had been the 
controlling de facto force there since the middle 1020’s despite the Slno-Sovlet 
Treaty of 1924. (See footnote 2 to this chapter.) Dr. Soong was apparently 
willing to agree to other significant and important concessions in return for Outer 
Mongolia and it was with some difficulty that he was pensuoded by Mr. Harriman 
to accept substance In place of form. 
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tung I’ciiinsulu ar&a because of tlie attitude of the Russians and the 
Chinese Communists. The agreement on Port Arthur provided for 
the joint use of the area as a naval base by the two Powers and extended 
tlie boundary of that area farther than the United States expected, 
though not to tlic pre-lOO-t boundary which the U.S.S.R. would have 
preferred. The railway agreement provided for joint ownership and 
operation of the Chinese Kastern and South Manchurian R.ailways. 
The Treaty and the agreements regarding Dairen, Port Artluir, and 
the railroads were to run for thirty yeai-s." 

ASSURANCES ON THE OPEN DOOR 

On July 28 in Berlin Mr. Ilarrinian, in a memorandum to Secretary 
Byrnes, had pointed out that since the United States Government had 
taken the initiative in inducing China to discuss matters of mutual 
interest with the Soviet Union, it was incumbent upon the United 
States to obtain i*ccognition of tiic principle of the Open Door policy 
in Manchuria and to make certain that the resulting Sino-Soviet ar¬ 
rangements did not have the effect of giving the Soviet Union special 
advantages over American and other foreign commerce with Man¬ 
churia, or of shutting out foi-eign trade from that part of China. Ho 
therefore recommended that the Soviet Union bo requested to give 
written assurances of support for the Open Door policy. This sugges¬ 
tion was approved by the Department of State on August 5, 1945. 
On August 14, however, Mr. Harriman reported that, according to 
Mr. Molotov, Generalissimo Stalin did not believe there was then 
any need for a public statement on the Open Door, “especially as he 
had given his assurances that the Open-Door Policy would be 
maintained.” 

The Department on August 22 instructed the Ambassador in Moscow 
as follows: 

“1. The Pitjsident desires that you arrange to see Stalin or, if this 
proves impracticable, Molotov, as soon ns possible and present to him 
our views ns given below regarding the issuance of a statement affirm¬ 
ing respect for the Open-Door policy in connection with the Soong- 
Stnlin agreements. 

“2. The oral assurances given by Stalin, as you have indicated to 
Molotov, are satisfactory to the President. However, you should ex¬ 
plain clearly and forcefully the situation in this country where public 
opinion and public reaction to events of concern to the United States 

* About Aug. 10, 1045, Dr. Soong told Mr. Harriman that agreement had been 
reached on all outstanding points. Mr. Horriman reported tbot Dr. Soong was 
“very grateful for our support and is convinced that unless we had taken an active 
part In the negotiotlons he would have had to concede to all Stalin's demands." 
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liave grout weight and where the public e^wpects and is entitled to be 
given as full a knowledge as practicable on foreign alfaii's wliich may 
affect the interests of this country. It follows, therefore, that the oral 
assurances b)' Stalin do not meet the situation. You may also em¬ 
phasize the deep interest which tlie American public has in Far 
Eastern events and particularly in developments pertaining to China, 
including Manchuria. In reply to Molotov’s assertion that the agree¬ 
ments would make it clear that no restriction would be imposed on 
foreign commerce, you may state that in so far as the agi eeinents might 
fail to give assurances regarding full equality of opportunity and 
freedom from any form of discrimination the)' woiild fall short of 
what we would consider satisfactory. In reply to his point that no 
such statement had been foreseen at Yalta, you may say that we do 
not consider it reasonable that, simply because at Yalta the tlesirabilily 
of such assurances was not mentioned, we are therefore not entitled 
to request these assurances. 

“3. With regard to tlie manner in which Stalin’s assui'ances might 
be ttiven public form, we suggest and would prefer that the Soviet 
and Chinese governments issue a statement, at the time of tlie jmblica- 
tion of the agreements, affirming adherence to the policy of the Open- 
Door, equality of opportunity and non-discrimination in matters re¬ 
lating to the management and operation of the railways and the free 
port of Dairen. We do not insist upon the particular language of the 
suggested statement a.s communicated by you to Stalin, but we do feel 
that any statement issued should give in clear and unequivocal terms 
the assurances we have requested and which Stalin had agreed to give. 

“4. We understand that the Chinese are prepared to issue such a 
statement and you are authorized to urge on Stalin the desirability of 
a similar statement by the Soviet Government.” 

Mr. Harriman on August 27 delivered this message to Stalin, who 
agreed that the Soviet Union would make a public statement express¬ 
ing support of the Open Door policy in China, including lilanchuria, 
equal opportunity for trade and commerce, and freedom from dis¬ 
crimination for all free countries. Mr. Harriman assured General¬ 
issimo Stalin that the Chinese Government would make a similar state¬ 
ment after Stalin expressed a preference for separate statements in 
lieu of a joint Sino-Soviet one. In the same conversation Stalin said 
that he expected the National Government to send Chinese troops to 
Manchuria in the near future to take over from the Russians. He 
added that the Russian Army had as yet found no Chinese Communist 
guerrilla units in Manchuria and that he believed the National Gov¬ 
ernment and the Chinese Communists would reach agreement, since 
it was in the interests of both sides to do so. 

844088—19-11 



120 


U. S. RELATIONS WITH CHINA 


In a conversation on August 31 the Minister-Counselor of the Ameri¬ 
can Embassy discussed the proposed statement with the Chief of the 
American Section of the Soviet Foreign Office. The latter seemed 
to be under the impression that the United States had in mind a state¬ 
ment concerning China in general. The Minister emphasized, how- 
ever, that the United States was concerned with Manchuria since the 
statement was intended to relate to the Sino-Soviet arrangements 

regarding the Russian position in that area. 

On September C Geneml Hurley informed the Department that 
the suggestions for a statement had been made at a time when the 
attitude of the Soviet Union toward the National Government of 
China had not been publicly and officially stated. The Ambassador 
believed that publication of the Sino-Soviet Treaty and related agree¬ 
ments had altered the situation: “The publication of these documents 
has demonstrated conclusively that the Soviet Government supports 
the National Government of Chinn and also that the two governments 

are in agreement regarding Manchuria. 

In mid-September Mr. Harrimnn reported a conversation a few 
days earlier between the Chinese Ambassador in Moscow and Andrei 
Vyshinsky, Soviet Deputy Foreign Minister, in which the latter had 
asked for n draft of the proposed statement by the Chinese Govern¬ 
ment. The Chinese Ambassador added that Dr. Soong was most 
anxious to have the statement issued but that when he (the Chinese 
Ambassador) had informed Chungking of the i-equest from Vyshinsky 
he had been informed that the question had been referred to Dr. Wang 
Shih-chieh, the Chinese Foreign Minister, who was then in London 
attending the First Session of the Council of Foreign Ministers. In 
the end, however, the Chinese Government seemingly took the posi¬ 
tion that the Sino-Soviet Treaty constituted a sufficient guarantee, 
since it did not again raise the question. The Soviet Union, which 
from the beginning had been reluctant, also seems to have allowed the 
question to lapse. 

CHINESE REACTION TO THE TREATY 

On August 16, 1945, Generalissimo Chiang Kai-shek inform^ 
Ambassador Hurley that agreement had been reached with the Soviet 
Union and tliat he was “generally satisfied with the treaty.” In re¬ 
porting this conversation to the Department Ambassador Hurley 
added that his reports “showed the Generalissimo has always doubted 
the Soviet’s position in regard to relations with the Chinese Com¬ 
munists. Yesterday he thanked me for the basis that I had helped 
him to lay for rapprochement with the Soviets. Ho admitted that 
the Sino-Soviet treaty indicates (1) an intention on the part of the 
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Soviets to assist in bringing about unification of the armed forces 
in China; (2) an intention to support Chinese efforts to create a 
strong, unified and democratic government; and (3) an intention 
to support the National Government of China.” In conclusion. 
General Hurley said that “Chiang Kai-shek will now have an oppor¬ 
tunity to show realistic and genuine leadership. He will have an 
opportunity to show his qualifications for leadership of the Chinese 
people in peace as well as in war. I am with the Generalissimo fre¬ 
quently. I insist continuously that the Cliinese people must be 
responsible for their own policies, select their own leadership, and 
make their own decisions.” 

In a conversation of August 21 with Ambassador Hurley the 
Chinese I'oreign Minister, Dr. WangShih-chieh, who had just returned 
to Chungking, “expressed himself as being satisfied with the results 
and said that proceedings would commence at once for the approval of 
the treaty and the notes exchanged between the Soviet and Chinese 
Governments.” 

On August 29, Madame Chiang Kai-shek, who was then in the 
United States, called on the President. She complimented him on 
the results of the Sino-Soviet conversations and expressed apprecia¬ 
tion to the United States Government for the assistance which it had 
given to the Chinese plenipotentiaries in working out tliese agree¬ 
ments. The President said that that had been one of his principal 
objectives in going to Berlin and that he felt strongly that China 
should be supported in working out the arrangements which had been 
initiated by President Roosevelt. 

Despite criticism of the Sino-Soviet arrangements of August 14, 
1945, and as indicative of the value which the Chinese Government 
attached to them, Dr. Wang Shih-chieh as late as September 14, 1947, 
in a conversation with General Marshall, then Secretary of State, con¬ 
cerning the question of the veto power as applied to tlie Japanese peace 
treaty, expressed his opposition to the elimination of the veto power 
because of his feare that the Soviet Union “would interpret this, for 
its own convenience, as virtually cancelling the Sino-Soviet Treaty.” 
The Foi-eign Minister was concerned at the reaction this would liave 
on the situation in China. 

Editorial comment in both Nationalist and Chinese Communist 
territory expressed approval of the Sino-Soviet Treaty and related 
agreements at the time they were made public. 

UNITED STATES REACTION TO THE TREATY 

At the time that the Sino-Soviet Treaty and related agreements 
were made public the United States supported the arrangements. In 
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a stfifeineiit if«ued on Augnst 27, 1945, Secretary Byrnes said that he 
believed that the treaty and accompanying agreements constituted an 
“iinj)ortant step forward in the relations between China and the 
Soviet Union.” He added that the United States welcomed this 
development “as a practical example of the continuing unity and 
mutual helpfulness which should characterize the acts of members of 
the United Nations in peace as well as in war.” 

Nevertheless early in September the American Embassy in Moscow 
registered a note of caution regarding the significance of the Sino- 
Soviet arrangements and their relation to the historic course of Rus¬ 
sian imperialism. In a telegram of September 10,1945, to the Depart¬ 
ment the American Embassy in Moscow summarized its views with 
respect to Russian intentions in the Far East as follows: 

“1. The pact was not necessary for the achievement of any im¬ 
mediate objectives now being obtained by the Red Army. Regardless 
of the existence of the pact these objectives, including the military 
occupation of Manchuria and the Liaotung Peninsula, could and would 
have been achieved. 

“2. The effect of the agreements concerning Manchuria should cauM 
no illusion. Russian willingness to withdraw its forces and to admit 
t'hinese to civil affairs control reflects mature statesmanship on the 
part of Stalin and his Moscow advisers. The initial Russian position 
as an occupying power, together with greater proximity and the far 
greater discipline of Russian power, should make it easy for the Rus¬ 
sians to remain masters of the situation even after Russian troops have 
withdrawn. It was tacitly understood by both parties to the Moscow 
negotiations that Chinese officials in Manchuria wo\ild for the most 
part have to be amenable to Russian influence. Chinese Communist 
forces, according to recent broadcasts, have boon ordered to enter Man¬ 
churia and in cooperation with the Russian army, to accept the Japan¬ 
ese surrender. Logically, the Russian authorities and their sym¬ 
pathizers will encourage the use of these Communist forces in the ad¬ 
ministration of Manchuria after the evacuation of the Russian Army. 
It should also be realized that local Russian authorities, in matters 
concerning the internal affairs of neighboring countries, do not always 
exercise the some restraint ns does the Kremlin. 

“3. Nothing in the internal regime of Outer Mongolia will be 
changed with its independence. The only effect will be its elimination 
as a possible source of future Cliinese irredentism and an increase in 
its usefulness as an instrument for future Russian expansion. 

“4. Russian assurances of support to the National Govcmniont and 
of non-interference in internal Cliinese affairs reaffirms what has 
existed for some time. It is probable that any Kremlin control over 
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the Chinese Communists has been through the Party apparatus and 
not through government channels. It seems likely that this situation 
will obtain in tlie future—namely, control tlirough the Party. The 
bargaining position of the Chinese Communists on the basis of implied 
military support is undoubtedly weakened by the Russian assurances. 
On the other hand, these assurances (a) remove any excuse for a Sino- 
American crusade against the Cliinese Communists as a spearhead 
of Russian penetration of China, (b) to a considerable extent dispel 
general suspicion of Russian intentions in China and thus disarm 
average critics of the Russian role there, and (c) place Russian policy 
in China oii a high and disinterested moral plane. In the meantime, 
the Russian Communist Party can continue to support the Chinese 
Communist program of “democratization,” and to e.xert political pies- 
sure on the National Govermnent to compromise. 

“5. TJiere should bo no misunderstanding of Russian intentions 

toward Japan and Korea simply because of superficial Russian modera- 

tmn on Manchuria. In the Russian zone of Korea Communist-trained 

Korean elements are already being given responsibility for civil affaii-s. 

It IS a natural tendency or even a deliberately conceived policy for the 

Russians to seek maximum internal influence in near-by areas through 

use of persons trained to accept their discipline and to share their 
ideology.” 

SOVIET ArriTUDE TOWARD MANCHURIAN INDUSTRIES 

About the same time the United States became disturbed over de¬ 
velopments in Manchuria. Upon the defeat of Japan, the Soviet 
Union accepted the surrender of Japanese forces in Manchuria, as well 
as in southern Saklmlin and the Kurile Islands. While its troops were 
m Manchuria, the Soviet Government removed considerable Japanese- 
owned industries and equipment from Manchuria, on the ^ound that 
such property was “war booty” because it had been used to support 
the Japanese war effort. The United States protested these removals 
to the Soviet Union on a number of occasions, objecting not only to 
the inclusion of these industries in the concept of war booty, but also 
to the unilateral action of the Soviet Government-in removing Japa¬ 
nese industries from Manchuria. The United States took the position 
that the disposition of Japanese property in Manchuria should be 
decid^ by an Inter-Allied Reparations Commission for Japan on the 
same basis as for Japanese external asseU located in other countries.'^ 
V^ien the Soviet Union proposed to China early in 1946 that control 
Of Japanese industrial enterprises in Manchuria be shared by agree- 
ment betwe en the two states, the United States informed both China 

** See annex 60. 
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and the Soviet Union that the establishment of such exclusive bilateral 
control would be contrary to tlie principle of the Open Door and would 
constitute clear discrimination against Americans who might wish to 
participate in the development of Manchurian industry* 

DISCUSSIONS AT THE MOSCOW CONFERENCE, 1945 

At the Moscow Conference of the Foreign Ministers of the United 
Kingdom, the United States and the Soviet Union, in December 1945, 
the United States proposed that the question of transfer of control of 
Manchuria to the Chinese National Government be include^ on the 
agenda of the Conference. Mr. Molotov, the Soviet Foreign Min¬ 
ister, would not agree to the inclusion of this question. He explained 
that it was not necessary inasmuch as the Soviet Union had a special 
agreement with China concerning Manchuria and that there were no 
differences between the two countries on the subject. He said that 
the evacuation of Russian troops from South Manchuria was com¬ 
pleted and that the evacuation from North Manchuria would have 
been completed if the Chinese Government had not requested that it 
be delayed for a month. Mr. Molotov insisted, however, on discussing 
the presence of United States troops in North China. Secretary 
Byrnes agreed to do so in connection with the disarming of Japanese 
forces in North China. 

During the several meetings at which this question was discussed, 
Mr. Byrnes made the point that American forces in China were merely 
assisting in the demobilization of Japanese troops and their deporta¬ 
tion from the area. He indicated that this task had been assumed 
from a feeling of responsibility for the maintenance of peace in North 
China which was one of the motives prompting the dispatch of Gen¬ 
eral Marshall on special mission. Mr. Molotov stated that the evacua¬ 
tion of Russian troops from Manchuria would be completed by 
February 1,1940, and that the Chinese simply wanted to get others to 
do their work. He added that it was intolerable that there were still 
Japanese forces which hud not yet been disarmed. He called attention 
to a Soviet memorandum of December 21 which objected to “other 
foreign troops” as^sting in the disarming of Japanese forces in China 
and demanded that the United States agree with the Soviet Union on 
a date not later than the middle of January 1940 for simultaneous 
evacuation of their respective forces from China. In this memoran¬ 
dum the Soviet Government declared that it adhered to a policy of 
non-interference in the internal affairs of China and indicated tliat 
“other states” should do likewise. Mr. Byrnes reiterated that the 
United States was merely carrying out its responsibilities and denied 
that the United States was interfering in Chinese internal affairs. He 
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empliasized that the United States desired a unified and united China, 
and asked for Soviet cooperation to tliat end. In a subsequent con¬ 
versation with Secretary Byrnes, Generalissimo Stalin also objected 
to tlie use of American troops in the demobilization of Japanese 
forces in China. 

The communique issued at the close of the Moscow Conference con¬ 
tained the following statement regarding China: 

‘‘Tlie three Foreign Secretaries exchanged views with regard to the 
situation in China. They were in agreement as to the need for a 
tmified and democratic China under the National Government, for 
broad participation by democratic elements in all branches of the 
National Government, and for a cessation of civil strife. They reaf¬ 
firmed their adherence to the policy of noninterference in the internal 
affairs of China. 

“Mr. Molotov and Mr. Byrnes had several conversations concerning 
Soviet and American armed forces in China. 

“Mr. Molotov stated that the Soviet forces had disarmed and de¬ 
ported Japanese troops in Manchuria but that withdrawal of Soviet 
forces had been postponed until February 1st at the request of the 
Chinese Government. 

“Mr. Byrnes pointed out that American forces were in north 
China at the request of the Chinese Government, and referred also 
to the primary responsibility of the United States in the implementa¬ 
tion of the Terms of Surrender with respect to the disarming and 
deportation of Japanese troops. He stated that American forces 
would be withdrawn just as soon as this responsibility was discharged 
or the Chinese Government was in a position to discharge the respon¬ 
sibility without the assistance of American forces. 

“The two Foreign Secretaries were in complete accord as to the 
desirability of withdrawal of Soviet and American forces from China 
at the earliest practicable moment consistent with (he discharge of 
their obligations and responsibilities.” 

AMERICAN PROTESTS ON DAIREN 

Because Dairen was not opened to commercial vessels in the months 
following the surrender of Japan, the United States on two occasions 
during 1947 protested to the Soviet Government on the grounds that 
American commercial activity was hindered by the port’s not being 
opened to traffic. Tlie Soviet Union replied by referring to the pro¬ 
vision of the agreement regarding Dairen of August 14, 1945. which 
stated that, in case of war with Japan, Dairen was to come under the 
control of the military regime authorized for the Port Arthur naval 
base area. The Soviet Union added that in as much as the war with 
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Japan had not been terminated, there being no peace treaty. Dairen 
came under the administration of the Port Arthur naval base. Tlie 
Soviet Government also stated that it “sees no basis for a change of the 
regime” under which Dairen remained closed to commercial intercourse 
with other countries. Thus the United States protests were of no 
avail. 

CONCLUSION 

At the time that the Sino-Soviet Treaty and related agreements 
were concluded tlicy were generally considered in the most favorable 
light. It was tliought that the arrangements would provide a firm 
basis for jieaceful and harmonious relations between the two countries. 
The Yalta Agreement had, of course, been dictated by military neces¬ 
sity and the vital importance of ensuring the entry of the Soviet Union 
into the Far Eastern war before the Allied invasion of Japan which 
had been set for the autumn of lOirj. Although the unexpectedly 
early collapse of Japanese resistance later made some of the provisions 
of the Yalta Agreement .seem unnecessary, the Agreement and the sub¬ 
sequent Sino-Soviet Treaty in fact imposed legal limitations on the 
action which Russia would, in any case, have been in a position to take. 
At Yalta, Marshal Stalin not only agreed to declare war on Japan 
within two or three months after V-E Day but limited his “price 
with reference to Manchuria substantially to the position which 
Russia had occupied there prior to 1904. In the Sino-Soviot Treaty, 
furthermore, the Soviets agreed to give the National Government of 
China moral and material support and moreover formalized their 
assurances of noninterference in Chinese internal aflfnirs. In view 
of world developments since the conclusion of hostilities against 
Japan, especially in recent years, there is no evidence to suggest that 
the absence of such arrangements would have restrained the Soviet 
Union from pui-suing Russia’s long-range traditional objectives. 
Even though the Soviet Union has not seen fit to honor its signed 
agreements in practice, their existence has had, as the National 
Government itself has admitted, moral and legal advantage for that 
Government. 
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CHAPTER V 

The Mission of General George C. Marshall 

1945-1947* 

I. THE ECONOMIC, MILITARY AND POLITICAL 

SETTING 


INTRODUCTION 

After tlie successful termination of the war against Japan, and at 
the time General Hurle}’ left Chungking, there were several elements 
in the situation wdiich plausibly argued that i>rospects for peace and 
reconstruction in China were reasonably good. The negotiations be¬ 
tween the National Government and the Chinese Comnumists had 
reached a stage of agieement on general principles and General 
Hurley himself felt that agreement on details and implementation was 
by no means impossible. Both participants in the negotiations still 
professed their desire and intention to seek a political settlement and 
there could be little doubt that the overwhelming popular demand was 
for peace. 

Perhaps the most important factor immediately after V-.T Day was 
the economic situation, which, despite the brutal and devastating 
effects of eight years of war, W’as surprisingly good and contained 
many elements of hope. 

GENERAL ECONOMIC SITUATION IMMEDUTELY AFTER V-J DAY 

In China proper, although there had been serious wartime dis¬ 
ruption in certain sectors of the economy, the productive potential of 
agriculture, mining, and industry in most of the area taken from the 
Japanese was not substantially different froni that of 1937. Tlie 
expulsion of the Japanese from Manchuria and Formosa promised 
to increase several-fold the national industrial plant and to contribute 
to the achievement of national self-sufficiency in food. Such economic 
problems as could be foreseen in the late summer of 1945 related less 

‘The bulk of the material for this chapter has been drawn from the flies of 
Qeacral Marshall’s Mission. 
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to the reconstruction of productive equipment than to the organization 
of production and distribution througli facilities already available. 

Except in those parts of Central and Soutli China which had been 
subjected to active military operations in 1944-11)45, production of 
foodstutfs was at or near prewar levels, but agricultural production 
had shifted significantly away from cash crops, such as cotton, to 
food crops for local consumption. Heavy losses were inflicted on 
inland and coastal shipping during the war years, and the railroad 
from Peiping to Canton and others in South China had suffered 
serious damage, but the efticiency of the greater portion of railroad 
facilities was only moderately impaired. The number of motor 
vehicles in operation had actually increased somewhat during the war. 
Coal production had increased by about 25 percent under Japanese 
management. On the other hand, electric power supply in China 
proper decreased significantly because of the loss of over one-quaitei 
of prewar generating capacity. 

Wartime changes in industrial capacity were not important, except 
in the iron and cotton textile industries. Despite destruction of facil¬ 
ities at Hankow by retreating Chinese forces, total pig iron capacity 
was increased by about 50 percent over prewar levels during the occu¬ 
pation. Cotton spinning capacity, however, fell sharply. A full year 
after Japanese surrender little more than half of the pi’cwar total of 
nearly 5 million spindles was in operation. An additional 1.4 million 
spindles w’ere reparable but were not expected to be brought into pro¬ 
duction for another year. Tlie principal economic effects of eight 
years of war and invasion appear to have been not so much the 
destruction of wealth or the divei-sion of production into new channels 
as the suspension of the process of industrialization and the disrup¬ 
tion of the new national moneUiry system. 

In regaining Manchuria, China would inherit the extensive 
industrial complex built by the Japanese and a rich agricultural 
ai*ea capable of producing a substantial export surplus. With 
about one-fourth of the total area and one-ninth the population, Man¬ 
churia had come to possess an industry over four times as large as that 
of China proper, and an electric generating capacity nearly three 
times as large. The density of Manchuria’s rail net was over four 
times as great as that of China proper. 

Chinn’s economic gains in resuming administration over For¬ 
mosa after a lapse of 60 years were smaller than, but similar in 
nature to those in prospect on V-J Day in Manchuria. Formosa also 
had traditionally a large export surplus of agricultural products. 
Japanese industrial achievements were less impressive in Formosa 
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than in Manchuria, but a wartime boom had given Formosa a sub¬ 
stantial productive capacity in aluminum, petroleum products, and 
electric power, in addition to its older capacity in sugar refining and 
other food exporting industries. Botli agriculture and industry in 
Formosa, however, had suffered severely during the war. Irrigation 
works and crops themselves liad suffered lieavy typhoon damage in 
1944 and 1945. and food production had declined for lack of adecpiate 
fertilizer. Industry, the electric power distribution system, and 
harbor facilities were crippled by Allied bombing in the last months 
of the war. 

CHINA’S FINANCIAL POSITION 

China’s foreign exchange holdings at the conclusion of the war with 
Japan were by far the largest in the history of that country. The 
principal 6.scal asset of the Chine.se Government at the end of the war 
against Japan was its unprecedentedly large reserves of gold and 
U. S. dollar e.xohange, which were estimated to total over 000 million 
United States dollars on December 31, 1045. The accum\ilation of 
these reserves liad been made possible by virtue of the nondisburst*- 
ment of a substantial portion of the 500 million dollar American 
credit authorized in 1942, and by United States Government pay¬ 
ments during the war of approximately 400 million dollars to the 
Chinese Government against advances of Chinese currency and 
Chinese Government expenditures on behalf of the United States 
.\rmy. In addition to these reserves of the Chinese (Tovernment. 
private Chinese held very substantial foreign exchange assets, most 
of which could be used to finance imports into China. Although com¬ 
plete data regarding private Chinese holdings of gold, silver and 
other foreign exchange assets is not available, it has been estimated 
conservatively that such holdings on V-J Day amounted to at least 
several hundred million United States dollai*s. 

Optimism based upon China’s very favorable foreign exchange 
position was tempered by realization of the magnitude of the recon¬ 
struction task in some parts of the economy’, as well as the necessity 
of immediate large-scale imports of food and industrial raw ma¬ 
terial. Pending the re-establishment of normal internal trade, in- 
dustiial production could be maintained and consumer welfare pro¬ 
tected only by the purchase abroad of relatively large quantities of 
such essential commodities as cotton and grain. Reconstruction was 
most urgently needed in the field of transportation. Substantial 
assistance in obtaining the abnormal volume of imports needed in 
connection with postwar reconstruction and rehabilitation was an- 
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ticipatecl from The ultimate soundness of the international 

financial position of the Chinese Government depended, howler, on 
the speed with which export industries and remittances from Chinese 

overseas regained their prewar levels. 

The Chinese Government also faced financial problems of a largely 
domestic nature. Inflationary methods of finance had been resorted 
to during the war as the only means of maintaining resistance against 
the Japanese in the face of the loss of the richest part of the national 
territorv, the disruption of normal trade, and the disorganization of 
public administration. Bringing the wartime inflation to a halt was 
essential to post-war economic recovery, but such action depen^d 
upon an expansion of revenues and a reduction in military expendi¬ 
tures After the war, the Government regained control of the great¬ 
est revenue producing areas of China proper, and, of course, looked 
forward to the Manchurian and Formosan economies as rich sources 
of revenue. The extensive industrial properties taken over from 
tlie Japanese promised to provide the Government with a new and 
non-inflationary source of funds. No accurate appraisal of the value 
of these properties is available but, in addition to tlie major Govern¬ 
ment properties acquired in IVIanchuria and Formosa, the Chinee 
Government fell heir to Japanese cotton mills in China proper with 
a total of almost two million spindles, representing nearly half of 
the nation’s cotton spinning industry, as well as various other 

Japancse-owmed industrial facilities. ,y t -r. 

In prospect, the Government’s financial position on V-^ Day was 
reasonably bright. The inter-related problems that it faced both do- 
mestically and internationally were sizable, but at the same time it 
possessed assets which apiicared capable of making a large contribution 

to their solution. 

UNFAVORABLE ELEMENTS 

Despite the favorable elements in the negotiations and in the eco¬ 
nomic situation there was reason during the fall of 1945 for grave con¬ 
cern that the prospects of peace and stability in Qxina were in serious 
jeopardy. The Chinese Communists had refused to recognize orders 
issued by the National Government concerning acceptance of surrender 
of Japanese and Chinese puppet troops and were proceeding, insofar 
as their capacity permitted, to accept such surrender, to seize enemy 
mat6ricl, and to occupy enemy territory. The result was n series of 
increasingly frequent and widespread clashes between the armed forces 
of the Government and of the Chinese Communist Party. These 
clashes spread to other areas as well, to such an extent that competent 
observers had grave doubts as to the possibility of a peaceful settlement. 
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GENERAL WEDEMEYER’S REPORTS 

On November 14, 1945, Lieutenant General Albert C. Weclemeyer, 
Commanding General, China Theater, reported to Washington that 
the National Government was completely unprepared for occupation 
of Manchuria in the face of Communist opposition. He also re¬ 
ported his recommendation to the Generalissimo that the Chinese 
should adopt the immediate objective of consolidating the areas south 
of the great wall and north of the Yangtze and of securing the over¬ 
land line of communications in that area prior to entrj’ into 
Manchuria, 

Again on November 20,1945, he reported as follows: 

“I have recommended to the Generalissimo that he should concen¬ 
trate his efforts upon establishing control in north China and upon the 
prompt execution of political and official reforms designed to remove 
the practice of corruption by officials ami to eliminate prohibitive 
taxes.” 

General Wedemeyer also recommended the utilization of foreign 
executives and technicians, at least during the transition period. He 
then added: 

“Chinese Communist guerrillas and saboteurs can and probably 
will, if present activities are a reliable indication, restrict and harass 
the movements of National Government forces to such an extent that 
the result will be a costly and extended campaign. . . . Logistical 
support for National Governmental forces and measures for their 
security in the heart of Manchuria have not been fully appreciated 
by the Generalissimo or his Chinese staff. These facts plus the lack 
of appropriate forces and transport have caused me to advise the 
Generalissimo that he should concentrate his efforts on the recovery 
of north China and the consolidation of his military and political 
position there prior to any attempt to occup}* Manchuria. I re¬ 
ceived the impression that he agreed with this concept.” 

Among General Wedeineyer’s conclusions at that time were the 
following: 

“1. The Generalissimo will be able to stabilize the situation in south 
China provided he accepts the assistance of foreign administrators 
and technicians and engages in political, economic and social reforms 
through honest, competent civilian officials. 

“2. He will be unable to stabilize the situation in north China for 
months or perhaps even years unless a satisfactory settlement with the 
Chinese Communists is achieved and followed up realistically by the 
kind of action suggested in paragraph 1. 
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“3. He will be unable to occupy Manchuria for many years unless 
satisfactory’ agreements are reached with Russia and the Chinese 

Communists. 

*‘4, Russia is in effect creating favorable conditions for the rcaliza- 
tion of Chinese Communist and possibly their own plans in north 
China and Manchuria. These activities are violations of the recent 
Sino-Russian Treaty and related agreements. 

‘•5. It appears remote that a satisfactory understanding will be 
reached between Chinese Communists and the National Government.’' 

The final recommendation of General 'Wedemeyer was the establish¬ 
ment by the United States, Great Britain and Russia of n trustccshii) 
over Manchuria until such time as the National Government had be¬ 
come sufliciently strong and stabili 2 ed to assume responsibility of full 
control over the area. One of the principal reasons whicli led Gen¬ 
eral ■\Vcdemeyer to the above conclusions was his conviction that 
National Government abuses and malpractices had already created 
serious discontent among the local population in areas taken over from 
the Japanese, and even this soon after the end of the war against Japan 
had seriously alienated a considerable amount of sympathj’ for the 
National Government. 

It is against this checkered background that the mission of General 
Marshall should be considered. 

GENERAL MARSHALL'S APPOINTMENT AND INSTRUCTIONS 

When President Truman announced on November 27, 1945, his 
acceptance of Ambassador Hurley’s resignation, he announced also the 
appointment of General of the Army George C. Marshall ns his Spe¬ 
cial Representative in China, w’ith the personal rank of Ambassador. 
In the instructions which ho addressed to General Marshall on De¬ 
cember 15,’“ the President asked the General to bring to bear the in- 
fiuence of the United States to the end that the “unification of China 
by peaceful, democratic methods” might bo achieved as soon as pos¬ 
sible and concurrently to endeavor to effect a cessation of hostilities, 
particularly in North China. To assist in the accomplishment of this 
mission General Marshall was authorized to speak to Generalissimo 
Chiang Kai-shek and other Chinese leaders “with the utmost frank¬ 
ness” and to state that “a China disunited and tom by civil strife” 
was not a proper place for American economic assistance in the form 
of credits or technical assistance nor for American military aid. 


** See annexes 01, 02. 
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THE PRESIDENT’S POLICY STATEMENT OF DECEMBER IS. 1945 

A portion of (general Marshall's instructions, in the form of a 
Presidential statement on United States policy toward C'hina, was 
released on December 15 for publication the following day.’** Stating 
that a “strong, united, and democratic China” was of tlie ntmo&t 
importance to world peace, the President declared tl.at it was “in the 
most vital interest of the United States and all the T'^nited Nations 
that the peojjle of China overlook no oj)])ortiinity to adjust their in¬ 
ternal differences promptly by methods of peaceful negotiation.” He 
called for a cessation of hostilities in China, but pledged that there 
would bo no American military intervention to influence the Chinese 
civil fighting, explaining the presence of American troops in North 
China in terms of the necessity for disarming and evacuating sur¬ 
rendered Japanese troops still on Chinese soil. 

President Truman further urged the convening in China of a na¬ 
tional conference of the major Chinese political elements to develop 
a solution to the problems of China which would not only end internal 
strife but would also bring about unification of the country on terms 
which would give all major political elements fair and effective repre¬ 
sentation in the Chinese Government. This obviously meant modifi¬ 
cation of the Kuomintang's system of “j^olitical tutelage” and the 
broadening of the base of government. The President pointed out 
that (ho detailed steps necessary to the achievement of political unity 
in China must be worked out by tlie Chinese themselves and disowned 
any intention of intervening in these matters. He declared, how’ever, 
(hat China and all parties and groups in Chinn had a clear responsi¬ 
bility to tlie other United Nations to eliminate armed civil conflict, 
which was a threat to world stability and peace. 

The President concluded by promising American assistance, as 
China moved toward peace and unity, in the rehabilitation of the 
country, in the improvement of the industrial and agrarian economy, 
and in the establishment of a military organization “capable of dis¬ 
charging China’s national and international responsibilities for the 
maintenance of peace and order.” 

THE BEGINNING OF THE MARSHALL MISSION 

In the light of these instructions General Marshall undertook the 
execution of liis mission immediately upon his arrival in Chungking. 

'Ihe comple.x problems in China fell largely under three heads_ 

political, military and economic—but they frequently became so en¬ 
tangled that discussion of them cannot be separated. This was par- 
ticularly tr ue of the political and military problems, for the two 

” For full text see annex 62. 
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principal Cliinese parties to the negotiations in which General Mar¬ 
shall took pait, the National Government and the Chinese Communist 
l'*arty. frequently made military action or inaction a sine qua non for 
a political concession, or vice versa. 

The President's Special Ri*pi*esontutive acted both as an intermedi¬ 
ary between Generalissimo Chiang Kai-shek and the represcntati>es 
of the Chinese Communist Party and as an adviser to or member of 
certain bodies, or committees, which were established in the effort to 
reach agreement on China's problems. He also exercised initiative in 
giving each side impartially and confidentially the benefit of his 
analysis of the situation as it developed, and in drafting various state¬ 
ments and agreements whicli he thought might move the negotiations 
forward. 

Througliout his mission General Marshall kept the President and 
the Secretary of State fully informed of the progress of the negotia¬ 
tions, of his actions in connection with these negotiations and of his 
estimate of the situation in China. His actions and decisions had the 
unqualified support and approval of the President and the Secretary 

of State. 

The negotiations themselves were most difficult and most complex. 
As it turned out General Marshall was often unable to bring the tjwo 
sides to complete agreement on a set of terms before the situation 
changed, frequently ns a result of what he considered bad faith on one 
side or the other, and a new set of proposals based on the new situa¬ 
tion became the basis of discussion. This chapter largely forms a 
narrative, therefore, of the constantly shifting situations, proposals, 
counterproposals, and discussions, starting with the political and 
military situation which General Marshall found in China upon his 
arrival. Economic matters concerning Sino-American relations dur¬ 
ing the period of the Marshall mission, however, have been separated 
from the rest of this narrative insofar as possible and grouped together 
toward the end of the chapter. 

RECAPITULATION OF CHINESE POLITICAL BACKGROUND FOR THE 
MISSION 

Dr. Sun Yat-sen’s program for China had envisaged a period of 
“political tutelage” under the Kuomintang as the necessary prepara¬ 
tion for the establishment of constitutional government in China. 
The Kuomintang had thus been committed to end its one-party con¬ 
trol of government and to convene a National Assembly for the pur¬ 
pose of adopting a constitution and forming a now government, and 
a draft constitution had actually been promulgated by the National 
Government on May 6, 1036. A National Assembly had been sched- 
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uled to be convened in November 1937 to adopt the constitution, but 
the outbreak of Iiostilities witli Japan )iad resulted in a postponement 
of this Assembly. Preparations for the convening of the Assembly 
had continued, however, during the war with Japan and at a meet¬ 
ing of the Kuomintang Central Executive Committee in September 
1943, Generalissimo Chiang Kai-shek had indicated that with the es¬ 
tablishment of representative institutions the Kuomintang would lose 
all special privileges and other parties would be equal to it in rights 

and freedoms. The Generalissimo had also stated on September 13 
1943: 

. I am of the opinion that first of all ^Ye should clearh’ recog¬ 
nize that the Chinese Communist problem is a purely political prob¬ 
lem and should be solved b}’ political means.*’ 

The Central Executive Committee had accordingly jjassed a resolution 
providing tlnit within one year after the conclusion of the war the 
National Government was to convene a National Assembly to adopt 
and promulgate a constitution. Shortly thereafter, the Generalis¬ 
simo appointed a committee of 53, including 2 Communist repre.senta- 
tives, to lay tlie gi*oundwork for constitutional government. In May 
1944 a Communist representative held preliminary conversations at 
Sian with two high-ranking National Govennnent repi'csentatives and 
later proceeded to Chungking where further discussions were held for 

a settlement of the differences between the Government and the Chinese 
Communists. 

In subsequent discussions between the National Government and 
the Chinese Communist Party at Chungking shortly after V-J Day 
agreement was reached regarding steps to be taken toward the es¬ 
tablishment of a constitutional government. The exact formula was 
set forth in the Text of the Summary of National Government-Com¬ 
munist Conversations issued at Chungking on October 11, 1945, and 
referred to above.* 

This text provided that questions which were not settled during 
these convei-sations should be referred to a “Political Consultative 
Conference.” 

It will be noted that President Truman’s statement of December 15, 
1945, was entirely consonant with the publicly stated pledges of the 
Chinese Government and the Generalissimo regarding a peaceful set¬ 
tlement of the Communist problem and with the agreement reached 
between that Government and the Chinese Communist Party in Octo¬ 
ber 1945 providing for the convening of the “Political Consultative 
Conference ” to discuss measures looking toward the establishment of 

’ See chapter III. 
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a constitutional Government. A provisional list of the delegates to 
this Conference had been published at Chungking on ^'O^^mber 27. 
On December :U, 1045. the National Government announced that the 
Generalissimo had decided that the Political Consultative Conference 
would convene at Chungking on January 10,1946. 

II THE AGREEMENTS OF JANUARY AND 

FEBRUARY 1946 


THE CEASE-FIRE AGREEMENT OF JANUARY 10, 1946 

Prior to the convening of the Conference, the National Government 
presented to the Chinese Communist Party a proposal for the cessa¬ 
tion of hostilities, in which it suggested the formation of a committee 
composed of a representative of the National Government and a rep¬ 
resentative of the Cliinese Communist Party, with General Marshal 
as Chairman, to discuss the question of the cessation of hostilities and 
related matters. The Chinese Communist Party having agreed to 
the formation of this committee. General Chang Chun was appointed 
as the National Government representative and General Chou En-lai 
as the Chinese Communist Party representative. This Committee, 
called the Committee of Three, held its first formal meeting on January 


7, 1046. , ,, . . „ .. . 

During the early coiivei-sations of General Marshall with National 

Goveriunent leaders and Chinese Communist Party representatives in 
Chungking the basic distrust between the two groups was appiueiit. 
The National Government was convinced that the U.S.S.R. had ob¬ 
structed the efforts of the National Government to assume control 
over Manchuria in spite of the provisions of the Sino-Soviet Treaty 
of August 1945 and that the Chinese Communists wore tools of the 
U.S.S.R. The Chinese Communist Party was suspicious of the Kuo- 
iniiitang and believed that its aim was the destruction of the Chinese 
Communist Party. The Government leaders w'cre unwilling to per¬ 
mit Communist participation in the Government until the Communists 
had given up their armed forces^ >vhilo the Communists believed that 
to do so without guarantees of their legal political status would end 
in their destruction. 

In the light of the statement of American policy toward China, which 
pointed out that the United States, the United Kingdom, and the 
U.S.S.R. were committed by various agreements with the Chinese 
Government to the return of all China, including Manchuria, to 
Cliinese control, General Marshall envisaged a solution which would 
bo in accord w’ith these agreements and wliich would result in bringing 
this area under the control of a unified China. 
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With that end in view, he had infoiined General Chou En-lai on 
January 4 that the United States Government was committed to the 
movement of National Govermnent troops to Manclmria. General 
CJiou expressed his apreement to tlio inclusion of an exception in tlie 
cessation of liostiHties apti'eement to permit the movement of National 
Government troops into Manchuria and added that the movement of 
sucli troops conformed to American policy and to the Sino-Soviet 
Treaty of August 1045. 

The Committee of Three reached an agreement on January 10 for 
the cessation of hostilities. In accordance witli this agreement, both 
the Generalissimo and Mr. Mao Tso-tung, Chairman of the Chinese 
Communist Party, hssued orders to their respective armed forces to 
cease hostilities and halt all movements of troops, with certain ex¬ 
ceptions which were included in stipulations regarding the cease-fire 
order and were made public in a press release.® These stipulations 
provided for the movement of National Government troops into and 
within Manchuria for the purpose of re.storing Chinese sovereignty 
and for the movement of National Government troops south of tlie 
Yangtze River in connection with the Government militarv reorgani¬ 
zation plan. The cease-fire order was to be effective at midnight on 
January 13, thus allowing time for the transmis.sion of the order to 
commanders in tlie field. TJie order further provided for the cessation 
of destruction of and interference with all line.s of communication 
and for the removal of obstructions placed against or interfering 
with such lines. 

The agreement also provided for the establishment of an Executive 
Headqiiartei-s at Peiping to carry out the agreement for the cessation 
of hostilities.* This headquarters, which began its official functions 
on January 14, was to consist of three commissioners, one representing 
the National Government, one representing the Chinese Communis't 
Party, and one representing the United States. The National Gov¬ 
ernment and the Chinese Communist Party were to have equal repre¬ 
sentation in the operations section of the Executive Headquarters and 
in the teams to ho sent to the field to carry out on the spot the pro¬ 
visions of the cease-fire order and the directives of the headquartoi's. 
The necess ary instructions and ordei*s agreed upon unanimously by 

* See annex 03. 

See annex 71 for full text of tbe document establishing the Executive Head¬ 
quarters and for a memorandum on operations of the Executive Headquarters, 
^erlcan military and naval personnel In China were aI.so charged with certain 
functions concerning repatriation of .Tapanese. a task which was fulfllled with 
degree of effectiveness so that by the end of IJMG a total of almost 
^.ouo.OOO Japanese military personnel and civilians had been repatriated to 
Japan. A memorandum on this operation Is also Included in annex 71. 
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tlio three commissioners were to be issued in the name of the Presi¬ 
dent of the Republic of China. It was made clear that American 
participation in the headquarters was solely for the purpose of 
assisting the Chinese members in the implementation of the cease-fire 

order. 

THE POLITICAL CONSULTATIVE CONFERENCE 

The agreement for the cessation of hostilities enabled the Political 
Consultative Conference (hereafter called the PCC) to convene in an 
atmosphere of peace. The PCC, which was in session at Chungking 
from January 10 to 31, 1940, was composed of representatives of the 
Kuomintang, the Chinese Communist Party, the Democratic League, 
and the Youth Party and of non-party delegates. It met as a con¬ 
sultative body without any legal authority to enforce its decisions. 
Morally, all groups represented were obligated to accept the decisions, 
but legally the PCC resolutions were subject to approval by the central 
committees or governing bodies of the various parties represented. 

At the opening session of the PCC, Generalissimo Chiang Kai-shek 
announced the decision of the Government to grant immediately cer¬ 
tain fundamental democratic rights. They included fr^aom of 
speech, assembly, and association; equal legal status for all political 
parties; the holding of popular elections; and the release of political 
prisonei-s. On January 31, the PCC held its final session and released 
to the press the text of the resolutions agreed upon.® These resolutions 
were divided into five main headings as follows: (1) Government 
Organization; (2) Program for Peaceful National Reconstruction; 
(3) Military Problems; (4) Agreement on the National Assembly; 
and (5) the 1936 Draft Constitution. 

In his address to the closing session of the PCC, the Generalissimo 
made the following statements regarding the PCC resolutions:• 

“I wish to declare first on behalf of the Government that they will 
bo fully respected and carried out as soon as the prescribed procedure 
have been completed. I pledge at the same time that I will uphold this 
program faithfully and will also see to it that all tlie military and 
civil subordinates follow it strictly. From now on, I will, whether 
in the Government or out of it, faithfully and resolutely observe, as 
a citizen should, all the decisions of tliis Conference.” 

In contrast to the Generalissimo’s statements, however, there were 
indications of strong opposition to the PCC resolutions among power¬ 
ful reactionary groups in the Kuomintang. Minority party reaction 

to the decisions of the PCC was shown in the issuance of categorical 

* 


• See annexes 64, 65, 60, 67, 68. 

•As reported by the Kuomintang Ministry of Information. 
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statements by tlie Chinese Communist Party, the Democratic League, 
and the Youth Party of their intention to carry out tlie PCC 
resolutions. 

General Marshall did not act as a mediator or participate in the 
discussions of the Political Consultative Conference. In accordance 
with the Generalissimo's request, he did, however, have prepared a brief 
draft of an act for possible promulgation by the National Government 
which included a bill of riglU.s. a provision for drawing uji a constitu¬ 
tion to be submitted to the National Assembly in May and a provision 
for the establishment of an interijn coalition government reposing in 
the Generalissimo power of control as the Pre.'^ident of all China prior 
to the formation of the constitutional government. This draft was 
presented to the Generalissimo on a confidential basis on January 23. 

THE PCC RESOLUTIONS 

The PCC resolutions provided for convening a National Assembly 
on May 5, 1946, for the purpose of adopting a constitution and for 
the formation of a Constitution Draft Committee to draw up a 
detailed plan for revision of the 193G Draft Constitution based on 
the principles agreed upon by the PCC, as well as recommendations 
of various associations connected with the promotion of constitu¬ 
tionalism in China. This plan was to be submitted to the National 
^ssembly for adoption. The PCC resolutions also provided that, pend¬ 
ing the convening of the National As.sembly, the Kuomintang would 
revise the organic law of the National Government to make the State 
Council the supreme organ of the Government in charge of national 
affairs. This Council was to be composed of 40 members, who would 
be chosen by tlie Generalissimo from Kuomintang and non-Kuomin- 
tang members. Half of the Councillors would be members of the 
Kuomintang and half members of other jiarties and non-party per¬ 
sonnel. The specific allotment of seats of non-Kuomintang Coun¬ 
cillors was to be the subject of separate discussion after the adjourn¬ 
ment of the PCC. The PCC resolutions regarding the State Council 
empowered the President to veto any decision of the Council, and 
such a veto could be overridden only by a three-fifths vote of the 
^uncil. General resolutions would require n majority vote of the 
Councillors present, but any resolutions involving changes in the 
administrative policy would be required to have a two-thirds vote of 
the members present for approval. However, a majority vote of 
the members present would be suflicient to decide whether a resolu¬ 
tion involved a change in admini.strative policy. The PCC resolutions 
regarding the membership of the State Council and the question of 
the veto power subsequently played an important part in the negotia- 
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tions between the Chinese Government and the Chinese Cominmiist 
Part V The quest ion of the veto power arose m discussions regarding 
.nenibership in the State Council. The Chinese Communist 1 arty 
be<mn to advance claims for control of at least 14 sejits in the Council 
anTon- its own members and friendly nominees. M ith this "U^^er 
the Chinese Communist Party would have sufficient voting strength 
to exercise a veto to prevent changes in the PCC resolutions. 

Under the Program for Peaceful National Reconstruction of the 
PCC resolutions, the equality and legality of all political parties were 
recognized and all parties were pledged to recognize the national 
leadLhip oi President Cl.iang Kai-sl,ek. The program provided 
inter alia for the maintenance of the status qua in liberated areas 
where the government was under dispute until a settlement should 
be made by the National Government after its reorganization, a point 
of considerable importance in later negotiations. 

Under the PCC resolutions on military problems, provision was 
made for reorganization and reduction of the armies and the creation 
of a national army belonging to the State in which no political parties 
would bo allowed to carry on political activities. It was also pro¬ 
vided that the “Three-Man Military Commission” should agree upon 
practical methods for the reorganization of the Chinese Commun^t 
armies at an early date. It was further provided that, when the 
reorganization of both the National Government and Communist 
armies should bo completed, all armies should again be reorganized 

into 50 or 60 divisions. 


THE MILITARY REORGANIZ.VTION AGREEMENT OF 
FEBRUARY 25, 1946 

On January 10 the National Government suggested the formation 
of a military committee to draw up measures for the reorganization 
and redisposition of the Chinese armies. Such a committee had al¬ 
ready been agreed to by the National Government and the Chinese 
Communist Party during the negotiations ending in October 1946. 
The Chinese Communist Party representatives agreed to this proposal 
and both the Chinese Government and the Chinese Conimimist Party 
expressed their approval of General Marshall’s participation in this 
committee as an adviser. This committee, known as the Military Sub¬ 
committee, was composed of General Chang Chili-chimg as the Na¬ 
tional Government representative, General Chou En-lai as the Chinese 
Communist Party representative and General Marshall as adviser. 

The Military Subcommittee hold its first meeting on February 14, 
1946, and on February 25 reached an agreement entitled “Basis for 
Military Reorganization and for the Integration of the Commui^t 
Forces into the National Army.” In the press release announcmg 
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the agreement/ it was explained that the purpose of the agreement 
was to facilitate the economic rehabilitation of China and at the same 
time to furnish a basis for the development of an effective military 
force capable of safeguarding the security of the nation, including 
provisions to safeguard the rights of the people from military in¬ 
terference. It was also pointed out that the Executive Headquarters 
at Peiping would be charged with respon.sibility for supervising the 
execution of orders necessaiy to the implementation of the agreement 
and that the measures to be decided upoi^ by the Military Subcom¬ 
mittee for the execution of the terms of tlie agreement would be carried 
out over a period of 18 months. 


Tlie terms of the agreement envisaged the reduction of the National 
Government armies to 90 divisions at the end of l‘J months and tlie 
reduction of the Chinese Communist forces to 18 divisions during 
that same period. A further reduction at the end of the following 
6 months provided for 50 National Government divisions and 10 
Communist divisions, the total of 60 divisions of not more than 14,000 
men each to be formed into 20 armies. The process of integration was 
provided for initially during the seventli month. The National Gov¬ 
ernment and the Chinese Communist Party were required under the 
agreement to make provisions for the supply, movement and employ¬ 
ment of their respective demobilized personnel, the National Govei n- 
ment to assume this responsibility for all demobilized pci-sonnel as 
soon as practicable. For purpo.ses of integration and dejjloyment, 
China was divided into five general areas as follows: Northeast China, 
Northwest China, North China, Central China and South China 
(including Formosa) and a specific number of armies was provided 
for each area at the end of the 12-month period and again at the end 
of the full 18-month period. Provision was made for the following 
distribution of the armed forces at the end of 18 months: Northeast 
China (Manchuria)—14 National Government divisions and 1 Com¬ 


munist division; Northwest China—9 National Government divisions; 
North China—11 National Goveriunent divisions and 7 Communist 
divisions; Central China—10 National Government divisions and 2 
Communist divisions; and South China (including Formosa)—6 
National Government divisions. 


In discussions leading to this agreement, General Marshall en¬ 
deavored to emphasize as strongly as possible the necessity of creating 
in China a national, nonpoliticul military force along the lines of 
western military tradition, to be used as a democratic army and not ns 
an authoritarian weapon. The agreement reached was based upon the 
general principle of separating the army from politics and, although 


' See annex C9, 
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this idea was not expressly stated in the agreement, the various articles 
adhered to this general plan. This principle was of the greatest 
importance in China, whore political power in the final analysis was 
dependent upon the possession of military force and where the military 
constantly interfered with civil administration or were themselves 
legally in control of civil administration by appointment to office. In 
a brief speech at the time of the signing of this agreement General 
Marshall made the following statement: “This agreement, I think, 
represents the great hope of China. I can only trust that its pag^ 
will not bo soiled by a small group of irreconcilables who for a selfish 
purpose would defeat the Chinese people in their overwhelming desire 

for peace and prosperity.” 

The agreement required the National Government to prepare and 
submit to the Ifilitary Subcommittee, within 3 weeks of the promulga¬ 
tion of the agreement, a list of the 90 divisions to bo retained and the 
order of demobilization of units during the first 2 months. Such a list 
was submitted on March 2C. The agreement similarly provided for the 
preparation and submission to the Committee by the Cliinese Com¬ 
munist Party, within 3 weeks of the promulgation of the agreement, 
of a complete list of all its military units, together with a list of the 
18 divisions to be retained and the order of demobilization of units 
during the first 2 months—a provision with which the Communists 
never complied. It was further provided that witliin 6 weeks after 
the promulgation of this agreement both the National Government 
and the Chinese Communist Party should furnish to the Committee 

lists of the units to be demobilized. 

Agreement was reached by the Military Subcommittee on February 
27,1946, on a directive * to the Executive Headquarters implementing 
the basic plan for military reorganization and integration of the Com¬ 
munist armies into the National Army. The directive, signed on 
March 16, 1916, e.stablished the Executive Headquarters as the agency 
for the execution of the basic plan and provided for the formation of 
a group in the headquarters, composed of National Government, 
Clunese Communist Party, and United States personnel, to plan and 
supervise the execution of the plan. The directive also provided for 
the complete disbandment within 3 months of Chinese puppet units 
who had served the Japanese and for the establishment of a 12-week 
basic training program for the National Government and Communist 
Party divisions to be retained. The directive recommended the estab¬ 
lishment of a Demobilized Manpower Commission, which should co¬ 
ordinate its efforts with those of the Government, the Communist 


' See annex 70. 
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Party, civilian agencies, relief organizations, and the Executive Head¬ 
quarters. 

The conclusion of the agreement for military reorganization marked 
the third major step in bringing peace to China and in establishing 
a basis for unification of the country. Tlic cessation of hostilities 
agreement was designed to bring to a halt actual fighting in order 
that negotiations for a political and military settlement could bo car¬ 
ried on in an atmosphere of peace. Tlie PCC resolutions represented 
an agreement on the questions of governmental reorganization and 
the establishment of a constitutional government. The Basis for 
Military Reorganization similarly provided an agi*eement on the 
question of integration of the Communist Partj' armed forces into 
the National Army and the reorganization of all armies in Cliina 
on a democratic base. 

It should be noted that the political and military agreements recog¬ 
nized the preponderant strength of the Kuomintang position in the 
National Government. In the interim State Council, which was to 
function until the establishment of constitutional government through 
action of the National Assembly, the Kuomintang was allocated 20 
of the 40 seats. The President was empowered to veto any decision 
of the Council and his veto could be overriden only by a three-fifths 
vote of the members of the Council. Under the military reorgani¬ 
zation plan, the preponderant strength of the National Government 
was recognized by provision for a National Government superiority 
of 5 to 1 in relation to the Communist forces, by which at the end of 
the 18-njonth reorganization and integration period the National 
Army would have 50 Government and 10 Communist divisions. 

CHINESE PUBLIC REACTION 

The immediate reaction of the Chinese public to the cessation of 
hostilities and the announcement of the PCC resolutions was one of 
enthusiastic approval, tempered by the realization tliat the imple¬ 
mentation of the resolutions would be the acid test by which the sin¬ 
cerity of the two rival parties could be gauged. The indication of 
strong resentment against the PCC on the part of powerful groups 
within the Kuomintang and the opposition by a powerful group of 
National Government Army generals to any reorganization of the 
armies which would threaten their position were seen as obstacles, 
on the Kuomintang side, to successful implementation of the resolu¬ 
tions. Disquieting incidents, such as an attack by alleged Kuomin- 
tong plain-clothes men on a mass meeting held at Chungking to cele¬ 
brate the success of the PCC, police interference with minority party 
delegates to the PCC, and an attack on the Communist Party news- 
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paper premises at Chungking, all served to strengthen the fears of 
oppositit)n to the PCC by irreconcilable elements m the Kuommtang. 

KUOMINTANG ACTION ON THE PCC RESOLUTIONS 

The next step in connection with the PCC resolutions of January 31 
was that of obtaining legal action by the National Government to 
approve these resolutions. Tlie Central Executive Committee (here¬ 
after called the CEC) of the Kuoinintang met at Chungking from 
March 1 to 17 for the purpose of passing upon the PCC resolutions. 
Simultaneouslv with the CEC sessions, there were also held at Chung- 
kinr» meetings of the PCC Steering Committee and the PCC Constitu- 
tioiral Reviewing Committee, in which discussions were held of pmnte 
which the CEC reportedly wished to have revised. Although the CEC 
announced at the end of its sessions that it had approved the PCC 
resolutions in toto^ there were indications that approval had been 
hedged by reservations and that irreconcilable elements within the 
Kuomintang wore endeavoring to sabotage the PCC program. Their 
efforts wore reportedly directed toward revisions of tl\e principles 
approved by the PCC as the basis for revising the Draft Constitution 
and toward obtaining close adherence to the May 1936 Draft Consti¬ 
tution, on wiiich the Kuoinintang had originally insisted in the PCC 

sessions. ^ j • u -ann 

Discussions regarding the PCC resolutions continued in the PCC 

Steering Committee after the adjournment of the Kuomintang CEC 
on March 17. During this period the Communist Party and Demo¬ 
cratic I..cagiie representatives maintained the general position that the 
PCC resolutions had been agreed updh by duly authorized representa¬ 
tives of all parties and indicated that they would oppose any major 
changes in the resolutions. The Communist Party and Democratic 
League, therefore, refused to nominate members to the State Council 
for participation in a reorganized government until the Kuomintong 
should publish a statement of any revisions of the PCC rwolutions 
agreed upon and of a definite commitment by the Kuomintang to 
implement the PCC program ns revised. In the meantime, the Com¬ 
munist Party postponed its Central Committee meeting, originally 
scheduled for March 31 for the purpose of passing upon the PCC reso¬ 
lutions. Under these circumstances the PCC Constitutional Review¬ 
ing Committee suspended its work upon preparation of a revised 
constitution to submit to the National Assembly, still scheduled to meet 
on May 5, but later postponed and not convened until November, 


• See annex 72. 
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GENERAL MARSHALL’S RECALL FOR CONSULTATION 

Following the signing of the military reorganization agreement 
General Marshall ha<l recommended to President Truman that he be 
recalled to Washington for a brief visit. He felt that he should report 
to the President on tlie situation in China and he was particularly 
anxious to take up the tiuestion of the transfer of surplus property and 
shipping and the problem of loans to China. He also wished to make 
a personal presentation of the situation in China regarding Uxkra 
and famine conditions. He was of the opinion that he should make 
a brief visit to obtain financial and economic facilities to aid China 
and return to China in time to assist in adjusting dilTorences whicli 
were certain to arise over the major problems connected witli tlie 
agreements reached. It was his opinion that steps had to be taken 
to assist China and its people in the increasingly serious economic 
situation and to facilitate the etrorts being made toward peace and 
unity in China and toward the establishment of a unified defense 
force. General Marshall felt that Chinese political and military unity 
could only be consolidated and made lasting througii the rehabilitation 
of the country and the permanent general improvement of economic 
conditions. President Truman approveil the recommendation and 
formally recalled luni to Washington for these purposes. He accortl- 
ingly departed for Washington on Marcli 11, 1946. 


HI. THE MANCHURIAN CRISIS 

FIELD TEAMS FOR MANCIIURLV 

The cease-fire agreement of January 10, 194G, made no mention 
of any exemption of any part of Chinn from its provisions, except 
in regard to the movement of troops, and there was no implication 
or indication in the meetings of the Committee of Three that Man¬ 
churia w’as not included within the scope of the cessation of hostilities 
order. General Marshall felt very strongly that the authority of the 
Exwutive Headquarters in Manchuria shoidd be asserted in order to 
avoid possible future clashes and difficulties between the two opposing 
Chinese forces if the Russian troops should withdraw from Man¬ 
churia. The matter was complicated by the continued delay in the 
withdrawal of Russian troops, resulting in suspicion on the part of the 
National Government of Russian intentions and aims in Manchuria 
and in the consequent inability of the National Government to assume 
control in that area. 

With these circumstances in mind and as a result of reports of fight¬ 
ing at Yingkow, a port in south Manchuria, General Marshall pro- 
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posed on January 24, 194G, that an Executive Headquarters field team 
be sent immediately to It ingkow and that in the event of future inci¬ 
dents of this kind similar action be taken.*® The National Govern¬ 
ment was unwilling to agree to this proposal, although the Chinese 
Communist Party gave its approval. On February 20 General Mar- 
sliall again, but without success, proposed that field teams be sent to 
Manchuria, pointing out the need of such teams both in stopping 
possible conflicts and in establishing a basis for the demobilization 
of the armies under the plan for military reorganization and integra¬ 
tion. While the Chinese Communist Party acquiesced in this pro¬ 
posal, the National Government remained adamant in spite of a de¬ 
terioration of the situation in Manchuria. At this stage the National 
(lovernment seemed determined to incur no restraints on its freedom 
of action in Manchuria and appeared bent on a policy of complete 
military occupation of the area and elimination of the Chinese Com¬ 
munist forces if they were encountered, even though it did not have 
the military capability of achieving these objectives. 

It was not until March 11, the day of General Marshall’s departure 
for Washington, that the Generalissimo finally agreed to the entry of 
Executive Headquarters field teams into Manchuria, but with numer¬ 
ous conditions stipulated, so that agi*cement on a directive for the 
entry of (he teams into Manchuria was not reached until March 27.*' 
This diix'Ctivo was not, however, sufficiently broad to enable the teams 
to bring about a cessation of the fighting, which meanwhile was 
developing into a dangerous situation for the National Government 
forces. 

In addition to this difficulty, there was a justified complaint by the 
Chinese Communists that the National Government commander at 
Canton had violated the terms of the cessation of hostilities order by 
refusing to recognize the authority of the Executive Headquarters in 
his area of command, and that the Supreme Headquarters of the 
National Government armies at Nanking had failed to carry out the 
specific stipulation of the cease-fire order to report all movements of 
the National Government troops to the Executive Headquarters at 
Peiping. There had been, of course, a number of minor infractions 
of the cease-fire order by subordinate commanders on both sides. 
There was also a difficult problem in the north Hupeh-south Honan 
area where about 60,000 Communist troops, encircled by Government 
ti'oops, were having difficulty in obtaining food supplies. 

The extended delay in the sending of teams to Mandiuria, caused 
first by the National Government’s refusal to give its approval for such 

'* See annex 73. 

” See annex 74. 
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action and later by the inability of the two Chinese representatives to 
agree on a suitable directive for the teams, had already resulted in a 
serious situation. The Chinese Communist Party in Manchuria was 
steadily extending the area of its control. The Russian withdrawn! 
from Manchuria, originally scheduled to be completed by December 3, 
1945, had been postponed until February 1, 194G, in accordance with 
an agreement between the Chinese and Soviet Governments. In early 
March, however, the Chinese Government formally requested tlie with¬ 
drawal of the Russian forces from Manchuria. Subsequent to this 
request, the Soviet Government agreed to the prf)gressive and com¬ 
plete withdrawal of its armies beginning on April G and ending on 
April 29. When the Russian troops did'withdraw toward the north, 
the National Government found itself with extended lines of com¬ 
munication and limited railroad rolling stock. Although it Inul ap¬ 
proximately 137,000 troops in Manchiiria and the adjoining areas of 
Jehol Province by mid-March, these were insuflicient to move into all 
tlie areas evacuated by the Russian armies in time to prevent their 
occupation by the Chinese Communists'. The Chinese Communist 
forces were moving both into areas from which Russian troops were 
withdrawing and into the hinterland between the lines of communica¬ 
tion wliere there had been no occupation forces. The movement 
of National Government troops into and within Manchuria for the 
purpose of restoring Chinese sovereignty had been provided for in 
the cease-6re agreement. The entry of the Chinese Government forces 
had, however, been seriously impeded by the Russian refusal to permit 
their use of Dairen as the port of entry and their continued advance 
subsequent to their entry had been blocked by the delay in the Rxissian 
withdrawal. This delay also had the effect of giving the Chinese 
Communists time to build up their forces in Manchuria, which had 
apparently been reinforced by the movement of hastily organized or 
reinforced units from Chahar and Jehol Provinces. While these 
movements had begun in August and September 1945, there was 
evidence of the unauthorized continuation of the movement after Jan¬ 
uary 13, 1946. Chinese Communist political infiltration w’as also 
facilitated by the delayed Russian withdrawal. In addition, the 
Chinese Communists were enabled to take over and pvit into use anmng 
their troops stores of weapons and military supplies possessed b}’ the 
Japanese at the time of their surrender and made available directly 
or indirectly by the Russians. 

Further delay and increased distrust between the National Govern¬ 
ment and the Chinese Communists had resulted from the actions of 
the National Government commander in Manchuria in seeking to 
establish military control in the rural areas removed from the main 
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lines of communication, tliere being no Executive Headquarters field 
teams to moderate or regxilate the procedure where National Govcim- 
ment and Chinese Commiinist forces were in contact. These tactics 
had brought him in violent conflict with Chinese Communist forces in 
the hinterland, who were thus in a position to level the accusation 
that his chief aim was to eliminate their forces rather than to restore 

Chinese sovereignty in Manchuria. 

This situation made a solution of the political impasse immeasurably 
more difficult, as it created considerable misgivings among the Chinese 
with regard to the relationship of the Chinese Communists to the Soviet 
Union and strengthened the position of irreconcilable elements within 
the Kuornintang. which woufd have been opposed to the political solu¬ 
tion olTered by the PCC i-esolutions under any circumstances. The sit¬ 
uation in Manchuria, however, presented them with a plausible excuse 
for resisting any limitation of Kuornintang governmental authority 
under such circumstances. Chinese Communist resentment and sus¬ 
picions. in ttirii, were aroused by the obvious intention of the National 
Government to assume complete military and political control in Man¬ 
churia through new administrative appointees for Manchurian posts 
from among the most anti-Communist elements in the Kuornintang. 

In spite of the deterioration in the general situation, agreement was 
reached in the PCC Steering Committee on April 1 in regard to the 
National Assembly. Following this agreement, however, subsequent 
meetings of the PCC Steering Committee ended in a virtual stalemate 
and. w’ith the worsening of the situation in Manchuria, it became 
apparent that no real settlement of govemmental and constitutional 
questions in China could be reached so long as the Manchurian problem 
remained unsolved. This meant an indefinite postponement of the 
National Assembly, originally scheduled for May 5. Matters were 
further complicated by the continued refusal of the Chinese Commun¬ 
ist Party to submit a complete list of its military units in accordance 
with the Military Reorganization Agreement of February 26. 

In spite of agreement authorizing the entry of Executive Head¬ 
quarters field teams into Manchuria, the National Government offered 
obstructions to the functioning of the teams, first by the refusal of the 
Commanding General in Manchuria to permit the teams to enter Man¬ 
churia and later by the refusal of the National Government members 
of the teams to take any action on tlio basis that they had no authority. 
It was not until April 8 that the field teams proceeded to areas of 
conflict in Manchuria, whore the situation was complicated by develop¬ 
ments connected with the Russian withdrawal. Subsequent to their 
withdrawal from Mukden, for example, the Russian militery authori¬ 
ties refused to approve the National Government’s use of the rail lino 
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north toward Changcluin for (he transportation of Chinese troops, 
alleging that it was prohibited by the terms of the Sino-Soviet Treaty 
of August 1945. It was also reported that the Russian authorities had 
rejected a request by the Chinese Government for the retention of 
small Russian garrisons in the points then being evacuated by Russian 
troops until the National Government's troops should arrive to take 
oversovereigntj’ at such places. 

Another phase of the Manchurian situation, one which was tbe sub¬ 
ject of frequent propaganda attacks by the Chinese Communist Party, 
was the transportation of National Government troops by American 
facilities. On March 31 the Chinese Communists protested the further 
transportation of Chinese Government armies into ^lanchuiia bj 
American vessels on the ground that the military reorganization ])laii 
of Februaiy 25 restricted tlie number of Government troops in Man¬ 
churia to 5 armies. It was pointed out to General Chou En-lai that 
the limitation of Government troops in Manchuria, set forth in the 
military reorganization plan, was not to be etlective until the end of 12 
months and that the movement of National Government armies into 
Manchuria hud been authorized by the cessation of hostilities order 
of January 10. 

CHINESE COMMUNIST OCCUPATION OF CHANGCHUN 

On April 15, 1946, the day after the withdrawal of Russian troops 
from Changchun, the Chinese Communist forces attacked the city, 
and occupied it on April 18. This action was a flagrant violation of 
the cessation of hostilities order and an act W’hich was to have serious 
consequences. It made the victorious Chinese Communist generals 
in Manchuria overconfident and less amenable to compromise, but 
even more disastrous was the effect upon the National Government. 
It greatly strengthened the hand of the ultra-reactionary groups 
in the Government, which were then in a position to say that the 
Communists had demonstrated that they never intended to carry out 
their agreements. 

At the time of General Marshall’s return to China on April 18, 
the impasse was complete, except that the Chinese Cominunists were 
willing to submit the future military dispositions and local political 
reorganization to negotiations if the fighting were terminated. The 
National Government declined such compromises, on the grounds that 
the cessation of hostilities order clearly gave National Government 
troops the right to proceed anywhere in Manchuria necessary to estab¬ 
lish sovereignty, and stated that negotiations regarding politiaxl ques¬ 
tions would be considered only after sovereignty had been established 
along the railway mentioned in the Sino-Soviet Treaty of August 
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1045. The Government was militarily powerless, however, to enforce 
sucli demands. General Marshall submitted a proposal to the 
eralissimo in keeping with what he believed to be the Generalissimos 
view that the Government could not and would not advance farther 
north, but tliscovered that the Generalissimo had in mind the use of 
force to occupy Changchun and overpower the Chinese Communist 
troops in that region. 

At the beginning of May the Generalissimo finally came to the point 
of proposing the same conditions for a settlement of the Manchurian 
problems that the Chinese Communists had actually proposed about 
si.x weeks earlier, before the Communists had captured Changchun. 
It was also demanded that Chinese Communist forces evacuate Chang¬ 
chun and permit Government troops to occupy it, indicating that 
following the occupation of Changchun negotiations would begin 
regarding military dispositions and political reorganization. 

Tlie successful Chinese Communist commanders in the Changchun 
region, however, had been strengthened by their acquisition of Jap¬ 
anese military equipment and stores, including medium artillery 
and tanks, while tlie National Government’s miliUry position grew 
weaker as its forces advanced, owing to the great distances over 
which its troops had to move in proceeding northward. The 
Chinese Communists therefore did not accept the Government’s 
terms and General Chou En-lai urged General Marshall to with¬ 
draw shipping support from the National Government armies in 
order to force the hand of the Generalissimo. The Generalis¬ 
simo’s advisors were urging a policy of force which they were not 
capable of carrying out, oven with American logistical support 
and the presence of United States Marines in the North Chinn ports 
of Tsingtao and Tientsin and up the railway line toward the port 
of Chinhuangtao, fiom which the coal essential for the industries of 
the lower Yangtze Valley area was shipped south. 

GENERAL MARSHALL’S APPRAISAL OF THE SITUATION 

In conversations with National Government lenders General Mar¬ 
shall endeavored to emphasize the seriousness of the situation. Ho 
pointed out that many of the existing difficulties could have been 
avoided earlier by the National Government but that the situation 
was now reversed; that there was a complete lack of faith and a feeling 
of distrust on both sides and that each side saw behind all proposals 
from the other an evil motive; that the National Government had 
blocked the sending of field teams into Manchuria which might have 
been able to control the situation; that while the Communists said 
that the cessation of hostilities order of January 10 applied to all of 
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China, the Xutional Government resisted its application to Man¬ 
churia; that when the National Government troops moved into Man¬ 
churia they attempted to destroy the Chinese Communist forces in tlie 
hinterland; and that the Generalissimo's military advisers liad shown 
very poor judgment. He continued that in many instances the Na¬ 
tional Govermnent authorities had offered opportunities to the Com¬ 
munist Party to make accusations against their good faith: (1) the 
situation north of Hankow, where Communist troops were surrounded 
by large Government concentrations; (2) the movement of Govern¬ 
ment troops toward Chihfeng, Jehol Province, under ordei-s issued 
by the National Government military headquarters at Chungking in 
violation of the cease-fire order; (3) the refusal of the Commanding 
General at Canton to recognize the existence of Communist troops in 
that area as well as the ordei's of tlie Executive Headquarters and the 
National Government at Chungking regarding Executive Headquar¬ 
ters’ investigation of the situation in this area; (4) the failure of 
the National Government Army Headquarters to submit daily reports 
of its troop movements south of the Yangtze River, as was clearly 
required by the cessation of liostilities order; (5) the search of homes 
of Chinese Communist Party personnel and closure of Chinese Com¬ 
munist newspaper oflices at Peiping; (6) the “buzzing” of the air¬ 
field at Yenan by National Government planes; and (7) the detention 
of Chinese Communist field team personnel at the airfield at Mukden. 
General Marshall characterized these acts as stupid actions of no ben¬ 
efit to the National Government, which not only served as ammuni¬ 
tion to the Chinese Communists, but, what was far more serious, stimu¬ 
lated their suspicion of Government intentions. He said that the 
Kuomintang had had an opportunity to have peace in Manchuria but 
had not utilized the opportunity, and concluded that the Chinese Com¬ 
munists were now taking advantage of the existing situation and were 
becoming stronger daily, thus placing the National Government in 
a very dangerous military position .with over-extended lines and a 
constantly increasing dispersion of forces. 

The reaction of the Chinese Communists was revealed by their desire 
to change the ratio of military strength in Manchuria. General Chou 
En-lai informed General Mai*shall that the Communist Party wished 
to revise the ratio of 1 Communist division to 14 Government divi¬ 
sions in Manchuria provided for in the military reorganization agree¬ 
ment at the end of 18 months, and was adamantly opposed to the 
movement of additional Government troops in Manchuria. General 
Marshall explained that, when the United States had completed the 
movement of the seven National Government armies into Manchuria 
which it was committed to transport to that area, a total of 228,000 
844638—19 - 18 
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(iovcnimeiit (loops would have been inoveil by American facilities. 
However, the total National Government strength at the end of 12 
months authorized for Manchuria in the military reorganization 
agreement would be approximately 240,000 men. 

In further discussions with General Chou En-lai, General Marshall 


slated that in his opinion the fundamental difference between the. 
positions of (he two siiles lay in the question of sovereignty in Man- 
rluiria ; that sovereignty implied control ami control could not be held 
by the National Government unless it occupied Changchun; and that 
(he Generalissimo had made a significant concession to the Chinese 
Communists by his willingness to hold open for negotiation problems 
relating to (he remaiiuler of Manchuria provided the Communist 
forces evacuated Changchun. He further staled that lie had done hi.s 
best in an effort to negotiate this critical problem but that the matter 
liad virtually i)asscd out of his hands. He added that ho did not see 
that he could accomplish anything more through mediation, since at 
that time his position in endeavoring to persuade the Government 
to take various actions had been heavily compromised by the Com¬ 
munist attack on Changchun. 


GENERAL MARSHALL’S TEMPORARY WITHDRAWAL FROM 
MEDIATION 

At this point General Mai-shall withdrew from formal mediation 
between the two parties for a settlement of the Manchurian problem. 
Ho did, however, continue to hold separate conferences with repre¬ 
sentatives of the two sides and to act as a channel of communication 
between them. The diminishing efTectiveiiess of the Executive Head- 
(puirtei-s field teams was a matter of particular concern at this time. 
Executive IIeadquartei*s reports during this period revealed the com¬ 
plete opposition of the Communist membei-s, at the operations level in 
the Headquarters and in the field teams, toward any common sense 
action which should bo taken by the teams. United States Army 
oflicers had originally been impressed by the high degree of coopera¬ 
tion by tlie Communists, but the Communist tactics of blocking action 
had lowered American confidence in their sincerity. In view of these 
difliculties the Committee of Three discussed the matter and on May 
14 reached agreement on a document designed to ensure more prompt 
investigation of reported violations of the cessation of hostilities 
order.” 

During his discussions with National Government leaders, General 
Marshall continued to point out that the time element was of great im¬ 
portance. The situation in North China was becoming more serious 


“ See annex 75. 
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with two major irritants affecting the sitnation there—tlie unsettled 
question of the destruction of railway fortifications and the failure of 
the National Government to i*epoit its routine troop movements to the 
Executive Headquarters. Tlie situation in North China was, of 
course, dominated by the outcome in Mancluiria, and continued failure 
to find a solution in Manchuria would probably make the Executive 
Headquarters completely ineffective. A solution was made more dif¬ 
ficult by the repeated insistence of the Generalissimo in discussions 
with General Marshall that he would not sign or agree to any settle¬ 
ment that did not provide for evacuation of Changchun by the Com¬ 
munists and its occupation by the Government and that he would 
accept nothing less than complete National Government sovei*eignty 
in Manchuria. Under these circumstances General Mai-shall con¬ 
sidered it unwise for him to re-enter the negotiations in the capacity 
of mediator, since there was no basis for agreement by the Chinese 
Communist Party and he did not wish to be placed in a position where 
he would have no power to avert an otherwise certain stalemate. 

SUGGESTED COMPROMISE SOLUTION 

At the request of the Generalissimo for his views General Mar¬ 
shall suggested that a compromise solution of the Manchurian issues 
be reached which would provide for Communist withdrawal from 
Changchun and the establishment of an advance echelon of the Execu¬ 
tive Headquarters at that city as a basis for terminating the fighting 
preliminary to entering into negotiations. This solution would also 
envisage the occupation of Changchun by the Government troops with¬ 
in a maximum time of six montlis, preferably much sooner. General 
Marshall’s conclusions as communicated to the Generalissimo, were as 
follows: 

The Government’s military position was w'eak in Manchuria and 
the Communists had the strategical advantage there. The psycho¬ 
logical effect of a compromise on the part of the Government to 
achieve peace would not injure its prestige but w’ould indicate that the 
Generalissimo was making evei'y effort to promote peace. The pro¬ 
posal to utilize the Executive Headquarters in Changchun would bol¬ 
ster the conviction that the Generalissimo was striving for peace. 
Finally some compromise must be reached as quickly as possible or 
China would be faced with a chaotic situation, militarily, financially 
and economically. 

General Marsliall suggested the same general solution on May 13 
to General Chou En-lai, W’ho said that ho would transmit the proposal 
to Yenan. General Marshall emphasized that, unless he could be 
reasonably certain of the position of the Communist Party on military 
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and political issues, it -would be impossible for him to resume the role 
of mediator and that he could not again place himself in the position 
of being a party to an agreement which included provision for 
negotiations regarding vital or fundamental differences unless he had 
reasonable assurance of a favorable outcome. The Chinese Com¬ 
munist reply to this proposal indicated apprehension that the Govern¬ 
ment might raise the question of other cities, such ns Harbin, once it 
occupied Changchun. The Communists also stated that they desired 
to have five divisions in Manclmria instead of the one division author¬ 
ized in the military reorganization agreement. 

Daily discussions between the Generalissimo and General Marshall 
were hold at this time regarding the detailed terms for a military set¬ 
tlement. the redistribution of troops as a condition precedent to the 
issuance of a cease-fire order, and tentative arrangements whereby 
the Communists would voluntarily evacuate Changchun and an ad¬ 
vance section of the Executive Headquarters would assume control 
of the city, pending a further settlement of problems relating to 
<!^hnngcluin and the areas north of that city. On May 22 the 
Generalissimo informed General Marshall that he had not heard from 
his military commanders in Manchuria for three days and that he 
feared that following their capture of Ssupingchieh on May 19 (after 
fighting lasting over a month) they were advancing toward Chang¬ 
chun. The Generalissimo expressed agreement with General Mar¬ 
shall’s view that occupation of Changchun at a time when the basis 
of an agreement with the Communists was practically completed 
would be inadvisable and said that he was leaving for Mukden on 
May 24 in order to keep control of the situation. General Marshall 
pointed out the danger of a delay and expressed the hope that the 
Generalissimo would return as soon as possible in order that the 
negotiations could be carried to completion. Generalissimo Chiang 
Kai-shek departed for Mukden on May 23, his departure on this 
ll-day trip being the first of a chain of events which were almost 
completely disastrous in their effect on the situation. The fact that 
the Generalissimo requested and received the use of General Mar¬ 
shall’s official airplane for the trip served to heighten the public im¬ 
pression of General Marshall’s close connection with the trip and to 
add to the embarrassment that later developed. 

On May 23 General Marshall conveyed to General Chou En-lai three 
points set forth by the Generalissimo prior to his departure as con¬ 
ditions precedent to any general agreement: (1) The Chinese Com¬ 
munist Party must make every effort to facilitate the restoration of 
communications; (2) in any agreement regarding Manchurian issues, 
provision must be made for canrying out the military demobilization 
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and reorganization plan within specified dates; and (3) the Generalis¬ 
simo would not commit himself to further agreements without an 
undei'Standing tliat when field teams or high stalF groups reached an 
impasse, the final decision would be left to the American member. 
General Marshall also asked General Chou En-lai whether the Com¬ 
munist Party would agree to the proposal for the evacuation of 
Changchun by the Communist troops, the entry into Changchun of the 
advance section of the Executive Headquarters, and the cessation of 
further advances of Government troops. 

General Chou En-lai stated that the Communist Party would agree 
to the three proposals suggested by General Marshall but that the 
Generalissimo’s three conditions were new. He added that he would 
endeavor to solve the communications problem with the National 
Government representative and that he had no objection to the second 
condition. With respect to authority for decision by American mem- 
bei-s, he said that this would have to be discussed with his associates. 

NATIONAL GOVERNMENT CAPTURE OF CHANGCHUN 

On May 23 the National Government’s forces entered Changchun, 
following a Communist withdrawal from that city and little or no 
opposition from the Communist forces after the Government capture 
of Ssupingchieh on Ikluy 19. The absence of the Generalissimo from 
Nanking and the difficulty of communication with him by General 
Marshall made for an extremely unsatisfactory situation at a most 
critical moment. The Generalissimo’s presence in Mukden at the 
time of the capture of Changchun conveyed the impression of a 
journey timed to coincide with a previously planned militaiy triumph, 
and public pronouncements by the Generalissimo in Mukden tended 
to heighten this impression. In spite of General Marehall’s appeals 
by radio for the issuance of an order for the cessation of offensive 
operations, the Generalissimo took no action toward that end, although 
his earlier insistence had been on the evacuation of Changchun and its 
occupation by Government forces as a precedent to further negotiation 
and the issuance of a cease-fire order. To make matters more serious, 
the Government troops, after their occupation of Changchun, con¬ 
tinued to advance north along the rail line toward Harbin and toward 
Kirin to the east, and the result was to increase Communist suspicion 
and distrust of Government promises and to place General Marshall’s 
impartial position as a possible mediator in a questionable light insofar 
tts the Communists were concerned. The positions were now reversed. 
Where formerly difficulties arose from the Communist attack on 
Changchun in open violation of the cease-fire order and the consequent 
stronger stand taken by the Chinese Communist generals in Man- 
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chiiriii. tlic Jiew situation played directly into tho hands of the National 
(toverninent military commanders in Manchuria, who now felt certain 
that they could settle the problem by force and were therefore disin¬ 
clined to compromise with the Communists. 

GENERALISSIMO CHIANG'S PROPOSALS OF MAY 21. 1916 

On Mav 24 tlic Generalissimo forwarded to General Marshall from 
Mukden his formal conditions for the restoration of peace. He 
demanded the execution of the oes^sation of hostilities agreement of 
January 10, which specifically related to freedom of action for the 
Nanking Government in taking over sovereignty in Manchuria, and 
of the agreement for military reorganization of hebruary 25. The 
Generalissimo placed first importance on a Communist demonstration 
of good faith by permitting National Government agencies to restore 
communications in North China and stipulated again that in the Exec¬ 
utive Headquarters and its field teams American members should cast 
the deciding vote. He also asked General Marshall whether he would 
guarantee Communist good faith in carrying out agreements. No 
mention was made by the Generalissimo of his intention or willingness 
to issue an order halting troop movements or to agree to the establish¬ 
ment of all advance'section of the Executive ricadquartei*s at Chang¬ 
chun, both of which had been proposed by General Mai*sball at the 
time of the Generalissimo’s departure for Mukden with the suggestion 
that the Generalissimo might reach a decision while in Mukden and 
inform General Maishall. 

General Marshall, therefore, dispatched a message to the General¬ 
issimo at Mukden requesting explanatoiy details regarding his general 
statements, proposing the immediate movement of a section of the 
Executive Headquarters to Cliangchun and urging liim to issue an 
order immediately directing the cessation of attacks, puisuits, or 
advances while the detfvils of a truce were being arranged. General 
Mnishall urged him to avoid the painful results of previous mistakes 
in forging alicnd in Manchuria without granting permission for the 
presence of field teams to prevent unnecessary skirmishing and the 
more recent unfortunate results of the attitude of the belligerent 
Chinese Communist commanders at Changchun. General Marshall 
also asked for an explanation of the moaning of the Generalissimo’s 
use of the word “guarantee” in reference to General Marshall’s role. 

On May 28 the Generalissimo again communicated with General 
Marshall, repeating the terms previously set forth but agreeing to a 
qualification General Marshall had suggested regarding the power of 
decision of Americans in the Executive Headquarters and its field 
teams. The Generalissimo also stated that, with respect to the 
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method of recovering sovereignty in Manchuria, the National Govern¬ 
ment could not abandon the taking over of administration in any urea, 
but might agree to send forward, after military advances had ceased, 
only administrative officials and such military and police forces as 
would be absolutely necessary for the maintenance of local order and 
communications. He explained that, by iise of tlie word “guarantee,” 
he meant that General Marshall would set time limits for putting into 
effect all agreements which General Marshall had signed and would 
assume the i*esponsibility of supervision over the strict observance of 
such agreements on the part of the Chinese Communi.sts. 

Not having received this second message from the Generalissimo, on 
Ma}' 29 General Marshall sent a further message to the Generalissimo 
at Mukden, informing him that the continued advances of the National 
Government troops in Manchuria in the absence of any action to ter¬ 
minate the fighting, other than the terms indicated by him in his first 
message from Mukden, was making General Marshall's services as a 
possible mediator extremely difficult and might soon make them virtu¬ 
ally impossible. No reply having been received to this nies.sage,'’ Gen¬ 
eral Marshall dispatched an additiojtal message to the Generalissimo on 
May 31 at Peiping, where the latter had just arrived, repeating the 
substance of his previous message and stating that a point was being 
reached where the integrity of his position was open to serious ques¬ 
tion. General Marshall again requested the Generalissimo, therefore, 
to issue immediately an order terminating advances, attacks or pur¬ 
suits by the National Government troops and to authorize the im¬ 
mediate departure of an advance section of the Executive Head- 
quartei*s to Changchun. 

In a message of June 1 from Peiping the Generalissimo informed 
General Marshall that in all decisions he had kept in mind the diffi¬ 
culty of General Marshall’s position and was doing everything in his 
power to facilitate and assure the success of his work. He said that 
he was prepared to agree to the proposal to send an advance section 
of the Executive Headquai*ters to Changchun in the event of his not 
being able immediately to issue orders to National Government troops 
to terminate their advance. 

During this period General Marshall continued to have conferences 
with General Chou En-lai, National Government leaders, and repre¬ 
sentatives of the minority parties. These representatives hud offered 
certain proposals for settlement of the Manchurian problem, but they 
were not approved by either the National Government or the Chinese 
Communist Party. 

“ It later developed that General Marshall’s mes.sage of May 20 had missed 
the Generalissimo In Mukden and was long delayed In delivery. 
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ARRANGEMENTS FOR A TRUCE 

On June 3 the Generalissimo returned to Nanking. A discussion 
of ihe situation with General Marshall indicated that a misunder¬ 
standing on the part of the Generalissimo caused bj’ mistranslation of 
General Marshalls message had prevented the immediate establish¬ 
ment of an advance section of the Executive Headquarters in Chang¬ 
chun. General Marshall, therefore, immediately directed its estab¬ 
lishment. The Generalissimo agreed to issue an order to his armies 
in Manchuria to cease advances, attacks or pursuits—in other words. 
aggre55sive action—for a period of ten days to afford the Communist.s 
an opportunity to prove their sincerit}’ by completing negotiations 
with the National Government during that period on the following 
points: (1) detailed arrangements to govern a complete termination 
of hostilities in Manchuria; (2) definite detailed arrangements, with 
time limits, for the complete resumption of communications in North 
China; and (3) a basis for carrying out without further delay the 
agiecment for military reorganization of February 25. 

The Generali.ssimo first stipulated one week in which to complete 
these negotiations but finally agreed to a period of 10 days. He in¬ 
formed General Mai'shall that this would be his final effort at doing 
business with the Communists, that the present indeterminate situa¬ 
tion with communications blocked, coal barely obtainable in sufficient 
quantities, and cities starving, could not be endured economically or 
otherwise, and that all-out war would be preferable. 

When the Generalissimo’s terms were presented to General Chou 
En-lai by General Marshall, General Chou immediately asked for an 
extension of the 10 days to one month but finally reduced his request 
to 15 days on the ground that there were many complicated plans to 
bo agreed to and General Chou would have to fly to Yenan at least 
once for conferences with Chinese Communist leaders. 

On June 6 the Generalissimo and the Chinese Communist Party 
issued separate announcements of orders halting advances, attacks, or 
])ursuits by their troops in Manchuria for a 15-day period beginning 
at noon on June They also announced that during this period 

agreements were to be reached regarding arrangements for the com¬ 
plete termination of hostilities in Manchuria, complete resumption of 
communications in China, and execution without delay of the agree¬ 
ment for military reorganization of February 25. 

Constant negotiations followed the promulgation of these orders. 
General Chou En-lai consulted the Communist leaders in Yennn and 
returned to Nanking for discussions. An agreement for the i-e.sump- 


”* Spc annex 70. 
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tion of communications was reached after detailed discussions.'^ 
Little trouble was anticipated in reaching agreement on the detailed 
arrangements for formal termination of hostilities in Manchuria. The 
great difficulties to be resolved related to demobilization, reorganiza¬ 
tion, and particularly redistribution of troops, especially in Man¬ 
churia and Shantung Province. General Mai-shalls problems during 
this period also related to sporadic but violent fighting in various 
localities, mostly in North China, which could not be halted on short 
notice, since many of the actions had evidently been planned and 
ordered a week or more in advance. 

The rather virulent Communist propaganda attacks against the 
United States and the alleged support by General Mai-shall of the 
National Government in the fighting at this time were due to a con¬ 
tinuation of an effort (1) to arouse American opposition to any mili¬ 
tary representation in China and (2) to offset in the United States 
the effect of the Generalissimo’s proposal to give American ofiicers 
the deciding vote in case of disagreements. The fact that just as 
an agreement seemed to be on the verge of being reached the Generalis¬ 
simo remained absent in Mukden and Peiping for a considerable period 
while his armies exploited their successful action south of Changchun 
aroused gieat suspicion against his good faith and particularly 
against the impartiality of General Marshall’s attitude, since General 
Marshall had advanced proposals to the Chinese Communists for 
Communist evacuation of Changchun and the cessation of further 
advances by National Government troops which the Communists had 
accepted. 

negotutions during the truce period 

Negotiations during the truce period proceeded veiy slowly, due to 
the reluctance of either side to commit itself in advance of the other 
regarding reorganization and particularly redistribution of troops. 
Fighting in Shantung Province, arising from a Communist offensive 
at the beginning of the truce period and lasting for about n week, 
proved to be a very disturbing factor, causing increased bitterness and 
unwillingness to make concessions. 

Several members of the PCC asked General Marshall to suggest the 
convening of the PCC Steering Committee at this time to work 
simultaneously on political problems while the Committee of Three 
handled the military problems. General Marshall infonned them 
that this did not come within the scope of his authority. The General- 
issimo had often said that he would not negotiate on political problems 

" See annex 77. 
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until ho had occupiod Manchuria. Ho had, hocrevor, [ator said that 
aftfer Government occupation of Changchun he would Prepared to 
negotiate both political and militao’ questions. General Chou En-lai 
indicated that it would be prefei-able to omit discussion of politi^l 
jnattei-s and to preserve the status quo in the various areas. He pointed 
out to General Mai-shall that, although the latter had been velnctant to 
accept the Generalissimo’s proposal that the Coininittoo of Three be 
empowered to solve administrative problems, he felt that this inattei 
should be given further consideration. He added that, since General 
Marshall did not wish to bo involved in political decisions, the problem 
could be solved by action to be taken by the reorganized Government. 

On Juno 17 the Generalissimo indicated to General Mai'shall, for 
transmission to General Cliou En-lni, the nature of his demands. Tlie 
National Government proposals required the evacuation of Chinese 
Communist forces from Jehol and Chahar Provinces before September 
1 1046: the occupation by Government forces of Chefoo and Weihai- 
wai in Shantung Province; the reinforcement of Tsingtao with one 
National Government army to permit the ^vithdrawal of the United 
States Marines stationed at that city; the evacuation by the Chinese 
Communists before July 1,1046, of all localities in Shantung 
forcibly occupied by Communist troops after noon of June 7, 1046; 
the immediate occupation of these localities by Government garrisons; 
and the reinforcement of the Tientsin region by one Government army, 
commencing September 1, 1046, to permit the withdrawal of the 
United States Marine forces in that area. With respect to Manchuria, 
the National Government proposals provided for Government occiipa- 
tion of various points Uien held by Communist forces, such as Harbin, 

Antung, Tunghwa, Mutankiang, and Paicheng. 

General Chou En-lai, after preliminary study of these proposals, in¬ 
formed General Marshall that they were entirely too demanding to 
admit of acceptance by the Chinese Communist Party. stated 
that, except for the restoration of the status quo in Shantung Province 
prior to June 7, none of tlie points could be considered, and pointed 
out that the date of Juno 7 should be applied to Manchuria only, in 
accordance with the ordcre issued by both sides halting advances, 
attacks or pursuiU by their troops in Manchuria, beginning on that 
date, while the restoration of original positions in China proper should 
be based on January 13, in accordance with the cessation of hostilities 
order of January 10. General Marshall also discussed the situation 
with the Generalissimo and told him that there seemed to be no 
likelihood that the Chinese Communists would accept liis terms without 
considerable modification. General Marshall had suggested to General 
Chou En-lai that he fly to Yenan to consult with the lenders of his 
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party, but after General Chou held a conference with Nationalist 
Government officials he stated that notlung had occurred in this 
conference to justify a trip to Yenan. 

The principal stumbling block presented b^' the National Govern¬ 
ment j)roposals did not appear to be in regard to readjustments in 
Slancliuria. Communist i-esentment was more aroused by the Na¬ 
tional Government stipulations regarding North China, which re¬ 
quired Communist evacuation of provinces and cities then under their 
occupiition and subsequent entry of Government troops into these 
areas. 

The negotiations had again reached an impasse, and tliere remained 
only a few days before the truce period would expire. The situation 
was extremely critical and had not been helped throughout by the 
belief, freely expressed by some of the National Govei innent military 
officers and politicians, that only a policy of force would satisfy the 
situation and that the Chinese Communists could be quickly crushed. 
General Marshall considered the latter view a gross underestimate of 
the possibilities, as a long and terrible conflict would be unavoidable, 
and conveyed his views to the Generalissimo on this subject. 

At the suggestion of General Marshall, the Generalissimo agreed 
to extend the truce period until noon of June 30 for the purpose of 
permitting further time to negotiate matters referred to in his original 
15-day truce order. At the same time the Generalissimo presented two 
additional terms: (1) The Communists were to withdraw from the 
Tsinan-Tsingtao Railway before August 1, 1946, and (2) the pro¬ 
cedure of unanimous vote In the Committee of Three and the Ex¬ 
ecutive Headquarters was to be revised before June 30,1946. 

Negotiations during the extended truce period proceeded in formal 
meetings of the Committee of Three with some prospect of success. 
These meetings marked the formal re-entry of General Marshall into 
the negotiations as mediator. The Chinese Communists made conces¬ 
sions in granting the deciding vote to Americans on teams and in 
Executive Headquarters regarding matters pertaining to cessation of 
hostilities procedures, interpretation of agreements, and their execu¬ 
tion. This did not apply, however, to the Committee of Three, since 
General Marshall thought tljat the United States Government should 
not bear the heavy re.sponsibility through his actions in regard to mat¬ 
ters of great importance beyond the interpretation of agreements. 

It was difficult to predict the rate of progress and eventual outcome 
because of the effect of heavy sporadic fighting, the carele.ssly expressed 
desire of some important Government leaders to settle issues by force, 
unfortunate propaganda, and mutual suspicion and distrust. 
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On June 24, the Committee of Three reached agreement on a docu¬ 
ment entitled “Stipulations for the Resolution of Certain Disagree¬ 
ments among the Field and Communication Teams, and Executive 
Headquarters in Changchun and Peiping.” » Under this agreement 
certain authority was granted to American officers on teams and at the 
Executive Headquarters which was expected to facilitate greatly con¬ 
trol of the situation in areas of hostilities in the future. The most 
diflicult problem was that of redisposition and reduction of troops 
in Manchuria and North and Central China. The Manchurian phase 
then seemed to he the least difficult to compose. 

CESSATION OF HOSTILITIES IN MANCHURIA 

By June 2C an agreement had been reached in the Committee of 
Tlirce for the cessation of hostilities in Manchuria, entitled “Direc¬ 
tive for the Termination of Hostilities in Manchuria.”*® This Di¬ 
rective provided for the application to Manchuria of the cessation of 
hostilities agreement of January 10, except as modified in the Directive 
or later by the Committee of Tiiree; for the separation from contact 
of troops in close or hostile contact; for the readjustment of troops 
on the basis of the situation believed to have existed at noon of June 
7, 1946; for the cessation of all tactical movements; for the punish¬ 
ment of commanders who failed to carry out the terms of the Directive; 
and for the submission by both sides to the Advance Section of the 
Executive Headquarters, within 15 days of the effective date of the 
Directive, of lists of all units, strengths and locations m Manchuria. 

Agreement on this document marked the settlement of the second 
of the three major issues to bo decided during the 15-day truce period, 
which had now been extended to June 30. It was undei'Stood, how¬ 
ever, that agreements on individual issues would not be operative unless 
agreement on all major issues was reached in accordance with a stipu¬ 
lation to that effect by the Generalissimo. 

REVISION OF THE MILITARY REORGANIZATION AGREEMENT AND 
RELATED POLITICAL PROBLEMS 

When the discussions revealed the impossibility of reaching agree¬ 
ment for revision of the basic military reorganization agreement of 
February 25 prior to the expiration of the extended truce period, nego¬ 
tiations were centered on a preliminary agreement covering only the 
principal issues, w'ith the understanding that formal revision would 
be negotiated after the completion of the preliminary document. 

“ See annex 78. 

“ See annex 79. 
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The question of troop dispositions was complicated by the fact that 
little demobilization liad taken place in North China. The National 
Government had confined its demobilization to South and West China 
and further demobilization would be largely confined to North China 
and Manchuria. This National Government demobilization had been 
carried out by reducing divisions which lacked full strength to 
brigades, the officer i)ersonnel of divisions headquartei'S and head¬ 
quarters troops having been demobilized. The real point w’as that 
under the present Government proposals very heavy troop demobili¬ 
zation on both sides would be involved between July 1, 1946, and 
January 1,1947. 

On June 21, General Chou En-lai hatl stated that the Cliinese 
Communist Party proposed that: (1) the Committee of Three should 
immediately stop the fighting in Manchuria and China proper and a 
new order for the termination of hostilities should be issued witli the 
additional stipulation that American membei’S of field teams should 
liave the power to execute this order and to decide upon investigation.s 
to be made by the teams; (2) after the cessation of fighting, the 
Committee of Three should w’ork out a plan for the restoration of 
communications and the Cliinese Communists pledged that the repair 
of railways would have first priority; (3) after the cessation of hos¬ 
tilities, the Committee should work out arrangements for the re¬ 
organization and demobilization of armies in all China, including 
Manchuria, and the staffs of both parties under the leadership of the 
American staff should work out a plan for the Committee of Three’s 
approval; and (4) a second session of the Committee of Three should 
bo convened to discuss the reorganization of the Government, the 
protection of the people’s rights and a solution of the people’s liveli¬ 
hood, and local governments should be reorganized and elections held. 
General Chou expressed the belief that the Generalissimo was most 
concerned over the problems of army reorganization, integration, and 
training and pointed out that the Generalissimo presented demands in 
connection with these problems which caused concern to the Chinese 
Communist Party because if the Chinese Communist Party accepted 
these demands there would still be no assurances on the many other 
problems which had not been discussed. General Chou considered 
this the crucial point at issue. He suggested, therefore, that during 
the period of army reorganization the Communist troops be reor¬ 
ganized in Communist areas and Government troops in Government 
territory and that training be carried out by American officei’S, who, 
he said, were trusted by both sides, the two forces to be brought 
together and integrated after this interim period. 
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GeiiPial Mai-slinll pointed out to General Chou that the Generalis¬ 
simo had stated very clearly, in his announcement of the truce 
period on June 6, that a basis should be established for carrying 
out witliout further delay the agreement of February 25 for the 
demobilization, reorganization and integration of Chinese armies 
and that the Generalissimo had this in mind when he presented his 
iiroposals. General Marshall emphasized that there must be a definite 
understanding of Chinese Communist demands regarding the re¬ 
distribution of troops in North China and that this should have been 
decided upon in March and April, when the Chinese Communi^s 
were to have submitted a list of their troops for demobilization. He 
continued that the National Government had submitted such lists 
hut the Communist Party had not done so. In the absence of these 
lists, the staffs had been unable to draw up a plan for troop redistribu¬ 
tion in North China. 

After learning of the decision of the Generalissimo to extend the 
truce period, General Chou En-lai agreed to include the questions 
of redistribution of troops in North and Central China in the agenda 
for discussion since this problem was the greatest gap between the 
two parties. In conversations on this subject, General Marshall 
pointed out that when General Chou referred to the attitude of 
Government military commanders in Manchuria, ho should remember 
General Mai-shall’s statements about the Chinese Communist generals 
in Manchuria at the time of their occupation of Changchun, and 
that he should also remember that he himself had frequently used 
the expression “conditions have changed” in justifying some pro¬ 
posal, just as this expression was now being used by the National 

Government in presenting its new stipulations* 

On June 26 General Marshall informed General Chou that the 
Government, pursuant to the Communist Party demand, was willing 
to agree to a revision of troop strengths in Manchuria to allow the 
Communists to have 3 divisions ns against the Government’s 16 divi¬ 
sions but would not agree to 5 Communist divisions. 

General Chou said that the Chinese Communist Party’s difficulty 
was that, while it was entering into agreements on military matters, 
it did not know what the Government attitude w'ould be later in re¬ 
gard to political questions. Ho then explained the views of the 

Chinese Communist Party ns follows: 

Army units would have no connection with civil administration, 
and after the reorganization of the Central Government and local 
governments the Communist armies would be assembled in areas under 
Communist control and Government armies in areas under its control. 
The army would be separated from civil administration through the 
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establishment of local self-government and elections. The Govern¬ 
ment view that political administration sliould be adjusted accord¬ 
ing to the identity of the troops in control of a particular area was a 
violation of the principle of subordination of tlie army to civil ad¬ 
ministration. Under the Government proposals, Government troops 
would in many cases move into Communist areas and change the 
civil administrations. The movement of Government armies into 
Communist-held areas for the purpose of demobilization would mean 
occupation of Communist territory through negotiation as a substitute 
for occupation by force. This procedure was incompatible with the 
PCC resolutions on this subject and witli the general agreements. The 
Communists were willing to withdraw from some areas in order to 
erase Government fear of a Communist threat, but sucli areas should 
bo left ungarrisoned. Both Jehol and Sliantung Provinces were 
largely under Communist control ami it was more logical to expect 
the Goveniment to evacuate these provinces than to demand that the 
Communists do so. 

On June 27 the Generalissimo told General Mai'shall that political 
adjustments were at this time difficult, if not impossible, unless mili¬ 
tary readjustments were effected as a means of avoiding clashes, and 
presented specific proposals for such readjustments: Tho Chinese 
Communist Party should, within ten days, evacuate north Kiangsu 
Province, the Tsinan-Tsingtao Railway, Chengte and Kupeikou, An- 
tung Province, and Harbin, these places to be occupied by Government 
troops within one month; the Communists should withdraw in one 
month from other places to be evacuated, but tho entry of Government 
troops might be delayed for two or three months; and as a compromise 
measure, Communist officials in Hsin Heilungchiang, Hsingan, and 
Nenchiang Provinces in Manchuria, and Chahar Province, might be 
accepted by the Government as a temporary arrangement which would 
receive consideration at the time of political reorganization. 

In commenting upon the Generalissimo’s terms. General Chou En-lai 
expressed the following views: Garrison troops must not interfere 
with the local administration in areas where they were stationed. 
While the Chinese Communist Party was willing to consider a read¬ 
justment 1 ‘egarding Harbin and the detailed problems involved in 
stationing Government and Communist troops in specified areas, it 
was not in a position to accept the Government claim to tho Tsinan- 
Tsingtao Railway, Chengte, Ivupeikou, and the other places. How¬ 
ever, if the Government felt that the Communist forces along the rail 
line in north Kiangsu and Shantung constituted a menace to the Gov¬ 
ernment, the Communists were willing to reduce their forces in such 
areas or withdraw them altogether, but the Government troops should 
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not enter Communist areas. The Communists were willing to garrison 
north Kiangsu with a small force by reducing the inunber of troops 
])rovided for in the military reorganization agreement of I* ebruary 2D. 
They would withdraw their forces from the Tsinan-Tsingtao Railway 
if the Government would agree to garrison only Tsinan, Weihsien, and 
Tsingtao. All Communist troops would be withdrawn from the 
Tsaochuang coal mines, leaving no garrison troops and freeing the 
milway line for operation in connection with the coal mines, the latter 
to be controlled by a committee established for that purpose. These 
withdrawals sho\dd, Imwever, in no way prejudice the local admin¬ 
istrations established by the Communists in those areas. 

Subsequent conversations on tl\e subject of troop dispositions indi¬ 
cated that the Government was adamant regarding its demand for the 
withdrawal of Communist forces from Chengte and for the stationing 
at Yenki of the Comnnmist forces in eastern Manchuria and was 
insistent on having sizable Government garrison troops in Harbin. 
The Communist Party was equally adamant that areas to be evacuated 
by the Communists during the period of army reorganization should 
not be occupied by Government forces. 

GENERAL MARSHALL’S DRAFT AGREEMENT ON THE ARMY REOR- 
GANIZATION PLAN 

After these discussions General Mai-shall drew up a draft pro¬ 
posal entitled “Preliminary Agreement to Govern the Amendment 
and Execution of the Anny Reorganization l^lan of February 25, 
194C'’ ” as a basis of discussion by tlie two Chinese sides with the 
hope that agreement might be reached on this final document prior 
to the expiration of the extended truce period on noon of June 30. As 
sUted in the document, it established conditions for the purpose of 
committing the National Government and the Chinese Communist 
Party to certain understanding.s in order to facilitate the preparation 
and acceptance of the formal documents required and to permit the 
immediate issuance of instructions for tlio final termination of hos¬ 
tilities. 

The chief points of this document were: 

1. Provision for the specific disposition of Government and Commu¬ 
nist troops, by definite localities, in Manchuria and China proper. 

2. No change in 6-to-l ratio of troop strengths. 

3. The previously established period of 12 months for the assign¬ 
ment of troops to specified localities to be altered to 6 months. 

4. The Executive Headquarters to determine immediately localities 
occupied by Government and Communist forces in Chinn proper since 


See nnnox 80. 
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January 13, 1946, and troops involved to evacuate such areas within 
20 days, unless specifically directed otherwise. 

5. The Executive Headquartei's to determine immediate localities 
occupied by Government and Communist forces in JIanchuria after 
noon of June 7, 1946, and troops involved to evacuate such aieas 
within 10 days unless specifically directed otherwise. 

6. The Communist Party to a^ee to a Governn^ent garrison in 
Harbin of 5,000 men. 

7. The Communist Part}' to concentrate its troops in specified lo¬ 
calities, Government troops not to move into areas vacated in Cliina 
proper and existing local governments and Peace Preservation Corps 
for maintenance of local security to be continued. 

An annex to this document specified areas in which Communist 
troops were not to be garrisoned or concentrated, leaving for discussion 
the time period within which these troops were to be withdrawn. 

In commenting on this draft proposal, the Generalissimo expressed 
unwillingness to confine paragraph 5 to Manchuria only. Regarding 
paragraph 6, which dealt with the status of Harbin, he agreed to 
appoint a civilian mayor and to name a person acceptable to the 
Communist Party. In regainl to paragraph 7 he first expressed 
complete disapproval and his final attitude was not clearly indicated. 
He agreed to Communist local governments, but could not accept 
such an arrangement in Kiangsu Province because of the numerous 
refugees, who, he said, would be mistreated by the existing local 
governments. He accepted the idea of Peace Preservation Corps on 
the basis of strengths similar to those of local security troops in a 
liftien. The Generalissimo would not accept partial occupation by 
the Government of north Kiangsu but insisted that the Communist 
evacuation should be carried out as far north as Huaian w’ithin 6 
weeks and, within 3 to 6 months, north of the Lunghai Railway. He 
also stipulated that the Communist evacuation of the Tsinan-Tsingtao 
Railway should include the coal mines along that line, particularly 
Poshan (on a spur running south from Changtien). He was unbending 
in regard to the Communist evacuation of Chengte and said that the 
Communists should evacuate areas in Jehol Province south of the 
latitude of Chengte within 1 month and the city itself within 3 months. 
He stipulated that Antung Province should be evacuated w’ithin 1 
month and concluded that a paragraph should be added to the document 
requiring the completion of amendments to the military reorganization 
of February 25 within 10 days. In regard to the Manchuria Annex,** 
which had been presented to General Chou En-lai on June 17 with 
National Government approval as an annex to the amendment of the 

** See anoex 81. 
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uprt'onient of February 25, the Generalissimo stated that the entire 
demobilization and integration program in Manchuria should be 
completed before November 1, 194G, the original document having 
])rovided for its completion by January 1,1947. 

On June 29 General Chou En-lai commented as follows to General 
iMai-shall on tliis document and the reservations of tlie Generalissimo 
to the document: Tiie Chinese Communist Party could not agree to 
the Generalissimo’s desire to make an exception of north Kiangsu, 
although it would bo willing to station only minimum forces in that 
area. Nor was the Communist Party in a position to accept the time 
limits desired by the Generalissimo because it was not sufficiently 
informed of actual conditions to know how much time would be 
rcciuired to effect the concentration of Communist troops in the areas 
indicated. He suggested, therefore, a period of 1 to ,1 months—in 
sojue casc.s it would require the minimum and in others more. 

As Sliantung Province was almost entirely under Communist occu¬ 
pation, the Communists should have some cities on the Tientsin- 
Pukow line if they withdrew entirely from the Tsinan-Tsingtuo Rail¬ 
way. Although the Communists had no intention of stationing troops 
at the coal mines along the Tsinan-Tsingtao Railway, the stipulation 
tlint they should give up all these coal mines was not acceptable in 
principle. Further concessions regarding Cliengte were impossible. 
'Phe Communists liad made many concessions to the Government 
without presenting any demands, except the pi'oposal for an increase 
of a few divisions in ^Ianchu^ia, and ho was asking Yenan for author¬ 
ization to withdraw that proposal. Since he had previously thought 
that tlio National Government’s demand regarding Antung referred 
to tlto city rather than the Province, ho would have to refer this ques¬ 
tion to his colleagues in Manchuria before giving a reply. 

After further discussion, General Chou said that ho was prepared to 
consider any formula except that for civil administration involving 
fl>o withdrawal of the Communist forces from north Kiangsu and 
Government occupation of that region. He continued that tlio main 
text of the document was almost entirely acceptable to the Communist 
Party except for one or two minor points. 

Thus the only important issue on which agreement had not been 
reached at this time was the question of the status of the local govern¬ 
ments in the areas from which the Chinese Communist forces would be 
withdrawn. The settlement of this issue would virtually have assured 
an agi*eement on the preliminai’y document for the amendment of the 
military reorganization plan, which, in turn, would have led to the 
signing of all the documents discussed during the June truce periods, 
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tile Generalissimo having stipulated tliat all the docinnonfs nn Avhich 
agreement sliould be reached be signed simultaneously. 

On the following day the Generalissimo indicated that he was will¬ 
ing to compromise somewhat in the matter of Cliengte but insisted that 
the evacuation of Kiangsu by the Communists to the north of tlic 
Lunghai Railway be completed within one month. General Marsluill 
pointed out that it would be impossible logistically to evacuate to the 
north of the Lunghai line in one montli and that the most serious 
factor was the Communist insistence on the continuation of the local 
administrations and a Peace Preservation Corps. He then suggesteil 
that a compromise solution be found on the basis of the continuation 
of the local governments, including the establishment of some specially 
selected group to arrange an agreement regarding a modification of 
these governments and the matter of the Peace Preservation Corps. 

General Marshall pointed out to the Generalissimo that statements 
issued by his militai'y leaders indicated that the Government was 
washing its hands of any democratic procedure and was pui-suing a 
dictatorial policy of military force. He further informed the Gen¬ 
eralissimo that comparison of the army dictatorship in Ja])an, which 
led to the destiaiction of that nation, with the present procedure of the 
Chinese military leadei-s would be inevitable. General Mai-shall in¬ 
formed the Generalissimo that in his opinion an e.xtension of the exist¬ 
ing form of partial truce would probably result in violent military 
ruptures due to the tense and explosive situation, the bitterness of the 
commanders in the field, and the strong desire of Government military 
leaders to settle matters by force, for which the National Government 
plans were complete and fairly well known to the Communist* Party. 

The Generalissimo finally announced that he liad already issued 
instructions continuing in effect his orders against aggressive action 
by his troops. On June 30, the Kuomintang Minister of Information 
publicly announced that, while the truce period had expired at noon 
on June 30 and although no satisfactory agreement had been reached 
between the two parties, the Government had requested General 
Marshall to continue mediation with a view to reaching a peaceful 
settlement and tliat the Government would not initiate any attacks 
against Communist forces but would order its troops to remain on 
the defensive and aw'ait the settlement of pending issues. 

On July 1 an announcement >vas made that the Generalissimo 
had issued orders continuing the prohibition against aggressive action 
by his armies.” General Chou En-lai subsequentlj' fin*nished Gen- 


“ See annex 82. 
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eral Marshall a cojiy of a similar order issued on July 1 by the Chinese 
Coiuniunist Party leaders.^'* 

DISINTEGKATION OF THE TRUCE ARRANGEMENT 

The situation was further complicated by the renewed public ex¬ 
pression by several National Government leaders of a desire to settle 
the issue bv force and by insiss meetings in Shanghai carefully organ¬ 
ized to stir up anti-American feeling, related in particular to the 
(hen current Congressional consideration of lend-lease matters. 

The Chinese Communists professed to regard measures for aid to 
('hina and official statements in Washington as proving their con¬ 
tention that American economic and military support to the Chinese 
Government would continue to be given irrespective of whether the 
National Government offered the Communists a fair and reasonable 
l)asis for settlement of military and political differences. The Com¬ 
munists maintained that new legislation intended to aid China which 
was then under consideration in the United States Congress** was 
reinforcing the National Government’s tendency to deal with the 
Communists by force and was thus contributing to all-out civil war. 
At the same time some reactionary Kuoinintang elements in inner 
Government circles were utilizing American measures as a basis for 
pressing the Generalissimo to push forward with a campaign of 
extermination against the Communists. T et these and other Kuomin- 
tang extremists appeared to bo joining in anti-American agitation 
on tlie grounds that American economic pressure w’as causing Ameri¬ 
can iinpoi'ts to displace ChineJio products, bankrupt Chinese indus¬ 
trialists and prevent Chinese recovery. These Kuomintang groups 
wore also antagonistic to the restraint exercised by General Alarshall 
and his assistants on the National Government with regard to an 
anti-Communist military campaign and were even using the Com¬ 
munist lino against American intervention in pursuance of their aim 
to free the National Government from any American impediment to 
drastic anti-Communist action. The agitation and propaganda re¬ 
sulting from the activity of the different factions was being mani¬ 
fested in mass demonstrations, press campaigns and mob actions. 
One such incident involved a Shanghai peace delegation, consisting 
of educators, businessmen, students, and labor representatives and 
including therein representatives of women’s organizations, which 

* See anDcx 83. 

Under Ills wartime powers, the President had directed the estnhllshnient of 
a small military advisory group In China. The proposed legislation would have 
provided legislative authority for such a group and the military assistance 
under the new legislation would have been carried out In accordance with the 
military reorganization agreement of Feb. 2R, 1946. See chapter VII. 
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proceeded to Nanking on June 24 for the publicly stated purpose of 
petitioning the Government to avoid civil war. This peace delega¬ 
tion was met at the railway station and restrained from leaving by 
an organized group of Kuomintang secret police, who confined the 
delegates in a room and in the course of a disturbance lasting several 
hours mauled and beat the delegates so severely that they were 
hospitalized. Government gendarmes who were present at the be¬ 
ginning of the incident failed to iidervene and soon disappeared 
and the delegates were not rescued until several hours later. 

During July there began a gradual worsening of the military situa¬ 
tion with the spread of hostilities to various points in China pix>per." 
The Commissioners of the Executive Headquartei-s had endeavored 
to keep the situation under control by dispatching a message on July 
5 to all field teams and to the advance section at Changchun, in which 
it was stated that the National Government and the Chinese Commu¬ 
nist Party had announced that the truce was to be continued through¬ 
out China pending the outcome of further negotiations. The Com¬ 
missioners directed all cominandei’S to refrain from aggressive action, 
including advances, attacks, and pursuits. The ctTect of this order 
was short-lived, however, and other events occurred which gave indi- 
c.ation of further deterioration in the situation, both militarily and 
politically. 

On July 7 the Chinese Communist Party issued a manifesto con¬ 
taining a bitter attack on American policy toward China and a protest 
against what the Communists termed American militarj' and financial 
aid to the National Government, which encouraged the civil-war 
policy of the Kuomintang. General Marshall had previously re¬ 
frained from comment on such propaganda attacks, but the coincidence 
of events led him to inform General Chou En-lai of the serious blow’ to 
the negotiations such propaganda attacks represented, paralleling as 
they did similar propaganda releases from JIoscow, and of the im¬ 
possibility of his serving any useful purpose in mediation and in the 
termination of hostilities w’hilc such attacks continued. 

Matters were not helped at this stage by the departure of the Gen¬ 
eralissimo from Nanking for Kuling on July 14, w’hich meant that 
negotiations would be greatly handicapped during his absence. There 
were increasing signs of the gi-avity of the situation from a military 
standpoint, as hostilities spread in various areas. Each side accused 
the other of responsibility for offensive action and movements of 
troops. Accompanying the deterioration in the military situation 

** Meetings were held in early July of a special group of National Government 
and Chinese Communist representatives to discuss the problem of local govern¬ 
ment but no agreement could be reached. 



172 U. S. RELATIONS WITH CHINA 

were evidences of efforts on the part of certain KuomintAng officials 
to suppress open criticism of the Government. Two well-known 
Chinese members of the Democratic League, one of them a prominent 
university professor, were assassinated by unknown persons (later 
revealed to bo members of the Kunming Garrison Headquarters’ secret 
police) and there were indications that Kuomintang secret police were 
intimidating leading Democratic League members and Chinese lib¬ 
erals in otlier parts of the country. 

Communist activities during this period, in line with the Yenan 
propaganda attack on the United States policy toward China, began 
to bo centered on the United States Marines in China and in mid-July 
the first serious incident involving the Communists and United States 
Marines occurred—the kidnapping of < Marines in east Hopei and 
their detention by the Communists for several days before being 
released. This was followed at the end of the month by a deliberate 
Communist ambush of a United States Marine-escorted motor convoy 
bound from Tientsin to Peiping, during which 3 Americans were killed 
and 12 wounded.*"* 

*^*FoMnwIrip the Comiimnist nnibush on July 29 of the United States Marine 
convoy near Prlpinc, a fnct-findinp team of selected personnel from the Execu¬ 
tive Headquarters was formed at the personal request of the Gonernllsslmo and 
of Gonernl Chou En-lal to determine the rospoiislhHlly and to submit a report on 
the iiicicleiit. General Marshall delayed the fonnatlon of this team until the 
Utiite<l States Marine Corps Investigation of the incident had been completed and 
the Communists had made a i>ersonal request for such a team because of the 
anticipated charge by the Communists that the National Government representa¬ 
tive on tlie liivestlgntlng team would automatically side with the American 
juemher. General Marshall explained this reason to General Chou En-lnl. 

The Investigation l)y the fact-niiding team from Executive Headquarters en¬ 
countered great, although anticipated, difficulties. The Communists employed 
delaying tactics and vicious propaganda. General Marshall finally told General 
Chou En-lnl that ho would not tolerate further delays and misrepresentations. 
He characterized Communist tactics regarding the Investigation of this Incident 
in emphatic terms and liiformetl General Chou that if there were fxirther delays 
ho would withdraw the American representative from the Investigating team and 
make a public statement of the facts. General Marshall was reluctant to take 
such action, however, since it would play directly Into the hands of the small group 
In the Kuomintang which was blocking his efforts to terminate the fighting, would 
virtually end the usefulness of the Executive Headquarters, and might result In 
a general military conflagration. When General Chou stated that the reports 
received from Communist representatives were completely at variance with those 
from the Americans, Gonernl Marshall emphasized to him that It was quite Im¬ 
possible for the UnUc<l States Army, Navy or Marine Corps personnel to Involve 
themselves In deliberate misrepresentation In such an Investigation. Ho further 
said that the American Investigators had made no attempt, and did not Intend, 
to conceal facts or bend tliem to their advantage and that he wished to emphasize 
the Importance of straightforward action without delay. Tlie testimony of the 
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IV. THE APPOINTMENT OF J. LEIGHTON STPAH 1 

AS AMBASSADOR TO CHINA 

llie deterioration of the situation in Cliina and what appeared to be 
the decisive influence of the reactionary political and military "roup 
around the Generalissimo convinced General Marshall of the desir¬ 
ability of obtaining the assistances in the meiliation ell'ort of an Amei - 
ican of unquestioned character and integrity and with long experience 
in China. With this view in mind, General Marshall recommended 
the apj)ointment of Dr. J. Leighton Stuart, President of Yenching 
Univei-sity at Peiping, as American Ambassador to China. President 
Truman acted upon this recoimnendation and on July II. I9JC. the 
United States Senate confirmed the nomination of Dr. Stuart as 
Ambassador to China. 

On July 26, shortly after Dr. Stuart’s arrival at Nanking, General 
Chou En-lai proposed that an order for the unconditional cessation 
of hostilities be is.sued immediately and that at the same time the 
various arrangements worked out during the negotiations in June be 
put into effect. He further proposed that National Government and 
Communist Party representatives then meet with Dr. Stuart for pre¬ 
liminary discussion of the reorganization of the (jovernment and local 
government problems and that any agreement reached be submitted 
to the PCC Steering Committee for approval since the reorganization 
of the Government required tlie approval of all parties. 

In frank discussions at this time with a high-ranking National 
Government official, General Marshall endeavored to impress upon 
him the gravity of the situation. He informed him that the principal 
loss, in his opinion, was the lowering of the Generalissimo’s prestige 
and that this was particularly tragic since the Generalissimo repre¬ 
sented perhaps the greatest asset China had at this time. He con¬ 
tinued that the Generalissimo’s advisei's were giving him such nar¬ 
row and prejudiced advice that the situation seemed hopeless and 
that comments had been made to him privately by the Generalissimo’s 
own associates which they could not make openly. He described the 
weakness of the financial and economic structure of the country, which 
argued strongly against civil war, and said that, if the Generalissimo 
continue d in his present attitude toward negotiations, civil war was 

two Chinese sides regarding the Incident was conflicting and General Marshall 
finally Instructed the United States personnel of the Investigating team to with¬ 
draw and submit their own report. This report was to the effect that a Com¬ 
munist forc*e had ambushed the motor convoy of Executive Headquarters and 
Unbsa supplies escorted by a United States Marine unit, that It bad killed throe 
Marines and wounded 12 others and that no National Government troops were 
present or Involved In the Incident. 
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inevitable. General Marshall pointed out that while the Generalis¬ 
simo believed that the military situation would develop favorably 
during this lull in negotiations, developments might not occur in ac¬ 
cordance with his belief. He said that the Generalissimo’s military 
commandei'S were leading him into an uncontrollable situation and 
that when such a situation materialized these same commanders would 
be appealing for aid which would not be forthcoming. General Mar¬ 
shall emphasized that the United States would not underwrite a 
(■’hinese civil w’ar. 

In later conversations with this same ofTicial, General Marshall 
emphasized that the tactics being followed by the Government were 
such that in its ellorts to prevent communism the Government was 
creating conditions favorable for a Communist regime. He cited ns 
an example the existing financial and economic situation which would 
be made more serious by continuation of military operations and 
added that civil war, accompanied by economic chaos, would provide 
fruitful breeding gi'ounds for communism. 

Meanwhile, economic developments wei-e providing grave portents 
of the rapid deterionition that was to come. The resumption of 
military operations was progressively isolating agi'icultural and 
mining ureas from urban 0011101*8 of consumption and export, and re¬ 
quired a steady expansion of the currency in circulation to meet the 
Government’s swollen budgetary requirements. These factors com¬ 
bined to stimulate a rapid, although not yet explosive, inflation, the 
consequences of which woi'e universal commodity speculation and 
hoarding, a low level of exports and emigrant remittances and, in turn, 
the steady depletion of the Government’s foreign exchange reserves. 


V. ORGANIZATION OF THE STATE COUNCIL 

PROPOSAL FOR A FIVE-MAN COMMIITEE 

Oil August 1 Dr. Stuart in a long conference with the Generalissimo 
at Killing proposed the organization of a special committee, including 
National Government and Communist Party representatives, with Dr. 
Stuart as Chairman, for the purpose of reaching an agreement for 
tlie immediate organization of the State Council.” In view of the 
apparent impossibility of obtaining the Generalissimo’s agreement 
to the issuance of an order for the termination of hostilities, General 
Marshall and Dr. Stuart considered it advisable to approach the 
problem from another angle. It was their belief that if some prog¬ 
ress were made by this committee the Generalissimo would bo 


” For tlie PCO resolution on the State Council, see annex 64. 
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willing to agree to a cessation of hostilities, which were at this time 
increasing in extent throughout North China and were threatening to 
spread into Manchuria. The Generalissimo utilized the Communist 
attack on the United States Marine convoy as a reason for delaying 
decision but agreed to consider the matter. General Marshall ami 
Dr. Stuart were of the opinion that there was urgent necessity for 
creating the State Council, which, in etl'cct. would give a form of genu¬ 
ine legislative action for control or guidance of the Government. 

On August o the Generalissimo gave Ins agreement to the formal ion 
of a small informal five-man committee to he composed of Goverimient 
and Communist Party representatives, under Dr. Stuart as Chaiiinan. 
for the purpose of reaching an agreement for organization of the State 
Council. On the following day he stipulated five preliminary con¬ 
ditions which the Communists would have to accept and carry <)»>r 
within a month to six weeks: (1) Tlie Communist forces in north 
Kiangsu should withdraw north of tljo Lunghai Railway; (2) Com¬ 
munist forces should withdraw from the Tsinan-Tsingtao Railway; 
(3) Communist forces should withdraw from Chengte and areas 
in Johol Province south of that city; (4) Communist forces should 
withdraw into 214 provinces in Manchuria (Hsin Ileilungchiang, Non- 
chiang, and Ilsingaii) ; and (5) Communist forces shotild withdraw 
from ])laces in Sliansi and Shantung Provinces occupied after June 
7. These terms were more exacting than those at the end of June 
when the stalemate had been reached. 

The Chinese Comnumist Party replied that the National Govern¬ 
ment made no mention of local goverimient and that the Communist 
Party’s refusal to accept Government demands for taking over local 
administration in areas to be evacuated by Communist troops, whicli 
had lex! to the impasse at tlie end of June, was based on the grounds that 
such a procedure was contrary to the PCC resolut ions.®* The Commu¬ 
nist Party was willing to agree to (he liolding of political and military 
discussions simultaneously but would not siccept the five Government 
conditions as a condition which must be agreed to prior to discussion 
of political matters. 

the MARSIIALL-STUART statement of august 10. 1946 

At this point in the negotiations, on August 10, 194G, General Mar¬ 
shall and Ambassador Stuart issued a joint public statement in an 

** Annex 1 ot the PCC resolution entitled ‘•Program for Peaceful National Re¬ 
construction” : “In those recovered areas where the local government is under 
dispute the ^tatua quo shall be maintained until a settlement Is made according 
to Articles 0, 7 and 8 of Chapter HI on Political Problems lu this Program by 
the National Government after Its reorganization.” 
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effort to bring both sides and the Chinese public to a realization of 
the i‘«ues and to arouse public pressure for the termination of 
hostilities. Pointing out that the fighting threatened to pass out of 
control and that the economic situation was most serious, they stated 
that both the Government and the Communist leaders wished to put 
an end to the fi<:hting but that there was still lack of agreement on 
certain issues. The redisposition of troops was one of the issues 
mentioned, hut General Marshall and the Ambassador informed the 
Chinese public that a more fundamental issue concerned the charac¬ 
ter of local governments following such a redisposition.’* 

In very frank conversations with the Generalissimo at this time 
General Marshall outlined his estimate of the situation as follows: 
Events during the weeks following his final talk with the General¬ 
issimo prior to the latter's departure for Killing in July corresponded 
almost exactly with his predictions at that time. The Generalissimo 
had said that he could control the situation in Manchuria and that 
fighting in Nortli China would be local and that, if General Marshall 
were patient, the Communists would appeal for a settlement and 
would be willing to make compromises necessary for such a settle¬ 
ment. Eight ing in North China would, however, under pi-escnt circum¬ 
stances soon bo completely out of control. Once it spread to Jdiol 
Province, Manchuria would be affected, and the result would be a civil 
war beyond his or Communist control. This would be a catasti-opho in 
that it would afford an ideal opportunity for the Communists to ex¬ 
pand and for the U.S.S.K. to support the Chinese Communists, cither 
openly or secretly. The Government had much to lose and little to gain 
from hostilities at this time, which might end in the collapse of the 
Government and of the country’s economy. The Generalissimo must 
remember that the long lines of communication and the terrain fa¬ 
vored the employment of Communist guerrilla tactics. General Mar¬ 
shall’s objective, beyond that of a unified and rejuvenated China, was 
not what some of the Generalissimo’s advisers seemed to think—that 
is, to put the Communist Party in control. He opposed the policy 
of (he Generalissimo and his immediate advisors because ho thought 
that the procedure of the National Government would probably l^d 
to Communist control in Cliina; the chaotic conditions then developing 
would not only weaken the Kuomintang but would also afford the 
Communists an excellent opportunity to undermine the Government. 
Information reaching General Marshall from a wide variety of sources 
indicated a serious lowering of Kuomintang prestige, and criticism of 
Kuomintang governmental procedure was increasing daily. The most 


“ See annex 84. 
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serious consequence of the situation was its profouiul injury !<> the 
prestige of the Geiu^ralissinio, wltioli was jxu'lmps ('hina's gitaifosl 
asset. 


GENERALISSIMO ClIIANG KAI-SHEK'S POSITION 


After frequent conferences the Goneralissiino indicated his w illiug- 
ness to make an effort to reach agreement with (he Chinese Connnu- 
nists for the organization of the State Council through tlie Five-Man 
Committee, but he was not willing to agree to a termination of the 
fighting until his five conditions had been met. Tlie Generalissimo 
informed General Marshall tliat even this concession was a "I'eat one 
and involved a military risk on the part of the Government. General 
Marshall did not agree with this view and considered that the greater 
risk was involved in the continuation of the fightinir. 

On August 13 the Generalissimo issued a public slalement wliich was 


indicative of his attitude.®® The entire blame for the breakdown in 
the negotiations and the economic distress in the country was laid at 
the door of the Chinese Communists. He described the Ciovernment’s 
policy as follows: (1) the ending of the period of political tutelage 
and establishment of constitutional government; (2) adherence to the 
PCC resolutions; (3) broadening of the basis of the Government by 
the inclusion of members of all parties and non-party persons to carry 
out the PCC Program of Peaceful National Reconstruction; (4) ad- 
heivnce to the ce-ssation of hostilities agreement of .lanuary 10, with 
the proviso that the Communists withdraw from areas “where they 
threaten peace and obstruct communications”; (5) the use of political 
means to settle political differences, but only if the Communists gave 
assurance and evidence that they would carry out the various agree¬ 
ments reached; and (C) the protection and security of the people and 
their properties and the removal of any threat to peace. 


MAJOR FACTORS OF DISAGREEMENT 

On August 22 General Chou En-lai e.xpressed his willingness to par¬ 
ticipate in the meetings of the Five-Man Committee to discuss the 
organization of the State Council. There were two issues connected 
with this que.stion: (1) the allocation of seats on the Council among 
the political parties and the non-party group and (2) the veto power 
in the Council in connection with the carrying out by the reorganized 
Government of the Program for Peaceful National Reconstruction 
agreed upon by the PCC and constituting one of the PCC rp.solutions. 


" See annex 85. 
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The military situation was growing more serious day by d^ay and 
there was at this time an immediate threat of an outbreak of fighting 
i„ .lehol Province, northeast of Peiping. The Chinese Comiuunist 
Party had issued a general mobilization order, which the Comnmniste 
contended was a defensive measure against what they considered to be 
the purpose of the National Government to settle issues by 
force. The fact of the matter was that each side took the stand with 
General Mai-shall that the other was provoking the fighting and wuld 
not be trusted to go through with an agreement. The effort of Gen¬ 
eral Marshall and Ambassador Stuart with respect to the State Coun¬ 
cil was another move, on a higher level, to break the stalemate and 


make it possible to terminate hostilities. 

In late August the Generalissimo gave his formal agreement to the 
creation of the Five-Man Committee to pave the way for the formation 
of the State Council and also agreed that the conclusions of this group 
would be presented to the PCC Steering Committee for approval in 
accordance with the PCC resolutions. Shortly thereafter he ap¬ 
pointed the National Government’s two members of the Committee. 
At the same time he indicated that he had not in any way moderated 
his insistence on the five conditions to be met by the CommuiusU in 
order to bring about a cessation of hostilities. In view of these fave 
conditions General Chou En-lai expressed doubt regarding the pro¬ 
posal for creating the State Council, contending that it yvo\i\d only 
serve to give false encouragement to the public since the Generalis- 
simo had no intention of facilitating the cessation of hostilities by 


moderating his previous terms. , . u i 

Under these circumstances, General Marshall and Amb^ador 
Stuart were concenti-ating on the measures to create the State ^uncil 
as at least one definite step toward governmental reorganization that 
might exert an influence sufiicient to furnish a basis for the tennina- 
tion of the figliting. The Generalissimo informed General Marsliall 
tliat all that was necessai'y was for the Chinese Communists to stop 
fighting and abide by the terms of the cease-fire order of January 10, 
although under questioning he admitted that he was not moderating 

his five conditions. . 

In the meantime the National Government continued its otlensive 

in north Kiangsu, cleared the Communists from tlie Tsinan-Tsingtao 
Railway and captured Chengte, capital of Jehol Province, on August 
29. These were all points covered by the five Government conditions. 
The Communist forces launched an attack along the Lunghai Railway 
between Hsuchow and Chengchou and began their siege of Tatung in 


early August. 
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VL THE TRUMAN-CHIANG MESSAGES OF 

AUGUST 1946 

PRESIDENT TRUMAN'S MESSAGE OF AUGUST 10 

In the meantime, on Auffust 10, 1940, President Tnimiin had for¬ 
warded to tlie Generalissimo a personal message, in which the Presi¬ 
dent had expressed liis concern at the deteriorating situation in China 
and at the actions of selfish interests of extremist elements, ecpially 
in the Kuomintang and the Chinese Communist Part}'. Tlie Presi¬ 
dent described tlie growing conviction that an attempt was being made 
to settle major social issues by resort to force rather than by demo¬ 
cratic procedures. He pointed out that it was still the firm desire 
of the American Government and people to assist China to achieve 
lasting peace and a stable economy under a truly democratic govern¬ 
ment, but that unless convincing proof were .shortly fortlicoming that 
genuine progi-ess was being made toward a peaceful settlement of 
internal Chinese problems, it would be necessary for the President to 
redefine and explain the position of the United Stales to the Ameri¬ 
can people.*^ 

GENERALISSIMO CHIANG’S REPLY OF AUGlfST 28 

To this the Generalissimo replied on August 28.*'* The reply placed 
the blame for the fighting on the Communists and charged that the 
aim of Communist policy was to use armed force to seize political 
power, overthrow the Government, and install a totalitarian regime. 
He stated that while mistakes had been made by some National Gov¬ 
ernment subordinates they had been minor in scale compared with the 
flagrant violations of the Communists and that the National Govern¬ 
ment had dealt sternly with its offenders. The Generalissimo pro¬ 
claimed his policy of broadening the basis of the National Government 
by the inclusion of all parties and non-party pei-sonnel and said that 
success must depend upon the sincerity of the Communists in re¬ 
sponding to the National Government's appeals. 

PRESIDENT TRUMAN’S MESSAGE OF AUGUST 31 

In view of the generally unsatisfactoi^ nature of Generalissimo 
Chiang Kai-shek’s reply of August 28 to President Truman’s per- 
wnal message and the continued deadlock in the negotiations, the 
President forwarded a further message to the Generalissimo in which 
he emphasi zed that the prompt end of the threat of civil war in China 

*'8ee annex 86. 

** See annex 87. 
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through the establishment of political unity would make it feasible 
for th^e United States to proceed with its plans further to aid China 
in the rehabilitation of its industrial and agricultural economy.” 


VII. THE DRIFT TOWARD ALL-OUT STRIFE 

COMMUNIST RESENTMENT OF AMERICAN AID TO CHINA 

The signing of an agreement between the Chinese and United States 
Governments on August 30,1046, for the sale of United States Govern¬ 
ment surplus property in various islands of the Pacific was the occasion 
for the issuance of a statement by the Chinese Communist Party at 
Shanghai attacking the United States for extending large-scale mili¬ 
tary aid to the National Government. General Marshall had ex¬ 
plained to General Chou En-lai the background of the negotiations 
leading to the signing of this agreement prior to its actual completion 
and had explained that the surplus property in question did not 
contain combat materiel but consisted of machinery, motor vehicles, 
communications equipment, rations, medical supplies 
other items which would be of considerable value in the rehabilitation 
of the Chinese economy. The transaction could not be held in abey¬ 
ance until the two Chinese groups settled internal differences which 
had existed over a long period of years. The alternative was to de¬ 
prive China and its people of the opportunity to acquire materials 

beneficial to its reconstruction. 

In view of continued Chinese Communist propaganda attacks on the 
surplus property agreement of August 30, 1946, General Mars la 
gave a very detailed explanation of this transaction to the Communist 
Party representative. He pointed out that this transaction had been 
under discussion since the beginning of 1046 and had almost been 
settled at the time of General Marshall’s departure for the United 
States in March. During his visit to the United States he had ironed 
out most of the difficulties involved and the failure to reach an a^ee- 
ment on this transaction in February had resulted from Chinese 
Government efforts to improve the terms. The alternative to com¬ 
pleting an agi’eement with China for the sale of this surplus property 
was the immediate disposal of the property to other governments in 
the Far East or dumping it in the ocean, courses of action which 
w’ould have deprived Cliina of material of considerable importance 
in the economic rehabilitation of the country. General Marshall con¬ 
tinued that Cliincse Communist propaganda had imputed to this 
transaction every evil purpose possible and that great harm had thus 
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been done. He concluded that while he accejited this propajranda a- 
inevitable, he was greatly disturbed when a proposal such as that f<»r 
the informal Five-lilan Committee was being destroyed as a result of 
such propaganda. The Chinese Communist Party reiirescntatives, 
however, continued to be critical of the surplus propertv ajireement on 
the grounds that items such as trucks, connnunications equipment and 
army rations and uniforms wouhl be used for civil war purpo.ses ami 
other items wouhl be sold on the market and the proceeds thereof 
expended for military purposes. 

With respect to United States military aid programs" (ieneral 
Marshall was being placed in the untenable position of mediating 
on the one hand between the two Chinese groups while on the 
other the United States Government was continuing to supply arms 
and ammunition to one of the two groups, namely, the National 
Government. Action was therefore taken in August to suspend 
certain portions of these programs whicli might have a bearing on 
the continued prosecution of hostilities in China. Licenses were not 
granted for the export to China of combat type items of military 
equipment and in late September shipments of combat items from the 
Pacific area to China were temporarily suspended. (On October 22, 
1040, the suspension was lifted to permit the delivery of civilian type 
items for the Chinese Air Force.) This ban was impose<l at a time 
when the National Government was gradually increasing the temiio 
of its military campaign and when its reserves of mat4ncl were ample. 
Ihe ban apparently had little effect, since it was not until November, 
when the National Government had reached the peak of its military 
holdings, that the National Government issued an order for the cessa¬ 
tion of hostilities. By that time the Government’s forces had occupied 
most of the areas covered by its demands to the Chinese Communists 
in June and during later negotiations and had reached what turned 
out to be the highest point of its military position after V-J Day. 

PROBLEMS RELATING TO THE ElVE-MAN COMMIITEE 

By September 3 both Chinese groups had named their representa¬ 
tives to the informal Five-Man Committee. Agreement on the com¬ 
position of the Committee did not, however, mean that Committee 
meetings were assured. The Clnne.se Communist Party continued to 
insist on the receipt of assurances from the Government that the 
latter would issue orders for the cessation of hostilities when agiee- 
ment should be reached in the Commiltee. 


See chapter VIL 
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111 referring to the informal Five-Man Committee (leiieral Mar¬ 
shall pointed out to the Chinese Communist Party representative that, 
when this proposal was presented to the Generalissimo, the latter 
had said that it would not be an effective procedure since the Commu¬ 
nists would immediately introduce other matters which would so com¬ 
plicate the discussions that no progress would be made. General 
Marshall had informed the Generalissimo that Dr. Stuart would act 
as chairman of the Committee only during discussion of State Council 
issues and that if other issues were brought up Dr. Stuart would 
withdraw from the discussions. General Marshall further explained 
to the Communist Party representative that he had exerted every 
effort and every argument to end the impasse and obtain a cessation 
of hostilities and that he had ignored the attacks on liim personally, 
both those made publicly by the Communists and those made by 
individuals within the Government who were opposed to almost 
everything he had been trying to accomplish. 

The Chinese Communist Party attitude toward the proposal for the 
informal Five-Man Committee was that it would agree to participate 
in the discussions of the Committee upon the receipt of a guarantee 
that cease-fire arrangements would be made and that the Government 
would drop its five conditions after tlie Committee reached a formula 
for Government reorganization. Tlie Communist representative 
also stated that the Communist Party would not name its mem¬ 
bers to tlie State Council while fighting continued because the Gov¬ 
ernment apparently wished to have the State Council decide upon 
cease-fire arrangements. He pointed out that if the matter were left 
to tlie State Council, the Kuoinintang, together with the Youth Party, 
would have a majority of the votes and any cease-fire arrangements 
would thus be on Kuoinintang terms. Tlie Communists desired that 
the Committee of Three handle such arrangements. In brief, the 
Communist Party position was that it would participate in the discus¬ 
sions in the Five-Man Committee provided that, when a basis of agree¬ 
ment should be reached, a cease-fire order would be issued. It desired 
that an unconditional cease-fire order be issued or that the Committee 
of Three meet immediately to discuss this question. 

Following several days of conferences at Kuling between the Gen¬ 
eralissimo and General ISIarshall, the former indicated that certain 
terms were acceptable to him. He agreed that the settlement of the 
military terms for the cessation of hostilities would be made by the 
Committee of Three and not by the State Council provided the Com¬ 
munist Party agreed to have the Committee of Three take action on 
the various issues discussed by that Committee in June. These were 
the questions of restoration of communications, the terms for the 
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termination of hostilities and the redistribution of troops in Man- 
churia and the military reorganization of the armed forces which 
would stipulate the places where Communist troops were to be sta¬ 
tioned. The Generalissimo had yielded on one important point by 
agreeing that the question of local government could be referred to the 
State Council after its establishment. He also expressed his willing¬ 
ness to have the Constitutional Reviewing Conunittee resume its woi k 
when the Five-ilan Committee had reached agreement and its con¬ 
clusions had been approved by the PCC Steering Committee but said 
that, prior to the issuance of a cease-fire order, the Communist Party 
must name its representatives to the National Assembly. General 
Marshall had gained the impression from statements by the Gen¬ 
eralissimo that he considered that practically all the points covered by 
his five conditions would be automatically taken cai-e of by his insist¬ 
ence on continued Government military occupation of places recently 
occupied by its troops. It was also the impression of General Marshall 
that reorganization of the Executive Yuan would take place after the 
convening of the National Assembly. 

When these terms were transmitted to General Chou En-lai, he 
expressed the view that, except for the proposal for the Five-Man 
Committee to discuss the reorganization of the State Council, the 
entire procedure in connection with political considerations outlined 
by the Generalissimo was contrary to the PCC resolutions. The Com¬ 
munist Party asked, therefore, that the Committee of Three be con¬ 
vened immediately to find some basis for the issuance of a cease-fire 
order. 

General Mai-shall considered that the Communist Party proposal 
meant a return to the impasse at the end of June which Dr. Stuart 
and he had been endeavoring to bix*ak through by the proposal for the 
reorganization of the State Council. He pointed out that unless the 
Committee of Three meeting were paralleled or preceded by efforts to 
reorganize the State Council, the situation had merely returned to 
the previous deadlock. It was General Marshall’s position that the 
stand taken by the Chinese Communist Party w’as harmful to it, as 
the Government probably wanted all the time possible for military 
operations and time was thus to its advantage. 

During this period the Communist representatives continued to 
insist on two points: (1) assurances from the Government that the 
Communists would be able to control sufficient votes in the State 
Council to veto any revision of the PCC resolutions, and (2) the early 
issuance of a cease-fire order. 

The Generalissimo indicated at this time that he w’ould not agi*ee to 
a meeting of the Committee of Three until the Five-Man Committee 
S44538—49-IB 
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should meet and give indication of reaching an agreement for tlie 
organization of the State Council and all that it was necessary for 
(he Communists to do in connection with the National Assembly was 
to submit a list of their delegates. The (leneralissimo also indicated 
that he would not agree to infonnal discussions of the State Council 
issues by Government members of the Five-Man Committee prior to 
the formal meetings of the Committee, but that he would agree spe¬ 
cifically that the two questions of the allocation of seats in the Council 
and the veto power would be the subjects for that Committee to discuss 
and settle. 

On September IG General Chou En-lai departed from Nanking for 
Slianghni. I’rior to his departure he forwarded to General Marshall 
three memoranda. The first memorandum outlined United States aid 
to the Chinese Government, described it as contributory to civil war, 
protested the sale of United States Government surplus property to 
the Chinese Government, and demanded that the United States Gov¬ 
ernment freeze all supplies and shipping covered by the surplus prop¬ 
erty agreement pending a settlement in China and the restoration of 
peace and unity and establishment of a coalition government. The 
second memorandum requested the convening of the Committee of 
Three to discuss tlie issuance of an order for the cessation of hostili¬ 
ties.*^ The third memorandum announced the departure of General 
Chou for Shanghai and said that he would return as soon as a meeting 
of the Committee of Three should be convened.” 

The Generalissimo, when informed of the situation, said that he 
would not agree to Government participation in the Committee of 
Three until the Five-Man Committee had been convened and had 
given some indication of reaching an agreement. He did agree, how¬ 
ever, to a compromise proposal presented by General Marshall regard¬ 
ing the allocation of seats in the State Council, which would have given 
the Communists within one vote of a veto power to block revision of the 
PCC resolutions, on the assumption that there was certain to be at 
least one liberal-minded, independent councillor who would vote 
independently. 

NEITHER SIDE YIELDS MEASURABLY 

During this period of negotiations, there had been little change in 
the position of the Chinese Communists. They continued to insist 
that a solution for the cessation of hostilities issue was a prerequisite 
to their participation in the Five-Man Committee discussions looking 
toward the organization of the State Council, although they did finally 

See annex 89. 
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agree to enter into Committee discussions provided the Committee of 
Three should meet simultaneously to discuss the cessation of hostili¬ 
ties ; they demanded that the Generalissimo's five conditions be dropped 
after a basis for the State Council should have been reached in 
the Five-Man Committee; they stated their refusal to name their mem¬ 
bers of the State Council, in the event of agreement on a formula for 
the Council, until hostilities should cease; and they indicated their 
desire that tlie PCC Steering Committee should discuss the reorgan¬ 
ization of the Executive Yuan. The greatest concern of the Com¬ 
munists during this period was for the cessation of hostilities and foi‘ 
assurances that the PCC resolutions would not be modified; to this 
latter end they insisted on some formula in the veto power arrange¬ 
ment which would ensure that the PCC resolutions would not be 
changed, as they apparently felt that their safety lay in the retention 
of the decisions of the PCC. 

The Goveimment position during this period was less fixed: The 
Government first placed the blame on the Communists for the initia¬ 
tion of the fighting and thus insisted that there was no need to issue 
a cease-fire order; the Government stated at the beginning of Septem¬ 
ber that it would not abandon the Generalissimo’s five conditions; 
and Government spokesmen indicated that all issues regarding a truce 
and the settlements in various areas were to be discussed in the State 
Council. Subsequently, however, after an earlier refusal to consider 
the convening of the Committee of Three, the Generalissimo agreed 
to permit that Committee to settle the cessation of hostilities issue 
provided the Communists would carry out certain tentative agree¬ 
ments reached during June and, in effect, abandoned the five con¬ 
ditions through agreement to permit the Kiangsu local government 
problem to be settled by the State Council. Government military ad¬ 
vances had in any case more or less made the carrying out of most 
of these five conditions a fait acoovipli. Tlie Generalissimo also agreed 
to the summoning of the Constitutional Reviewing Committee as soon 
as the Five-Man Committee should have reached an agreement and 
this agreement sliould have been confirmed by the PCC Steering Com¬ 
mittee, thus providing some assurance to the Communists of con¬ 
formity with PCC procedures. He had, however, posed an additional 
condition by stipulating that he would not agree to the cessation 
of hostilities until the Communists should have named their 
delegates to the National Assembly, a procedure which the Com¬ 
munists characterized as not in conformity with the PCC resolutions; 
and he had indicated that the Executive Yuan would not be re¬ 
organized until the National Assembly should have convened, al¬ 
though the PCC resolutions envisaged the reorganization of the Execu- 
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live Yuan prior to that time. Tlie Generalissimo also indicated that 
lie contemplated continued Government military occupation of the 
places occupied in its military campaign. Toward the end of this 
period of negotiations, the Generalissimo agreed to the convening of 
the Committee of Three when the Five-Man Committee should have 
given evidence of having reached agreement on the State Council, 
i)ut he would not agree to informal meetings of the Five-Man Com¬ 
mittee prior to its formal meetings. 

Tiie positions of the two parties thus continued irreconcilable. 
General Marshall and Dr. Stuart had endeavored to break the dead¬ 
lock through the proposal for the Five-Man Committee as a step lead¬ 
ing toward the cessation of hostilities. They had exerted strong 
pressure on the Generalissimo in an effort to obtain his concurrence 
to this proposal only to meet with Communist refusal to participate 
in the meetings of the Committee. Propaganda campaigns, as usual, 
played a part in wrecking their efforts, as they led to confusion and 
misunderstandings. Tlic most bitter of these campaigns was that di¬ 
rected by the Communist Party against the American Government 
and the surplus-property transaction. Communist distrust and Com¬ 
munist practices of distortion and disregard of the truth imputed to 
this transaction an evil purpose intended to further civil war in China, 
which was utterly contrary to the facts. The Generalissimo had frank¬ 
ly told General Marshall that the conclusion of an agreement for the 
termination of hostilities was his final trump cord in forcing the 
Communist Party to name its delegates to the National Assembly. 
Since the Communist Party considered this ns a sixth condition to be 
added to the previously announced five conditions, they were pressing 
for the more immediate issue, as they saw it, of terminating tl\o 
fighting. 

On September 19, in response to an oral request from the Com¬ 
munist Party representative at Nanking, General Marshall communi¬ 
cated to General Chou En-lai at Shanghai the National Government 
reaction to General Chou’s request for a meeting of the Committee of 
Three." In a further memorandum from Shanghai, General Chou 
again repeated his request for a meeting of the Committee of Three 
and indicated that unless the meeting were convened ho would be 
compelled to make public all the important documents in the negotia¬ 
tions since the June truce period." General Marshall made it very 
clear to the Communist Party representative at Nanking at this time 
that in view of the vicious Communist propaganda attacks directed 
against his personal integrity and honesty of purpose, which were 

** See aoDex 91. 

** See annex 92. 
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being paralleled by repeated private requests from the Communists 
that he continue his mediation efforts, he wished to emphasize that such 
a procedure would no longer be tolerated—if the Communists doubted 
his impartiality as a mediator, they needed only to notify him accoid- 
ingly and he would immediately withdraw from the negotiations. 

in discussions of the situation with high-ranking National Govern¬ 
ment representatives at this time, General Marshall impressed upon 
them the delicacy of the situation and the ijossibility that, if the 
situation continued to deteriorate, the Communists would be diiven 
to seek and be dependent upon outside support, such as Russian aid, 
which would make the task of peaceful settlement much more difficult. 

Since the Generalissimo was expected to return to Nanking from 
Ruling, where he had been since mid-July, General ilai'shall and 
Dr. Stuart addressed a joint letter to General Chou En-lai at Shangliai 
asking that he also return to Nanking in order that further efforts 
could be made to achieve a peaceful arrangement.^ General Chou 
maintained in his rejily his previous stand that he would prefer to 

await the convening of the Committee of Three.” 

Upon the return of the Generalissimo to Nanking and pursuant to 
his request for advice regarding the issuance of a public statement, 
General Marshall suggested on September 27 that the Government 
propose tlie convening of the Five-Man Committee and the Committee 
of Three with the understanding that the agreements tentatively 
reached in June be carried out, that the Committee of Three decide 
the problem of the military reorganization and integration agreement, 
that the PCC Steering Committee conlirm whatever conclusions were 
readied by the Five-Man Committee, that all local government issues 
be settled by the State Council and that concurrently with the cessation 
of liostilities the Communist Party publish the list of its delegates to 
the National Assembly. General Marshall set forth these procedures 
in a draft statement for approval by the Generalissimo and possible 
use.” General Marshall suggested that these arrangements be 
. accompanied by Government action to secure the immediate cessation 
of hostilities. 

It was the view of General Marshall that, if the Communists 
expressed agreement to the general terms and procedures outlined, 
an order for the cessation of hostilities should be immediately issued 
and the Five-Man Committee and the Committee of Three should 
meet at once. The Generalissimo subsequently informed General 
Marshall that after study of this suggestion he had come to the 
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conclusion that tlie several agreements indicated should be completed 
prior to the cessation of hostilities—in brief, the Committee of Three 
would Imve to reach complete agreement on the redisposition of troops 
for demobilization and integration of the armies and the Five-AIan 
C'oimnittee would also have to reach an agreement prior to the issuance 
of a cease-fire order. It was the opinion of General Marshall that 
such a procedure would completely vitiate the entii'e purpose of his 
suggestion. The Generalissimo later informed General l^Iarshall that 
ho had decided not to release any public statement at that time. 

NATIONAL GOVERNMENT MILITARY ACTIVITIES 

During this period the National Government began an advance 
against Kalgan, an important Communist-held city northwest of 
Peiping. The Chinese Coinmunists, who liad been beseiging Tatung 
(north Shansi) since early August, announced the formal lifting of 
the siege of that city in order to meet the Government charge that 
Kalgan was being attacked because the Communists were threatening 
'ratimg. On Sejitember 30 the Kuomintang Central News Agency 
announced that Government forces had begun operations for the 
purpose of capturing Kalgan. On the same day the Communist 
l*arty announced publicly its refusal to name its delegates to the 
National Assembly unless certain PCC procedures were observed. 

It was against tins background that General Chou En-Iai addressed 
a memorandum to General Marshall on September 30 pointing to the 
Government attack on Kalgan, one of the political and military centers • 
of the Communist Party, and stating that if the National Government 
did not cease military operations against Kalgan the Communist Party 
would be compelled to presume that the Government was giving public 
indication of a “total national split” and its abandonment of a peaceful 
settlement.” The Communist Party representatives stated orally that 
the cessation of the Government drive against Kalgan was a 
prerequisite to Communist participation in simultaneous meetings of 
the Committee of Three and the Five-Man Committee. 

FURTHER DETERIORATION IN THE NEGOTIATIONS 

On October 1,1946, in a conference with Chinese Communist Party 
representatives at Nanking, General Marshall made it clear to them 
that he was in agreement with neither the Communist Party’s course 
of action nor that of the National Government. He said that the 
situation had almost readied the point where he would not continue 
in the position of a mediator and that ho could no longer continue to 
be a middleman in a prolonged series of accusations and counter- 
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accusations, of proposals and counterproposals. General iMarshall 
stated that he had to give first consideration to the position of the 
Government that he represented. He pointed out that while he was 
struggling with the Chinese Government in an effort to have terms 
jjroposed which would have a fair chance of acceptance by the Chinese 
Communist Party, the latter had come forward with an announcement 
of refusal to name its delegates to the National Assembly. While he 
was struggling with the Chinese Communists in an effort to leach a 
basis for agreement, the Government had publicly announced its attack 
on Kalgan. This type of procedure had continued week after week and 
month after month. He said that he wished to emphasize that the 
procedure followed by the Communists was inevitably productive of 
long delay during which military operations were continuing. He 
concluded, however, that he was willing to discuss General Chou’s 
memorandum of September 30 with the Government and would do 
his best to prevail ui)on the Government to take action which would 
increase the possibility of peaceful settlement. 

General Marshall decided at this time that he would not carry oral 
messages to the Chinese Communists but would transmit only wiitten 

communications from the Government. 

He felt that the United States Government could not continue 
to be a third party to the existing procedure under which the Govern¬ 
ment had been proceeding with its “local operations” for 3 months.. 
He thought it apparent that the National Government’s campaign 
against Kalgan could be justified only on the basis of a policy of 
force. He felt that he could not put himself in the position of i;pediat- 
ing during a continued series of military campaigns and that he must 
have positive assurances from the National Government that there 
was a reasonable basis for compromise which offered possibility of 

success. 

GENERAL MARSHALL CONSIDERS WITHDRAWING 

In view of the existing situation, General Marahall addressed a 
memorandum to the Generalissimo on October 1, in which, after stat¬ 
ing that he w’as not in agreement with the present course of the Gov¬ 
ernment or of the Communist Party, he concluded: 

“I wish merely to state that unless a basis for agreement is found 
to terminate the fighting without further delays of proposals and 
counterproposals, I will recommend to the President that I be recalled 
and that the United States Government terminate it.s efforts of 
mediation.” 

Barlier in the memorandum General Marshall stated that he had 
carefully considered all the factors involved in the current status of 
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negotiations and military operations and had also taken into consider¬ 
ation the most recent developments, such as the Communist Party’s 
announcement of its refusal to submit a list of Communist delegates 
to the National Assembly unless certain PCC procedures were met, 
the Kuoinintang Central News Agency announcement of the Govern¬ 
ment operations against Kalgan, certain informal proposals presented 
by Dr. T. V. Soong. and the memorandum of September 30 from 
General Chou En-lai.* ** " 

On the following day the Generalissimo gave Ambassador Stuart 
an oral account of the reply which he expected to make to General 
Marshall’s memorandum. He indicated that he was aware of Gen¬ 
eral Marshall's embarrassment in the existing situation and that he 
always kept his problems in mind. He felt, however, that it was 
absolutely essential to the national welfare that the Government gain 
control of Kalgap and that the occupation of this city by the Govern¬ 
ment would do flinch to prevent further military action by the Chinese 
Communists. The Generalissimo’s statement served to convince Gen¬ 
eral Marshall almost completely tliat the time had come for his recall 
from China since the Generalissimo was certainly following a deBnite 
policy of force under cover of the protracted negotiations. The Gen¬ 
eralissimo had now completely reversed the position he had taken in 
Juno when he had agreed that the Communists would be permitted 
. to retain possession of Kalgan, which they had occupied shortly after 
V-J Day. 

On October 2 the Generalissimo forwarded to General Marshall a 
reply io the latter’s memorandum.^® Referring to General Marshall’s 
memorandum the Generalissimo said that 

“the Government hereby, with all frankness, expresses its maximum 
concessions in regard to the solution of the present problem”. 

These “maximum concessions” were as follows: (1) Wliile the Gov¬ 
ernment had originally agreed that the Communist Party be allocated 
8 seats and the Democratic League 4 seats on the State Council, it 
would now offer 1 seat to a member of the independent group who 
would be recommended by the Cliinese Communist Party and agreed 
upon by the Government This would make a total of 13 seats held by 
Councillors satisfactory to the Communist Party, which should with¬ 
out delay submit the lists of its members on the State Council and of 
its delegates to the National Assembly. (2) The location of the Com¬ 
munist troops under the military reorganization plan sliould be 
determined immediately and the Communist forces should enter such 
locations according to agreed dates, the foregoing to be decided upon 

• See annex 07. 
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by the Committee of Three and carried out under the supervision of 
the Executive Headquartei-s. The memorandum concluded tluit if 
the Communists agi eed to these two proposals ’‘a cease-fire order sliould 
be issued by both sides, when agreement has been reached thereon.’ 

The reply of the Generalissimo involved lengthy procedures during 
which the attack on Kalgan would be carried to its conclusion and it 
omitted any reference to the disposition of Government troops, \\hich 
was a requirement of the military reorganization agreement of Febru¬ 
ary 25. General ^larehall did not think that the United States 
Government could afford to be a party to a couree of questionable 
integrity and he felt that this fact should bo made \inmistakably clear 
to the Chinese Government. 

In a long conference on October 4, the Generalissimo informed Gen¬ 
eral Marshall that his departure from China was unthinkable and that 
he could not possibly cease his efforts at mediation, since the crisis 
in China was the most important in the world and his efforts wore of 
great historic significance. General Marshall e.xplained that his own 
actions and position and tliose of the United States Government as 
represented by him were in question under the existing situation. He 
stated that ho was convinced that a campaign of force was in progress 
and that negotiations could be described as a cover for this campaign— 
under such circumstances he could no longer participate in the negotia¬ 
tions. He continued that in June the Government had agreed that 
Kalgan would be left in Communist hands at a time wlien the Govern¬ 
ment was in a much weaker military position than at this time— 
Chengte had now been captured, most of Hopei and Jehol Provinces 
had been occupied. Government troops had advanced well beyond 
Peiping in the direction of Kalgan and Government forces were on the 
verge of occupying Chihfeng and Tolun, both important strategic 
points. The present procedure, said General Marshall, clearly meant 
a campaign of force and not a settlement by negotiation. General 
Marshall pointed out that at the end of June he had opposed the whole 
procedure in prospect for July and August, when the Generalissimo 
had declined to accept the agreements openly reached and had stated 
there would be only local fighting in China proper and no fighting in 
Manchuria. He continued that he had not only disagreed with that 
conception but had thought that it inevitably meant the development 
of a full-fledged civil war beyond Government or Communist control 
for a long time to come. This conference ended without any indication 
on the part of the Generalissimo that he would halt the drive against 
Kalgan. General Marshall informed the Generalissimo in conclu¬ 
sion that he regretted to inform him that nothing had transpired in tire 
discussion to cause him to alter his point of view—in fact, he was the 
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more convinced tlnit the United tjtates Government was being placed 
ill a position wliero the integrity of its actions could be successfully 
(jnestioned and tliat he must, therefore, recommend to President Tru¬ 
man his recall. 

On the following day General Mai-shall forwarded a message to 
Washington recommending his recall, the pertinent portions of which 
are as follows: 

“I feel that despite the present vieious Communist propaganda of 
misrepresentation and bitter attacks and despite the stupid failure 
of the Communists to agree to the Five-Man Committee under Dr. 
Stuart, actuated in our opinion through fear of the very delays which 
have resulted from this refusal, the United States Government cannot 
afford before the world to have me continue as mediator and should 
confidentially notify the Generalissimo accordingly. I believe that 
this is the only way to halt the military campaign and to dispel the 
evident belief of the Government generals that they can drag along 
the United States while carrying out their campaign of force. It is 
suggested for your approval that the following message bo sent by 
the President to the Generalissimo: 

“ ‘General Marshall recommends that his mission be terminated and 
that he be recalled. He has explained to you that he feels that a con¬ 
tinuation of mediation under present circumstances of extensive and 
aggi-esivo military operations would place the United States Govern¬ 
ment in a position where the integrity of its actions as represented by 
him would be open to serious question. I deplore that his efforts 
to bring peace to China have been unsuccessful, but there must be no 
question regarding the integrity of his position and actions which 
represent the intention and high purpose of the United States Gov¬ 
ernment. I, therefore, with great regret have concluded that he should 
be immediately recalled.* ” 

'When word reached the Generalissimo through Ambassador 
Stuart of General Marehall’s action, the Generalissimo expressed his 
willingness to stop military advances against Kalgan for a period of 
five days, possibly oven longer if the American mediators insisted, on 
condition that the Communist Party would immediately participate in 
meetings of both the Five-Man Committee and the Committee of Three 
and that Kalgan would be the first issue negotiated. The Generalis¬ 
simo also requested that General Marshall and Dr. Stuart discuss the 
matter with him on the following morning. Upon the receipt of this 
message from the Generalissimo, General Marshall requested the De¬ 
partment of State not to transmit to the President his recommendation 
that he be recalled, pending the receipt of further instructions. 
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In discussion with the Generalissimo of the Kalgan truce i)roposal, 
General Marshall made clear that a short truce would not allow time 
for successful negotiations, particularly with the threat of the resumi> 
lion of aggressive military action, and a long truce would be too dilli- 
cult to control in view of the complications to be faced by the military 
commanders in the field and their own aggressive attitudes. General 
Marshall suggested that the proposal which he had presented to the 
Generalissimo on September 27 be considered—this involved an imme¬ 
diate cessation of hostilities once the Communist Party agreed to the 
procedure specified. The Generalissimo said that he was unwilling 
to agree to this proposed procedure, and insisted that the cessation of 
hostUities must depend upon the successful completion of the meet¬ 
ings of the Committee of Three and the Five-Man Committee. The 
Generalissimo said he would, however, order a truce of five days on the 
basis of Communist agreement to meetings of the Committee of 1 hree 
and the Five-Man Committee as outlined in his memorandum of 
October 2. After some discussion, the Generalissimo agreed to extend 
the truce period to 10 days and indicated that if, as the end of the 
truce approached, it appeared that the Chinese Communists were in a 
mood to negotiate, he would lengthen the period. He requested that 
the truce be announced as a proposal from General Marshall and Am¬ 
bassador Stuart rather than from the National Government. General 
Marshall and Dr. Stuart agreed to this request even though it was not 
their proposal—it merely represented the best terms they could obtain. 

General Marehall prepared a memorandum ** outlining the condi¬ 
tions of the truce as agreed to by the Generalissimo and sent it to Dr. 
Stuart, who communicated it orally to a Chinese Communist Party 
representative, and on the following day sent a copy to this Communist 
representative and an additional copy to General Chou En-lai at 
Shanghai. The conditions of the truce were as follows: (1) The pur¬ 
pose of the truce was “to carry out the two proposals of the Generalis¬ 
simo” in his communication to General Marshall of October 2; 
(2) during the truce period Executive Headquarters field teams would 
check on its observance; and (3) public announcement of tlie truce 
would be made by Dr. Stuart and General Marshall without any 

announcement from the two parties. 

At the same time General Marshall requested the Department of 
SUte to inform President Truman of the foregoing events and of 
General Marshall’s decision to withdraw the recommendation for 
his recall. 


** See anoex 99. 
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Tho Chinese Communist Party rejected this true© proposal on the 
grounds that there should be no time limit to the truce period and that 
discussions in the Committee of Three and the Five-Man Committee 
should not be limited to the two proposals in the Generalissimos 
memorandum of October 2 since discussion of these topics during a 
truce would be considered as negotiation under military coercion.** 

THE MARSIIALL-STUART STATEMENT OF OCTOBER 8, 1916 

The Chinese Communist Party's rejection of the truce proposjil 
placed General Marshall in a position entirely opposite from the one 
lie had previously held in opposing continued aggressive military 
action. It was now the Government which had offered at least a tem¬ 
porary cessation of hostilities and the Communists who declined. 
General Marehall and Ambassador Stuart then issued a joint public 
statement on October 8 in regard to the situation.*’ The statement 
began with a description of General Chou En-lai’s memoi'andum of 
September 30 on Government military operations against Kalgan and 
tho Communist attitude thereto. It was a recital of the negotiations 
from tho time of the receipt of General Chou’s menjorandum asking 
for a cessation of the attack on Kalgan to the time of tho Communist 
Party rejection of tho 10-day truce proposal. 

THE COMMUNIST POSITION 

In discussions with General Marshall and Dr. Stuart, Communist 
Party representatives stated the Communist views: The Communist 
Party wanted a definite cessation of the attack on Kalgan and the 
only way for the Government to show its sincerity was to withdraw 
its troops to their original positions. The Communists had hoped 
that General Marshall and Dr. Stuart would be able to make the 
Government realize that it was assuming the role of a victor over 
the vanquished and that they would also be able to make the Gov¬ 
ernment change its policy of war, but the Communists had now lost 
hope. They appreciated very much the efforts of General Marshall 
and Dr. Stuart, but China, they said, was now in the midst of civil war. 
Tho Communists hoped that General Marshall and Dr. Stuart would, 
on tho one hand, have the United States Government cease its aid to 
the Chinese Government and, on the other hand, “have a fair mediating 
process which would be acceptable to both sides.” General Marshall 
replied that he did not accept this statement regarding the United 
States Government and that he did not like the inference of the sec¬ 
ond portion of this statement. He concluded that he very much 
feared that his efforts in the negotiations had terminated. 


** See annex 100. 
** Sec annex 101. 
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In view of the unsatisfactory nature of this convei-sation and with 
the desire to do everything possible at this critical period, (ieneral 
Marshall proceeded to Shanghai to see General Chou En-lai. In theii 
conversation it developed that some misunderetanding had arisen 
from the wording of the terms of the truce proposal which had led 
to uncertainty whether the Communist Party was to give considera¬ 
tion to the two proposals of the Generalissimo or to ‘‘carry out such 
proposals. General Chou indicated that the two proposals of the 
Generalissimo were from the Communist viewjjoint unacceptable con¬ 
ditions. One of them, he said, meant that the Communist Party could 
not exercise the veto power to prevent revision of the PCC resolutions 
and tlje other pi’oposal meant that, while the Communist troop loca¬ 
tions would be fixed, the Government armies woidd be free to move. 
General Chou concluded that it was the view of the Communist Party 
that only a lasting tr>ice would demonstrate tliat the Government did 
not desire a “total split.” He then presented to General Marshall a 
three-point military and eight-point political proposal which, he said, 
represented the Communist stand on military and political issxies. 
The military proposal required that all troops resume the positions 
held in China proper as of January 13 and in Manchuria as of June 7, 
that the location of all troops until the time of army reorganization 
should bo fixed and that Government troops moved after January 13 
should be returned to their original locations. Ihe political proposal 
consisted of detailed points for discussion by the h ive-Man Committee 
and the PCC Steering Committee, which all were related to the PCC 
resolutions. 

General Mui-shall emphasized to General Chou that the Generalis¬ 
simo had not planned the truce for the purpose of gaining time for the 
movement of troops and munitions, and concluded that after hearing 
the views of General Chou it would seem that his mediation efforts 
were futile and there was no pi-actical basis for further action on his 
part. General Marshall reminded him that some time ago ho had indi¬ 
cated that if the Communist Party did not trust his impartiality as 
mediator it had merely to say so and he would withdraw. General 
Chou said that he would make a written reply to the Generalissimo, 
and tliat, although he had not welcomed the joint statement issued by 
Ambassador Stuart and General Marshall, he wished to make clear 
that he did not cast any reflection on General Marshall’s actions 
throughout the entire period of mediation. 

On October 9 General Chou En-lai replied to the Generalissimo’s 
memorandum of October 2 and the Kalgau truce proposal in a memo¬ 
randum addressed to General Mai*shall.« This memorandum con- 


See annex 102. 
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chulecl that the Government should cease its attack on Kalgan and 
(liat if the Government sliould permanently call off such an attack, 
the Commvinist Party was willing to participate in meetings of the 
Committee of Three and the Five-Man Committee or the PCC Steer¬ 
ing Committee to have simultaneous discussions of (1) the cessation 
cf^hostilities and (2) the implementation of the PCC resolutions. 
The memorandum also included the military and political proposals 
made by General Chou to General Mni’shall at Shanghai. 

GENERALISSIMO CHUNG’S STATEMENT OF OCTOBER 10, 1946 

On October 10,1946, the anniversary of 4^he founding of the Chinese 
Republic, the Generalissimo made a speech,^® in which, referring to 
the negotiations, he made statements along the following general 
lines: 

The Government asked the Communist Party to abandon its plot to 
achieve regional domination and distintegration of the country by 
military force and to participate along with all other parties in the 
National Government and the National Assembly. It was the hope 
of the Government that the various political parties and groups would 
submit their lists of candidates to the State Council and of delegates to 
the National Assembly. The Government desired a total and per¬ 
manent cessation of hostilities, but during the past 3 months the 
Communists had rejected all the proposals of the Generalissimo and 
had also turned down the truce proposal presented by General Mar¬ 
shall and Dr. Stuart; the Government was not, however, going to 
abandon its policy of a peaceful settlement. It would continue to hope 
and seek for a settlement by mediation and consultation. 

THE FALL OF KALGAN AND THE SUMMONING OF THE NATIONAL 
ASSEMBLY 

During this period a group of representatives of the Democratic 
League and the China Youtli Party proceeded to Shanghai for the 
purpose of inducing General Chou En-lai to return to Nanking. Just 
as it appeared that their efforts would succeed, a series of events oc¬ 
curred which aroused bitter feeling on the part of the Chinese Com¬ 
munists and one of which created strong opposition from all minority 
parties. On October 10, Government forces captured Kalgan with 
little or no opposition from Communist troops and on the same day 
occupied Chihfeng, the last Communist stronghold in Jehol Province. 
Government troops at this time were also reported to be on tlie verge 
of occupying additional Communist-held towns in north Kiangsu. 
On the same day the Government announced the resumption of na- 


** See QDDez 103. 
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tionwide conscription, -vvliich had been suspended following the Japan¬ 
ese surrender in August lt>45. Even after these events. General Chou 
En-lai was said by Dr. Sun Fo, President of the Legislative Yuan, to 
be ready to return to Nanking, but the issuance by the Government on 
October 11 of a mandate announcing that the National Assembly wt)\ihl 
be convened on November 12, as scheduled, caused General Chou to 
cancel his plans. This announcement also resulted in strong criti¬ 
cism from the other minority parties, as they considered it evidence of 
unilateral and dictatorial action on the part of the Government. They 
asserted that agreement had been reached on April 24 in discussion be¬ 
tween representatives of all parties and the Generalissimo for post¬ 
ponement of the National Assembly, then scheduled for May 5, and 
that it was understood tliat the date for convening the Assembly 
would be decided by discussion among all parties. The National 
Government explained tliat its action was in accordance with Kuomin- 
tang regulations, which required formal notification and confirmation 
of tlie date of the National Assembly one month prior to its convoca¬ 
tion. The i*esiilt of this series of events was to cause the cancellation 
of the plans for the return of General Chou and the minority party 
representatives to Nanking. 

DRAFT STATEMENT PREPARED FOR THE GENERALISSIMO 

The Generalissimo on October 13 indicated to General Marshall and 
Ambassador Stuart that ho wished them to consider the i)ossibility of 
his making a statement, such as that previously suggested by General 
Marshall on September 27, but modified in accordance with recent 
changes in the situation. General Marshall, referring to changes in 
the situation, pointed out that the important factor was the immediate 
cessation of hostilities and that, even if the Communists were forced to 
submit to various agreements by the pressure of Government military 
action, there could be no healthy results from political negotiations and 
reorganization of the Government as the bitterness engendered thereby 
would be too deep and the spirit of revenge and distrust too great. The 
Generalissimo replied that he could not agree to an unconditional cessa¬ 
tion of hostilities without some evidence for the people and the Govern¬ 
ment leaders that some advantage had been gained for the reorganiza¬ 
tion of the Government. He mentioned the submission by the Com¬ 
munists of their list of delegates to the National Assembly as an 
example. 

General Marehall reminded the Generalissimo that in early July 
the latter had said that it was first necessary to deal harshly with the 
Communists and later, after 2 or 3 months, to adopt a generous attitude. 
It seemed to General Marshall that after more than 3 months with the 

I t 
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Government in possession of all tlie important strategic points, that 
the time had come for the generous attitude of which he had spoken. 
Tlie Generalissimo agreed to this but repeated his previous statement 
regarding the necessity of obtaining certain advantages prior to the 
cessation of hostilities. 

Pursuant to the Generalissimo’s suggestion, General Marshall and 
Dr. Stuart drew up and forwarded to the Generalissimo a draft of a 
statement for release by him, including therein the demand by the 
Generalissimo for submission of the names of the Communist delegates 
to the National Assembly. This draft statement, based upon the pre¬ 
vious draft presented to the Generalissimo by General Marshall on 
September 27, contained the following points: ** 

The Five-Man Committee and the Committee of Three to hold simul¬ 
taneous meetings immediately with the following understandings: 

The various agreements tentatively reached by the Committee of 
Three during the June negotiations to be put into effect and the tenta¬ 
tive agreement reached at the same time for the redisposition of troops 
in Manchuria to be confirmed. 

Government troops north of tlie Yangtze River to continue in occu¬ 
pation of places now under their control until the Committee of Three 
reached agreement for the redistribution, reorganization and demobili¬ 
zation of the armed forces. 

The PCC Steering Committee to confirm without delay any under¬ 
standing reached by the Five-Man Committee. 

Questions of local government to be settled by the newly organized 
State Council. 

The Constitutional Reviewing Committee to be reconvened imme¬ 
diately and the ngi'ced draft to be submitted to the National Assembly 
as the basis for its action. 

Concurrent with the cessation of hostilities, which was to bo effected 
immediately following the Communist Party’s agreement to the fore¬ 
going procedure, the Communist Party to announce its intention of 
participating in the National Assembly by publishing the list of its 
delegates thereto. 

EIGHT-POINT PROPOSAL BY THE GENERALISSIMO, OCTOBER 16, 1946 

On October 16 the Generalissimo made a public statement in which 
he announced the Government’s views and presented an eight-point 
proposal, upon acceptance of which by the Chinese Communist Party 
the National Government was prepared to arrange for tlie immediate 
cessation of hostilities. The Generalissimo referred to his public state- 

**Sec annex 104 for full text. 

^ See annex 105. 
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iiient on October 10, in Nvliich he had said "the Government has always 
adhered to the political solution of our domestic political problem 
and would not give up this policj' of peaceful settlement under what¬ 
ever circumstances,” and continued that, despite the recent Communist 
rejection of Government proposals, the Government would not aban¬ 
don its policy of “peaceful settlement” and would still seek a settlement 
by mediation and consultation. The Generalis.simo*s eight-point pro¬ 
posal was very similar to the proposals set forth in the draft statement 
prepared by General Marshall and Dr. Stuart, the chief ditference 
being (1) the deletion of the point regarding the separation of oppos¬ 
ing troops in close contact upon which tentative agreement had been 
reached in June and (2) the exclusion of Manchuria from the pro¬ 
posal providing for the settlement of the, question of local government 
by the State Council. One point required that the tentative agreement 
reached for the redisposition of troops in Manchuria be carrietl out in 
accordance with a fi.xed schedule without delay while the <lraft state¬ 
ment had provided only that this tentative agreement was to be con* 
firmed. The proposals by the Generalissimo were also forwarded to 
General Marshall for transmission to the Chinese Communist repre¬ 
sentatives on October 17. 

Despite the similarity of the Generalissimo's eight-point proposal 
to the draft statement submitted to him on September 27 by General 
Marshall, the lapse of time and the military events intervening, such as 
the occupation of Kalgan and the opening of a Government attack on 
Antung and Chefoo at the time of the announcement of this eight-point 
proposal, largely nullified most of the possibilities for good re.sults. 

THE COMMUNIST REPLY 

The initial Communist reaction to the Generalissimo’s eight-point 
proposal was unfavorable, as indicated by General Chou En-lai at 
Shanghai to a group of minority party leaders and by a Communist 
radio broadcast from Yenan. The Third Party Group (minority 
party leaders) were endeavoring to persuade General Chou to return 
to Nanking from Shanghai and three high-ranking National Govern¬ 
ment ofTicials liad also gone to Shanghai to confer w;th General Chou. 
General Marshall was of the opinion that the American mediators 
should stand aside at this time and encourage Chinese efforts to roach 
a settlement, with the Third Party Group in the position of the middle¬ 
man. On October 20 General Chou En-lai and the membera of the 
Third Party Group decided to return to Nanking on the following 
day. Apparently no new understanding had been reached, but the 
spirit of the conferences in Shanghai appeared to have offered the 
possibility of continued negotiations^ 
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In early October the Generalissimo had informed General Marshall 
of his plans to proceed to Formosa for a brief visit on October 20. 
■When. Imwever, it was learned that General Chou En-lai and the 
Third Party Grovip had decided to return to Nanking, the General¬ 
issimo remained in Naliking until their arrival and had a brief talk 
with them before departing for Foi-mosa on the same day. Prior to 
his (lej>arture, he informed General Marshall that he would be absent 
for only a few days and that he would return at any moment if his 
presence in Nanking were desirable in connection with the negotiations. 

During this ])eriod fighting continued in various parts of North 
China, although the situation remained relatively quiet in Manchuria 
except for small-scale actions and Communist disruption of lines of 
communication. Communist actions along the Peiping-Hankow 
Railway line, intermingled with general fighting in the southern 
Hopei area crossed by this line, were reportedly devoted largely to 
the destruction of the rail lines. Government forces were apparently 
centering their attention on coal mining areas and tliey occupied two 
important coal mining centers during tliis period. Other high lights 
of this period werc the Communist-organized mass demonstrations in 
Harbin and Tsitsiliar in northern Manchuria directed toward the 
withdrawal of American troops from China and criticism of Ameri¬ 
can interference in internal Chinese affairs. Further indications of a 
deterioration in the situation were seen in the gradual evacuation of 
Communist Party personnel from Nanking, Shanghai and Chung¬ 
king to Yenan in United States Army planes furnished at the request 
of the Communist delegation in Nanking. 

There still remained, however, some basis for hope in the situation 
in that General Chou En-lai had finally returned to Nanking from 
Shanghai and in that the Third Party Group, whose chief weapon in 
the discussions both with the Government and the Communists was the 
question of participation or nonparticipation in the National Assem¬ 
bly, was actively engaged in the mediation effort. This enabled the 
American mediators to remain in the background. 

On October 24, General Chou En-lai informed Ambassador Stuart 
that the Chinese .Communists could not accept the Government eight- 
point proposal. 

THE SPREADING OF HOSTILITIES 

In the meantime military activity showed no signs of abating. Gov¬ 
ernment forces occupied the last of the main stations on the Tsinan- 
Tsingtao Railway and Government foixies were moving north along 
the Peiping-Hankow Railway in southern Hopei. Most serious was 
(lie opening of a Government drive on Antung in Manchuria, from 
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which the Generalissimo was now insisting that the Communists willi- 
draw within 15 days after the issuance of a cease-fire order. Commu¬ 
nist propaganda attacks on the United States continued, demanding 
the immediate withdrawal of all American troops and of American 
support from the National Government. Further indications of the 
deterioration in the situation were seen in the reduction of Communist 
personnel at the Executive Headquarters at Peiping to the point that 
the Communist bi-anch was practically inoperative. The Communists 
had also withdrawn their members from all held teams in Govern¬ 
ment-occupied areas in China proper except at four points. 

ATTEMPT AT MEDIATION BY THE THIRD PARTY GROLT 

In a discussion of the situation with General Mai-shall on October 20. 
General Chou En-lai said that if the Government military advances 
continued there would be no necessity for continued negotiations and 
the Committee of Three should take action in this matter. Further 
questioning revealed that General Chou did not consider a meeting 
of the Committee of Three the issue, although he did not object in any 
way to such a meeting. This conversation revealed tlie extent to 
■which his attitude was governed by the deep suspicion of any terms 
presented by the National Government, even when it was pointed out 
to him that certain of the National Government’s eight points repre¬ 
sented terms desired by the Communists on which the National Gov¬ 
ernment had not previously agreed. General Mai-shall pointed out to 
him that the distrust was so great on both sides that there was all the 
more need to find some method on which both could agree for the 
termination of the hostilities. 

He continued that the situation presented an almost impossible 
prospect for agreement unless divested of every detail not vital to either 
party and that it was hoped that the Third Party Group might be 
able to find some basis for compromise, a course infinitely better than 
a mediation procedure by Americans since it would then bo a settle¬ 
ment by the Chinese themselves. 

General Chou indicated that if the Third Party Group could pro¬ 
duce a compromise proposal with a sound basis he would discuss it 
with them, but that, in view of the military situation and Government 
attacks in various areas, there would be no basis for any negotiations 
if this situation continued. In that event, he said, his presence in 
Nanking would be useless. 

General Marshall pointed out that he and Dr. Stuart had trictl 
every possible means of stopping the hostilities without success— 
their proposal for the Five-Man Committee, to which the Government 
finally agreed but to which General Chou would not agree; the 
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Kalian truce proposal, wliich General Cliou had characterized 
capitulation; and now another somewhat similar situation m which 
it was hoped that hostilities could be ended through the efforts of 

the Third Party Group. vr i • * 

The continued absence of the Generalissimo from Nanking, to¬ 
gether with the open resumption of the Goveninient military cam¬ 
paign in Manchuria, was detrimental to the whole situation. The 
Third Party Group was becoming discouraged since its three-point 
proposalfor a settlement of the differences hud been rejected by the 
Generalissimo, who had told them that they should have adopted his 
eight-point proposal of October 16. General Chou En-lai had un¬ 
officially accepted practically all of this proposal, but the news of the 
Government capture of Antung caused him to say that he must await 
instructions from Yenan. The Third Party Group then recom¬ 
mended that there be an informal discussion by National Government, 
Communist, and Third Party Group representatives. The General¬ 
issimo agreed but insisted that his eight-point proposal constitute 
the agenda. General Chou En-lai agreed and the meeting was 
scheduled for November 4. 

On October 28 in a discussion of the situation with the Generalis¬ 
simo, General Marshall described the deep seated distrust the Com¬ 
munist Party had of the motives of the Generalissimo and the Kuo- 
mintang leaders, to which had been added their distrust of the 
American mediators. Ho pointed out that the Communists had no 
intention of surrendering and that, while they had lost cities, they 
had not lost armies, nor was it likely that they would lose their armies 
since they had no intention of making a stand or fighting to a finish 
at any place. He continued that the Generalissimo might be able 
to take Harbin but that the Government would then be in for endless 
trouble. 

The Generalissimo replied that the time had come to halt the fight¬ 
ing but he did not wish this to be conveyed to the Third Party Group. 
General Marshall then c.xplained that this group appeared to be tlie 
only hope in the situation and urged the Generalissimo to show them 
every consideration and build up their prestige by making concessions 
and encouraging them to speak frankly to him. Ho further pointed 
out that they had become so discouraged by the failure of their efforts 
that they had expressed the desire to withdraw from tlie negotiations 
and return to Shanghai. 

On October 80 tlie Generalissimo informed Ambassador Stuart 
that he was willing to make two additional concessions: 
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(1) The cease-fire order would apply to Manchuria as well as to 
China proper. Military redispositions would follow the Juno settle¬ 
ment and local administration would be dealt with uniformly in all 

of China. 

(2) Cities and hsicn along the Changchun Railway trunk line, 
except for those already under occupation by the Government, would 
not bo taken over before the reorganization of the Government. 

The arguments of the Communist Paity at this time were not con¬ 
sistent. They had insisted that the Government militarj- leaders were 
determined to settle the issues by force, yet the Communists were ap¬ 
parently risking the continuation and expansion of the fighting in tlie 
hope that the Government would make concessions in order to obtain 
the list of Communist delegates to the National Assembly. I urther- 
more, the issues of the State Council and local government were not 
now at this stage as difficult to solve as they had been in June and it 
seemed that the principal outstanding issue was the reorganization of 
the Executive Yuan. The Communists and the Democratic League 
seemed to attach great importance to this issue as a condit ion precedent 
to the convening of the National Assembly. In view of the discourage¬ 
ment of the Tliird Party Group, the problem was to make this Group 
aware of the fact that tlie military settlement was greatly affected by 
political issues and that the membei-s of the Group should stand to¬ 
gether and remain strong under the pressure of the Government and 
the Communist Party to divide them. The Government continued to 
be unwilling to agree to the cessation of hostilities until the Commu- 
nisU submitted a list of their delegates to the National Assembly and 
the Communists were willing to submit such a list only to a reorganized 
Goveniment, which to them meant the reorganization of the Executive 
Yuan. The Generalissimo had indicated that he would not reorganize 
the Executive Yuan until after the meeting of the National Assenibly. 

Several developments at tliis time had a bearing on the negotiations. 
General Chou En-lai had agreed to return to Nanking from Shanghai 
only if the Third Party Group would stand with the Communist Ihirty 
in refusing to nominate delegates to the National Assembly until the 
Government had been reorganized in strict accordance with the PCC 
resolutions. This was proving very embarrassing to the Third Party 
Group. The Group were urging General Marshall and Dr. Stuart to 
take the lead again in the negotiations, but the American mediators 
declined to do so because it was very important that, if possible, a 
Chinese neutral group act in mediation, at least on political questions. 

Although the National Government had agreed to participate in 
an informal discussion of the various issues with the Con^unists and 
the Third Party Group, the Government representatives did not 
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attend the meeting on November 4 and the Third Party Group 
merely asked General Chou to state the Communist demands. This 

he did very completely, covering every issue. , . . 

On November .’) the Generalissimo informed General Marshall and 
Ambassador Stuart that the absence of the Government members from 
the meeting previously agreed to had resulted from a number of indi¬ 
cations that the Communists wished to eliminate American mediation. 
General Marshall cxprefsscd regret that the failure of the National 
Government to participate in the meeting wjis due to this reason and 
stated that the Communist Party either accepted the American media¬ 
tors or did not—they either trusted the American mediators or did not 
trust them and Government action could not force a decision in this 
particular manner. The Generalissimo then said that the time had 
come to stop the fighting and that he was pi-epared for an unconditional 
tei-mination of hostilities. He expressed a desire to have General 
Marshall and Ambassador Stuart advise him with respect to the 
announcement of the cessation of hostilities, together with a reference 
to the conveninp of the National Assembly, which he hoped tho 
minority parties would attend. 

GENERALISSIMO CHIANG'S STATEMENT OF NOVEMBER 8, 1916 

General Marshall and Dr. Stuart, therefore, prepared a draft state¬ 
ment which represented the views of the Generalissimo regarding the 
termination of hostilities and met the issues which were certain to be 
raised by the minority parties regarding conditions under which the 
National Assembly would meet and adopt a constitution. (At the 
request of the Generalissimo, General Marshall had frequently, during 
the negotiations, prepared for his consideration and possible um drafts 
of statements or of proposals which might be introduced into the 
discussions. In so doing, General Mai'shall had acted as a staff officer 
might on behalf of the Generalissimo in drawing up documents 
containing tho latter’s views.) Meanwhile, they received a draft of a 
statement prepared by the Generalissimo which they believed would 
further complicate the situation since it was highly provocative, 
lengthy, argumentative and difficult to understand. Furthermore it 
would not terminate the fighting in a way that promised more than 
a threat of future use of force. 

On November 7 General Marshall and Dr. Stuart met with the Gen¬ 
eralissimo at the latter’s request and presented to him a Chinew trans¬ 
lation of their draft.*" They expressed the opinion that his draft 
statement would merely aggravate the situation in China. The Gen- 


** See annex 107. 
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eralissimo then explained tliat in preporin<? the draft ho had had to 
take into consideration a number of important points; 

(1) While there had previously been a divided opinion in the (iov- 
emment regarding the proper coni'se to be followed, there was at this 
time a complete unanimity of opinion that a policy of force was the 
only course to follow, 

(2) He must give careful consideration in the organization of the 
National Assembly to the delegates wlio had been legally elected in 
1936 and were now assembled in Nanking ami not emphasize the 
dominant importance of the PCC resolutions in contrast to the 1930 
draft constitution. 

(3) He must also give careful consideration to the morale of the 
Army, considering the losses that had been recently sustained, if they 
were to be greeted by the announcement of an unconditional cessa¬ 
tion of hostilities whicli amounted to the virtual uncomlitional sur¬ 
render of the National Government's ijosition and contentions. 

The Generalissimo continued that he could not support the state¬ 
ment in the draft prepared by General Marshall and Dr. Stuart re¬ 
garding an unconditional termination of hostilities before his military 
and political leadei'S and further explained that he stood practically 
alone in the belief that matters could be settled by peaceful negotiations 
and the fighting stopped. The Generalissimo then asked General 
Marshall and Dr. Stuart to reconsider their draft in the light of his 
statements and advise him accordingly. General Marsliall replied 
that he would need an opportunity to consider with Dr. Stuart the 
points of view expressed by tlie Generalissimo as he was seriously 
concerned whether he should participate, as a representative of the 
United States Government, in the preparation of a paper in accord¬ 
ance with the points of view he had indicated, which were contrary 
to the views of General Marshall and those, he thought, of the United 
States Government. 

In submitting a redraft of the statement to the Generalissimo on 
November 8, General Marshall stated that it should be clearly under¬ 
stood that the redraft did not have his approval as a representative of 
the United States Government. He continued that he had merely 
endeavored to help the Generalissimo as staff officers might assist him 
in drafting his views in the least provocative manner but that the 
redraft did not have his approval since he was in almost complete dis¬ 
agreement with the attitude of the Government military leaders. 

The statement issued by the Gencx*alissimo on November 8 was modi¬ 
fied, but the method proposed for stopping the fighting was incon¬ 
clusive and still held, in effect, a threat of renewed battle to force a 
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political decision.*™ The statement expressed hope that the State 
Council would be reorganized while tlie linal redraft prepared by Gen¬ 
eral Mai-shall and Dr. Stuart had indicated that it should be reorgan¬ 
ized in order to carry out its functions for tlie reorganization of the 
Government in accordance with the PCC resolutions. This would in¬ 
clude the reorganization of the Executive Yuan, but the Generalis¬ 
simo's statement merely sai<l tliat such a reorganization would not take 
j)lace prior to the meeting of the National Assembly and made no 
mention of the PCC resolutions. As a result of a meeting between 
(ioncral Chou En-lai and the Third Party Group, the former, under 
date of November 8, forwarded to General iSIarshall a letter®® wliich, 
in elfect, constituted a reply to the eight-point proposal of the Gen¬ 
eralissimo. The letter was noncommittal and referred only casually 
10 tlie eight points, but it did hold open the door for continued negotia¬ 
tions and peace. General Marshall Uansmitted a copy of this letter to 
the National Government on tlie same day. 

CEASE-FIRE ORDER BY THE NATIONAL GOVERNMENT 

During the period preceding the announcement by the Generalia- 
simo of his issuance of a cease-fire order to Government troops, there 
had been no improvement in the military picture. Fighting continued 
in North China and the Government forces occupied Tunghua in Man¬ 
churia, which had been one of the cities from which the Government 
had demanded the withdrawal of Communist forces at the time of 
the Generalissimo’s absence in Formosa. Another factor of consider¬ 
able importance in the situation was tlie decreased etfectiveness of tlie 
Executive Headquartei-s ns a result of the vicious Communist propa¬ 
ganda attacks on the Americans and the anti-American demonstra¬ 
tions and campaigns staged in Communist-held areas. 

Tlie issuance by the Generalissimo of a cease-fire order set tlie 
stage, however, for the convening of the National Assembly against a 
backgrouiMl of pence. The Government approach to the National 
Assembly was not, however, sufficiently in accordance with tlie PCC 
resolutions and meant that, if all the delegates appeared, the 
Kuomintang would have an overwhelming majority, and a simple 
majority vote could determine the character of the constitution witJi- 
out much consideration of the fundamental guarantees agi'eed to in 
the PCC. The Government had been unwilling to agree to any tem¬ 
porary adjournment after the fonnal convocation, as proposed by 
General Marshall and Dr. Stuart, and had passed up an excellent 

"• Soo annex 108. 
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opportunity of capitalizing: in a conciliatory manner on the ]>roposal 
to stop the fighting. 

CONVENING OF THE NATIONAL .4.SSEMBLY. NOVEMBER 15. 19J6 

On November 10 the National Government requested a meeting of 
the Committee of Three. In view of the failure to reach any agree¬ 
ment regarding the National Assembly. General Chou En-lai was 
reluctant to attend the meeting but finally agreed to an informal 
meeting whicli was held on November 11. 

General Chou En-lai stated that it appeared futile to proceed with 
arrangements for the termination of hostilities wlien unilateral action 
of the Government in convening the National Assembly contrary to 
the PCC resolutions meant a definite “split” in China. After the 
Government repre.senfative presented its proposal in detail. General 
Chou finally agreed to transmit the proposal to Yenan for prompt 
reply and indicated tliat he would study the matter and proceed on 
the basis that whatever the political impas.se at this time, he woidd 
join in working for an agreement for the formal termination of 
hostilities. 

Meanwhile an informal meeting of the PCC Steering Committee 
was held, the first since April 24, at which the Communist Party 
requested a postponement of the National Assembly until the end of 
November. This request was transmitted to the Generalissimo by a 
]>rominent nonparty member of the Third Party Group. 

The PCC Steering Committee also practically reached agreement 
on the composition of the State Council and the Committee appeared 
to have agreed that the reorganization of the Executive Yuan should 
be planned for prior to the National Assembly but not announced until 
after the adjournment of the Assembly. At this point the Govern¬ 
ment stopped the meetings of the Committee, but an informal meeting 
was held on November 12 which may have had some connection ■with 
the decision by the Generalissimo on November 11 to delay the conven¬ 
ing of the National Assembly for three days. He informed Dr. Stuart 
that at the urgent request of the non-party delegates he had agreed to 
this postponement and that they had promised that, if such a delay 
were granted, the Third Party Group would submit their lists of 
delegates and pos.sibly the Communist Party would also do so. The 
Communist Party informed the Government, however, on November 
12 that it would not participate in nor did it approve of the National 
Assembly since it had been convened and also postponed unilaterally 
by the Kuomintang. 

The' National Assembly was formally convened on November 15 
with a decidedly limited representation from non-Kuomintang groups. 

Library Sri Pratap College, 
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The names of additional delegates from non-party and Youth Party 
personnel were submitted on the night of November 15, but the Com- 
nmnist Party and the Democratic League were not represented. Ihe 
i)Ostponeinent for 3 days liad resulted in the promise of attendance by 
soine^of the Third Party Group, but it had had the effect of '^‘sruptmg 
the unity of action of that Group and had seriously, if not 
weakened their influence for good as a balance between the two major 


^ The address of the Generalissimo at the opening of the Assembly 
was mild in tone and was devoted chiefly to the ach.eirements and 
objectives of tlie National Government’* General Chon En-lai, how- 
ever, on November 16 issued a statement to the press reprding the 
National Assembly, in which he was strongly critical of the Kuomin- 
tnn«'. charged (hat its action in convening the Assembly 
to the PCC resolutions, and gave notice that the Communist Party did 
not recognize the Assembly. Ho also stated that the door of negotia¬ 
tions had lieen “slammed” by the Kuommtang authorities. 


THE END OF AMERICAN MEDIATION 

General Cliou En-lai called on General Marshall on November 16 
and asked for transportation for himself and other Communist rtp- 
resentatives to Yenan during the following week, He ”idicated that 
ho was leaving some members of the Communist delegation at Nanking 
and tliat he expected to study the situation with the Communist leaders 
at Yenan. He expressed the wish that the Executive Hcadquartcre be 
continued for the time being even though there was little it could do. 
Ho expressed fear that the National Government would undertake 
offensive operations against Yenan and said that if th« occurred it 
would mean the end of all hope for a negotiated peace. Ho also asked 
that transportation be provided for Communist personnel in the Ex¬ 
ecutive Headquarters in Peiping and Changchun and in Nanking and 
Shanghai to evacuate them to points of safety. General Marshall 
stated that American planes would be provided for tlie purposes re¬ 
quested by General Chou and added that, while he had had no infor¬ 
mation of National Government plans for an attack on Yen^n, he 
would deplore such action and oppose it strongly. He also said that 
if such an attack occurred he would consider that it terminated his 

mission. . 

In conclusion, General Marshall asked General Chou En-lai to take 

up with the Communist leaders the question of his continued medin- 
1 ion. Ho said that it was useless for him to endeavor to mediate if ho 

** See annex 110. 
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were not trusted as being sincere in an effoii to be impartial and that 
under such circumstances it would be useless for him to remain in 
China. General ilarshall stated that he wished General Chou to 
determine formallj’ from the Communist leaders at Yenan whether 
specifically they wished him to continue in his mediation role and asked 
that the matter be viewed as a plain business proposition without re¬ 
gard to Chinese considerations of "face*’ since he was not interested 
Tn “face.” He explained that his sole interest was the question of 
whether he could render some service to China by way of metiiation. 
General Chou stated that he sympathized with the request by General 
Marshall and that he would place the question before the appropriate 
Communist authorities at Yenan. 

General Chou En-lai departed for Yenan on November 19 in a 
United States Army plane. His departure brought to an end the 


long period of negotiations and discussions begun in January 1940. 
The door had not been closed to further negotiation by either side, 
but it seemed likely that a fresli start would have to be made before 
there would be any possibility of bringing about an understanding be¬ 
tween the two parties. The attitude of the Communist Party and the 
Democratic League indicated their belief that the PCC resolutions 
had been totally destroyed and that it would be necessary to con¬ 
vene another conference of all parties similar to that held in January. 

It seemed apparent to General Marshall that the Government mili¬ 
tary leaders were in the saddle and were thoroughly convinced that the 
Communists w’ould not carry out any agreement reached. The strong 
political clique in the Kuomintang was firmly convinced that the Com¬ 
munists would merely disrupt any government in which they partici¬ 
pated. With these two forces working together and the Communist 
repulse of every overture General Marshall and Dr. Stuart had per¬ 
suaded the Government to make, the existing tragic situation had 
developed. It seemed to General Marshall that the Government 
had been using the negotiations largely for its own purposes. Follow¬ 
ing the breakdown of the negotiations in June, the Government had 
been waging war on a constantly increasing scale, heavily absorbing 
Government funds. These military expenditures, which were con¬ 
suming about 70 percent of the total Government budget, served to in¬ 
crease inflation at the same time the Chinese Government was asking 
the United States for large loans. 

The expanded currency continued to go into commodity speculation 
and hoarding on an increasing scale, and wholesale prices had risen 
about seven times during the year. In an abortive effort to combat in¬ 
flation by absorbing currency from circulation, the Government 
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encaged in heavy sales of gold taken from its reserves. In addition, 
despite tlie ver>’ considerable imports that were made available 
through Unrha and other foreign aid measures, the Governments 
foreign exchange reserves were drawn on to procure imports for which 
the depressed level of exports and inward remittances had failed to 
provide the necessary means of ])ayment. At the end of 1946, oijicial 
Chinese reserves of gold and United States dollars had been depleted 

by approximately 450 million dollars, or about 50 percent. 

On the olher side, the Communist Party had, in General Alarshall s 
opinion, defeated itself through its own suspicions, refusing to agree 
to possible procedures which mifrht well have resulted in a settlement 
of the issues. This had been particularly true of its rejection of the 
proposal for the Five-Man Committee under Ambassador Stuart, 
which mi"ht have led to organization of the State Council and the 
carrying out of the other PCC agreements, and of its almost con¬ 
temptuous rejection of the Kulgan truce proposal. It had miscon¬ 
strued eacli overture arranged by General Marshall and Dr. Stuart 
and had apparently been convinced by its own campaign of public 
misrepresentation of American intentions and actions. It also ch<»e 
to ignore in discussion and in criticisms of Government actions its 
own military and other actions that were violations of agreements. 

At this time a high-ranking Government official was urging upon 
General Marshall the need for American financial assistance to meet 
the serious economic situation. General Marshall was very emphatic 
in stating to him that it was useless to expect the United Stat^ to 
pour money into the vacuum being created by the Goventment military 
leaders in their determination to settle matters by force and that it 
was also useless to expect the United States to pour rnoney into a 
Government dominated by a completely reactionary clique bent on 

exclusive control of governmental power. 

Another ranking Government official approached General Marshall 
at this time in regard to action taken by the Export-Import Bank to 
reject General Marshall’s recommendation, approved by the Depart¬ 
ment of State, for the extension of loans for the Canton-Hankow 
Railway and for the Yellow River bridge in north Honan. General 
Marshall explained that the Bank had given as the reason for this 
action that there was not sufficient prospect of amortization to justify 
the loans. When the Govemment official said that he did not under¬ 
stand why the loans had been rejected since they had nothing to do 
with the Government military campaign. General Marshall pointed 
out that it was the open corruption of the Government as well as its 
military policy which entered into consideration. 
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GENERAL MARSHALL’S VIEWS ON THE SITUATION IN CHINA 

On December 1 General Marshall held a long conference with tlie 
Generalissimo, which revealed the wide divergence of their views on 
what course should be followed to reach a peaceful settlement in China. 
General Marshall pointed out that in his opinion the complete distrust 
of the National Government in the good intentions of the Communist 
Party during the post spring had been replaced by an overwhelming 
distrust on the part of the Communists of the good intent of any 
proposal advanced by the Government toward a peaceful settlement 
of the differences. In the recent negotiations. General Mai'shall and 
Ambassador Stuart had found it impossible to convince the Commun¬ 
ists of the good intentions of the Government or even of the integrity 
of action of the American mediators. It was General Mai-shairs view 
that even the most tolerant approaches of the National Government, no¬ 
tably that represented by the Generalissimo s eight-point proposal of 
October 16, had been neutralized by military action—in this particular 
case an attack on Anturig and Chefoo at the time of the announcement 
of this proposal. In regard to the economic situation General Marshall 
pointed out that military expenditures were reported to be consuming 
about 70 percent of the National Government’s budget, thus creating a 
vacuum in Government assets in order to support extensive military 
efforts at the same time that he was being pressed to recommend vari¬ 
ous loans by the United States Government. He informed the Gen¬ 
eralissimo that in the event of a financial collapse the Kuomintung 
would be imperiled and a fertile field would be created for the spread 
of communism. General Marshall observed that the National Govern¬ 
ment’s military commanders in the field were wholly unaccustomed to 
any consideration of financial rcvstrictions. He said that the Commun¬ 
ists were aware of the approaching crisis and that this entered into 
their calculations in forming plans. Directly opposed to this economic 
problem was the view of the National Government military leaders 
that the issues could be settled by force. General Marshall said that 
he not only disagreed with this view from a military standpoint but 
also felt that before sufficient time could elapse to prove the accuracy 
of such a view there would be a complete economic collapse. Ho 
pointed out that the inability of the National Government to keep open 
the railway between Tientsin and Chinhuangtao since the withdrawal 
of the United States Marines in September was one example; another 
was the fact that sections of Hopei Province, presumably reoccupied 
by the National Government forces, were still dotted throughout with 
Communist headquarters. General Marshall summed up the situation 
with the statement that the Communists were too large a military and 
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civil force to be ignored and that, even if one disregarded the brutality 
of the inevitable procedure necessary to destroy them, they probably 
could not be eliminated bv military campaigning. He believed, there¬ 
fore, that it was imperative that efforts be made to bring them into the 
Government and that the greatest care should be taken to avoid hav¬ 
ing military action disrupt the procedure of negotiations. 

The Generalissimo said that he was firmly convinced that the Com¬ 
munists never intended to cooperate with the National Government 
and that, acting under Russian influence, their purpose was to disrupt 
the National Government. He felt that it was necessary to destroy the 
Communist militar>’ forces and believed that if this were done there 
would be no difficulty in handling the Communist question. He went 
on to say tliat the situation was different from that existing during 
early campaigns against the Communist forces in that roads were 
available this time to permit freedom of militai-y movement; he felt 
confident, therefore, that the Communist forces could be exterminated 
in from 8 to 10 months. The Generalissimo, referring to the e^nomic 
situation, said that, while it was more serious in the cities, the Chinese 
economy was based largely on the agrarian population and there was 
no danger for a long time of an economic collapse. 

At this point General Marshall briefly, but firmly, restated his view 
Ihat this large Communist group could not be ignored and that the 
National Government was not capable of destroying it before the 
countiy would be faced with a complete economic collapse. General 
hfai-shnll did not discuss what was to him of vital concern: the poMi- 
bility of a collapse of the Kuomintang and the evident growing dis¬ 
approval of the character of the local government, or misgovernment, 

that the Kuomintang was giving the country. 

Under date of December 4 the Communist representative at Nan¬ 
king forwarded to General Marshall a message from General Chou 
En-lai at Yenan setting forth, for transmission to the GeneraliKimo, 
the Communists’ terms for reopening negotiations:®* (1) the disso¬ 
lution of the National Assembly and (2) tlio restoration of troop 
positions held as of January 13 in accordance witli the cessation of 
hostilities agreement. General Marsliall forwarded a copy of is 
message without comment to the National Government. ^ Genera 
Chou En-lai’s message made no reply to General Marshall s request 
for an indication by the Communist Party of its attitude to^rd lus 
mediation efforts and posed conditions which tlie National Govern¬ 
ment obviously could not be expected to accept. It appwred that the 
Communist Party had, in effect, rejected American mediation. 

" See below, pp. 220-229. 

** See aonex 112. 


THE MISSION OF GENEKAL GEORGE C. MARSHALL 


213 


The Geneialissimo had in early December indicated the Chinese 
Government’s desire to obtain General Mai-shalls services as an ad¬ 
viser. General Marshall had decline<l the oiler since ho believed it 
unreasonable to expect that his services as adviser to the National 
Government could materially promote a beneficial reaction within the 
Government when as a mediator with full backing from the United 
States Government he had been unable to influence the Chinese Gov- 
ernment. General Marshall was struggling with two problems—the 
power of the reactionaries in the Government and the difliculty of 
dealing with tlie Communist Tarty with its immense tlistrust of the 
Kuomintang. The best defense against communism in his opinion 
was for the existing Government in China to cany out reforms which 
would gain for it the support of the people. He was concerned over 
the destructive influence of the reactionaries in the Government and 
felt that the Generalissimo's own feelings were so deep and his asso¬ 
ciations of such long standing that it was most dilhcult to separate 
him from the reactionary group. He considered that the solution 
called for the building up of the liberals under the Generalissimo 
wliile at the same time removing the influence of the reactionaries. 
In considering the Generalissimo’s desire for American advice, Gen¬ 
eral Marshall felt that American advice could be helpful in many 
matters but that corruption within the Government could not bo 
eliminated through advice but rather through the existence of an 
effective opposition party. 

He therefore endeavored, in convei-sations with National Govmh- 


ment leaders, to emphasize the importance and necessity of the adop¬ 
tion by the National Assembly of a constitution in keeping with the 
PCC resolutions, which would be at least an initial step in the direc¬ 
tion of representative government in Cldna. It was the opinion 
of General ilarshall that if this kind of constitution were adopted 
and the State Council reorganized with seats left vacant for the 
Communists and the Democratic League, and if the reorganization of 
the Executive Yuan were then begun, it might bo possible to discuss 
with the Communists ways of their coming into the National Assembly. 

In furtherance of the idea of endeavoring to build up a liberal group 
in China to a position of influence, General Marshall took every oppor¬ 
tunity in conversations with minority and non-party Chinese to em¬ 
phasize the necessity of the unification of the minority parties and the 
organization of a liberal group which could serve as a balance between 
the two major parties. He pointed out that the liberal Chinese should 
band together in a single liberal patriotic organization devoted to the 
welfare of the people and not to the selfish interests of minority party 
group leaders. They would then be able to exert influence in the 
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political situation, an influence which would increase as the group 
gained prestige. Sucli a group could stand between the Kuomintang 
and the Conmmnist Party and neither of them could normally take a 
decisive step without the support of the liberal party. The minority 
parties, however, had allowed themselves to be divided and were con¬ 
sequently unable to influence the situation or prevent the use of military 
force by the Government or the promotion of economic collapse by the 
Communists. In the midst of this deplorable situation stood the 
Chinese people alone bearing the full weight of the tragedy. 

In convei'sations with the Generalissimo at this juncture General 
Marshall noted deflnite inconsistencies. The Generalissimo said 
that he would do everything he could to bring the Communists 
into the Government by peaceful negotiation, but when discus¬ 
sing the question of reopening the two main railways in North 
China he said that it was useless to attempt to negotiate with the 
Communists on this question, which would have to be solved by force. 
Ho also said that if the railways were taken by force, the Commu¬ 
nists would then be compelled to come to terms. He hud taken a sim¬ 
ilar attitude in June, when he had said that “given time, the ripe 
apple will fall into our laps,” and again in August-, when he had said 
that “if liostilities are stopped, there would be no way to force the 
Communists to attend the National Assembly.” 

THIS WORK OF THE NATIONAL ASSEMBLY 

’Following the departure of General Chou En-lai for Yenan and the 
termination of the negotiations, attention was centered cliiefly on the 
National Assembly and the question of the type of constitution it 
might adopt. There were early indications that the Kuomintang re¬ 
actionaries were opposed to the adoption of a constitution along tlie 
lines of the PCC resolutions and that they were endeavoring to obtain 
approval of the May 6, 1936 constitution in substantially unchanged 
form. These circumstances required that the Generalissimo take a 
strong stand if the constitution to be adopted were to be in general 
accord w’ith the PCC I'esolutions. 

The Generalissimo did exercise a determined personal leadersliip, 
assisted by almost all other groups and individuals in the Assembly, 
in opposing the extreme right-wing clique. The Assembly adjourn^ 
on December 25 with the Generalissimo in full and confident control of 
the situation, having demonstrated his ability to override the Kuo¬ 
mintang reactionaries and having restored his prestige through his 
action in securing the adoption of a constitution of a democratic 
character in reasonable accord with tlie PCC resolutions. 
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While the new constitution was on its face a democratic document. 
General Marshall was concerned with the degree and manner of its 
enforcement. The passage of the constitution was only the beginning 
and the only guarantee of an honest reorganization of tlte Government 
and a genuine enforcement of the constitution la}’ in the development 
of a truly liberal group in China. General Mai'shall feared that if the 
minority and non-party liberal groups continued to operate indivi<hi- 
ally, the reorganization of the Government might be a synthetic one. 
He continued, therefore, to emphasize the importance of the organiza¬ 
tion of the Chinese liberals into an effective force, which would have 
ns its objective the support of whatever appeared to be a good govern¬ 
ment. 

TUE COMMUNIST PARTY'S REACTION 

The Chinese Communist Party was apparently adamant in re¬ 
fusing to recognize the National Assembly and the new con¬ 
stitution and on demanding the acceptance of its two conditions as 
prerequisites to further negotiation. Communist propaganda attacks 
on the United States grew stronger during this period and Communist 
spokesmen indicated the probable Communist strategy—the use of 
constant harassing tactics on Kuomintang weak points to prevent the 
reopening of lines of communication and the refusal of further nego¬ 
tiation until the Goveriuuent had become weakened by economic deteri¬ 
oration. The Communists still had made no reply to General 
Mai-shall’s iiuiuiry regarding his mediation role. 

Although there appeared to be slight prospect for the renewal of 
negotiations. General Marshall and Ambassador Stuart, pursuant to 
the Generalissimo’s request, suggested that definite proposals be pre¬ 
sented to the Communist Party without any attendant publicity. 
They indicated that, with the adoption of a sound constitution, if the 
Government proceeded vvith the establishment of the State Council 
and began a genuine reorganization of the Executive Yuan, the Gen¬ 
eralissimo might send a few representatives of importance and liberal 
standing to Yenan to discuss with the Communists the question of 
reopening negotiations for the cessation of hostilities and Communist 
participation in the reorganization of the Government. However, 
before the good faith of the Goveniment had been at least partially 
established by the adoption of a constitution in accord with the PCC 
resolutions, news of the Government purpose had become known. The 
Communist reaction was unfavorable and there were indications that 
they would resent reorganization of the State Council and the Execu¬ 
tive Yuan prior to consultation with them, apparently feeling that this 

844638—18-17 
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would close the door on any possibility of responsible participation on 
their part. 

On December 27 General lilarshall. in reply to the Generalissimo’s 
request for his comments on the situation, made the following remarks: 
It was unlikely that the Communists would commit themselves to an 
agreement at this time duo to their overwhelming suspicion that it was 
the Government's ii^tention to destroy them by military force. The 
Government’s military commandei'S had erred considerably in their 
optimistic estimate of what they could achieve toward suppression 
of the Communists. They had stated in June that Kiangsu Province 
would be cleared of Communist forces within two months and the 
Province had not vet been cleared. At the same time they had said 
that the Communists could be brought to terms from a military stand¬ 
point within three months. That had not occurred after six months. 
The Government refusal to terminate hostilities in order to force the 
Communists to participate in the National Assembly had failed of its 
purpose. If the Communists would not renew negotiations, the Gov¬ 
ernment should go ahead with the reorganization, leaving the door 
open for Communist and Democratic League participation. The 
Generalissimo, by his leadership in the National Assembly in opposing 
the reactionaries and securing the adoption of a reasonably sound 
constitution, had gained a gi-cat moral victory which had rehabili¬ 
tated, if not added to his prestige. It was most important, therefore, 
that he demonstrate at this time that the new constitution was not a 
mere collection of words and tlint he was determined to institute a 
democratic form of government. He must by his own indirect leader¬ 
ship father a coalition of the minority groups into a liberal party, 
since, unless such sizable minority groups existed, his efforts in the 
National Assembly to secure a sound constitution would be regarded 
as mere camouflage for an intention to proceed with one-party govern¬ 
ment. The various minority groups could not of themselves manage 
an amalgamation and such action would require his active assistance. 
He should also call on the minority party leaders to nominate men for 
various posts rather than follow previous practices of neutralizing 
the opposition leaders by bribing them with attractive appointments. 
If he did not take such action, there could bo no genuine two-party 
government and his integrity and position would bo open to serious 
attack. Tlie organization of the minority parties into a largo liberal 
group would assist him greatly and he could place himself in the 
position of the father of his country rather than continue merely as 
the leader of the Kuomintang one-party government. 
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Vin. THE END OF THE MARSHALL MISSION 

GENERAL MARSHALLS REFUSAL TO CONTINUE AS MEDIATOR 

General Marshall remained in China during this period in the hope 
that he might be able to use his influence toward the adoption of a 
genuinely democratic constitution. In the past he liad often felt that 
the National Government had desired American mediation as a shield 
for its military campaigns and at this time the Communists had no 
desire for further American mediation but feared being placed in an 
unfavorable position if they were to reject formally such mediation. 
He was not willing to allow himself thus to be used by either party, 
nor did he intend to serve as an umpire on the battlefield. He felt 
that his continued usefulness as a negotiator had practically been 
wrecked by the recent Communist rejection of all Government over¬ 
tures, actions which played directly into the hands of the reactionaries 
in the Government, from whom his chief opposition had always come. 

General Marshall was of the opinion that, if the Communists declined 
to reopen negotiations and repulsed the Government’s overtures, the 
Executive Headquarters should be dismantled. He also believed that 
he should be recalled to give a first-hand report to the President on 
the situation. It w'as his hope that by issuing a very frank statement 
at the time of his recall he might be able to Aveaken the power of the 
reactionaries and strengthen the i)Osition an<l influence of the better 
elements, and he believed that the time had come Avhen it was going 
to be necessary for the Chinese themselves to do the things he had 
endeavored to persuade them to do. He hoped, therefore, that by a 
frank statement of Chinese Communist misrepresentations and vicious 
propaganda against the United States he might be able to give some 
guidance to misinformed people both in China and in the United 
States. 

GENERAL MARSHALL’S RECALL AND FINAL ST.ATEMENT 

On January G, 1947, the President announced that he had directed 
General Marshall to return to Washington to report in person on the 
situation in China, General Marshall left China en route to the United 
States on January 8, and shortly after his departure the Department 
of State made public the personal full and frank statement referred 
to above. The greatest obstacle to peace in China, the General stated, 
was the almost overwhelming suspicion w'ith which the Kuomintang 
and the Chinese Communists j*egarded each other. Other important 
factors which he blamed for the breakdown of negotiations included 
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the opposition of the dominant -'roup of Kuomintang reactionaries, the 
elforts of tlic extreme Communists to produce an economic situation 
which would facilitate the overthrow or collapse of the Government, 
and the dominating influence of the military in China. “The salvation 
of the situation,” he reported, “would be the assumption of leadership 
by the liberals in the Government and in the minority parties and suc¬ 
cessful action on their part under the leadership of the Generalissimo 
would lead to unity through good government.” ” 

In conclusion. General Marshall said that he had spoken very 
frankly because in no other way could he hope to bring to the Amer¬ 
ican people even a partial understanding of the complex problem and 
that he was expressing his views publicly, as was his duty, to present 
his estimate of the situation and its possibilities to the American people. 

Prior to his departure from China, General Mai'shall had con\er- 
sations with several high-ranking Government oIBcials. He stiessed 
the necessity of removing the dominant military cli(]ue and the re¬ 
actionaries from the Government structure. He explained that the 
frank statement he expected to make would arouse bitterness, par¬ 
ticularly among the radicals, the reactionaries and the irreconcilables. 
He said that he had exerted every effort to create an opportunity for 
the better elements in China to rise to the top, and he hoped that his 
statement would assist in making possible the organization of a pa¬ 
triotic lihoral group under the indirect sponsorship of the General¬ 
issimo. He continued that he considered such action imperative from 
the standpoint of the Generalissimo since he needed a respectable op¬ 
position party in order to prove to the world his sincerity in establish¬ 
ing a democratic form of government in Cliina. General Marshall 
pointed out that such an opposition party would be a strong force for 
good, whicli the Generalissimo could use to wipe out g^'aft, corrup¬ 
tion and incompetence in the Government and in the Kuomintang and 
which would provide an effective check on the existing dictatorial 
control of the military leaders. 

PRESIDENT TRUMAN’S STATEMENT OF DECEMBER 18. 1916 

Shortly before General Marshall’s recall to Washington, Presi¬ 
dent Truman on December 18, 1946, after full consultation with his 
Sjiecial Representative in China, issued a further statement on Chinn, 
Ho renflirmed American policy ns laid down in his statement of Decem¬ 
ber 15, 1945, and reviewed events in China in relation to that policy 
during the intervening year. He restated the American belief that a 
“united and democratic China” was of tlie utmost importance to world 
peace and that a broadening of the base of the Chinese Government 

** Sec aoDcx 113 for full text. 
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to make it representative of the Chinese people would further China's 
progress toward that goal. He expressed deep regret that China had 
not yet been able to achieve unity by peaceful methods but hoped tliat 
the Chinese Government would yet find a solution. He characterized 
as still sound tlie plans for political unification and military reorgan¬ 
ization agreed upon early in 1940 but never fully im]>lemented. Slat¬ 
ing that tlie United States would give careful and sympathetic consid¬ 
eration to ways and means which were presented for constructive aid 
to China, the President laid down a continued policy of avoiding in¬ 
volvement in Cliinese civil strife and of persevering in a policy of 
“helping the Chinese people to bring about peace and economic re¬ 
covery in their country.” 

The Kuomintang press generally interpreted this statement as an 
endorsement of the National Government’s policy and position while 
the Communist Party radio attacked it as “mainly an apology for 
the United States Government’s reactionary policy toward China 
since March of this year.” 

AMERICAN WITHDRAWAL FROM |TIiE COMMITTEE;OF THREE AND 
EXECUTIVE HEADQUARTERS 

On January 7, 1947, President Truman announced the nomination 
of General Marsliall as Secretary of State. Sliortly after General 
Marshall’s assumption of office the decision was reached to terminate 
the connection of the United States with the Committee of Three and to 
withdraw American personnel from Executive Headquarters.*^ This 
action made it possible to withdraw all United States Marines 
from North China, except for a guard contingent at Tsingtao, 
the location of the United States Naval Training Group engaged in 
training Chinese naval personnel. In issuing an announcement re¬ 
garding the termination of the Executive Headquartei'S, the National 
Government expressed its appreciation of the American ell'orts to 
achieve peace and unity in China. 

CONCLUSION 

The termination of the American mediation effort did not change 
the traditional attitude of the United States toward China. That 
effort had failed to bring peace and unity to China. There was a 
point beyond which American mediation could not go. Peace and 
stability in China must, in the final analysis, be achieved by the 
efforts of the Chinese themselves. The United States had endeavored 
to assist in attaining those goals and in the process had been sub- 

“ See annex 114. 

"See annex 115. 
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jected to bitter attack by many groups, both in China and abroad— 
attacks which had, deliberately or otherwise, misrepresented the in¬ 
tentions and purposes of the United States Government. The issue at 
this point was squarely up to the Chinese themselves. It was General 
Marshall’s opinion that only through the existence of a liberal oppo¬ 
sition group in China could there be a guarantee of good government 
and of progress toward stability. The future efforts of the Chinese 
themselves wouhl determine whether it was possible to give peace and 
stability to the people of China. It was General Marshall’s belief 
that the United States should continue to view sympathetically the 
problem facing the Chitic.se and should take any action, without inter¬ 
vening in China's internal affair's, that would assist China in realizing 
those aims which represetUed the liopes and aspirations of the Chinese 
people as well as those of the United Slates. 


IX. ECONOMIC DEVELOPMENTS DURING 
THE MARSHALL MISSION 

EFFECTS OF INTERNAL CONFUCT 

The economic situation in 191G, while not decisive, did influence de¬ 
velopments; more importantly, it carried serious implications for the 
future and in no small measure indicated National Government capa¬ 
bilities. The discouraging lack of progress toward a political and 
military settlement in 1946 was matched by a steady deterioration 
of the National Government’s economic position. In contrast to the 
relatively bright situation prevailing on V-J Day, Chinn, 16 months 
later, was gripped by a mounting inflation, its reserves of foreign 
exchange hud been partially depleted, and no real beginning had been 
made on the task of internal rehabilitation and economic development. 
Rather, the outbreak of widespread Gghting between Nationalist and 
Communist forces hud resulted in general damage to mining and 
transportation facilities and in the progressive isolation of mineral 
and agricultural production from centers of consumption and export. 
The nature of the struggle in China made it possible for the Chinese 
Communists to better their relative position by tactics aimed at de¬ 
struction and economic stagnation, while the National Government 
was faced with the task of attempting to maintain a military front and 
economy extending over vast areas and linked by exposed and lengthy 
lines of communication. These considerations had been in the mind 
of General Mai'shall when he warned the National Government against 
the consequences of a full-scale civil war. 

One of the important blows to the National Government’s economic 
prospects, however, was not traceable to Chinese actions or, initially, 
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to the outbreak of civil strife. After tlie Japanese surrender, Russian 
occupation forces systematically stripped equipment and parts from 
key plants in the Manchurian industrial complex. As a result, China 
did not acquire a functioning industrial system in Manchuria, but 
rather, a damaged heav^' industry, poorly integrated and partially 
inoperable. When Manchuria became the first major area of civil 
fighting, transport disruption became a chronic problem. The few 
railroad lines operating in Nationalist-held areas of Mancluiria were 
severely liandicappcd by sljortages of rolling stock and by damaging 
Communist raids. Cities were separated from the areas from which 
they normally obtained their food supj)lies and fuel. Manchuria 
increasingly became a major economic liability to the National Gov¬ 
ernment. 

In China proper, the paramount post-war economic problem .was 
the continuing inflation. During the war with Japan the Govern¬ 
ment had financed a large part of its expenditures by the is.suance of 
paper currency. The result had been a steady inflation of prices which 
in turn had as one of its consequences the destruction of (he savings 
and the economic position of middle class Chinese. The inflationary 
process, far from being arrested in 194C, was accelerated. Wholesale 
prices in Shanghai increased more than seven times during the year. 
The official exchange rate between the Chinese National currency 
dollar and the United States dollar was raised in August from 2,020 to 
1 to 3,350 to 1. By December the open market dollar rate had risen 
to 6,500 to 1. 

Financial policies followed by the National Government were an 
important factor in the inflation. Of total Government e.xpenditures 
in the postwar period, less than 25 percent were financed through 
taxation and other recurring sources of reven^ie. Another 10 percent 
were met by the partial liquidation of official gold and United States 
dollar rc-seiwes and former enemy properties. The deficit of approxi¬ 
mately 65 percent of the total budget was covered by currency expan¬ 
sion. The course of the inflation was fostered furthermore by a grad¬ 
ually declining public confidence in both the Government and its mone¬ 
tary unit. The resulting general reluctance to hold Chinese currency 
impeded the production and movement of goods and induced specula¬ 
tion and hoarding of commodities on a grand scale, all of which served 
to intensify greatly the scarcity of commodities brought about directly 
by military operations. 

It would have been unreasonable to expect the National Gov¬ 
ernment to make the transition from war to peace, involving as 
It did the reoccupation of areas long under enemy control, without 
a measure of inflation. With the outbreak of civil strife and the re- 
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suiting high level of military outlays, continuing inflation could 
scarcely have been avoided. The budgetary and fiscal operations of 
the National Government, however, were of such a nature ns to accen¬ 
tuate inflationary developments. Government expenditures were 
largely uncontrolled. Funds were dissipated by inefficient military 
commanders and in the maintenance of excessively large and wholly 
unproductive garrison forces. Much of the tax revenue nominally 
accruing to tlie (lovernment failed to reach the Government’s treasury 
because of malpractices prevalent throughout the administrative 
hierarchy. 

DEVELOrMENTS IN CHINA'S FOREIGN EXCHANGE AND TRADE 
POLICIES 

As.'iociated with the domestic inflation was a steady depiction of 
the Government’s foreign exchange reserves. Domestic inflation had 
the etfoct of inhibiting exports and of enhancing the demand for im¬ 
ports which could serve as a hedge against rising prices. In the 
months immediately following the Japanese surrender, the Govern¬ 
ment permitted the abnormal demand for imported commodities to 
operate without restriction. In March 1040, action was taken to pro¬ 
hibit the importation of certain luxury items and to place a larger 
list of non-essential imports under licensing. In November, control 
of imports was tightened by an expansion of the prohibited list, by 
tlie imposition of quotas upon important import items and by the 
extension of licensing to all other permitted imports. 

At the same time, however, the maintenance of unrealistic foreign 
exchange rates had the effect of subsidizing imports and penalizing 
exports. Moreover, the proliferation of local taxes and other artificial 
barriers to domestic trade tended to reduce drastically the flow of 
goods into China's great coastal cities. Thus, the dependence of 
Chinese urban areas on foreign imports was greatly increased while 
foreign exchange receipts were simultaneously diminished. Other 
factor's contributing to the unfavorable bnlance-of-payments position 
and a flight of capital abroad included the widespread smuggling of 
exports, the undervaluation of declared exports and the transmittal of 
inward remittances through illegal channels. 

The cumulative result of the various influences bearing upon China’s 
import-export position and of tlie National Government’s policy of 
open-market sales of gold ns a countcrinflationary device was a decline 
in official reserves of United States dollar exchange and gold from tlio 
V-J Day level of 900 million dollars to an estimated figure of approxi¬ 
mately 450 million dollars at the end of 1940. This use of official assets 
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unfortunately did not involve an over-all expansion tlirough pur¬ 
chases abroad of productive plant and equipment in C'hijia or an 
adequate inflow of repair and replacement parts for existing plant. 

EFFECTS OF RESTRICrilONS ON TRADE AND SHIPPING 

Cliinese regulations governing foreign trade and foreign exchange 
transactions hampered China’s foreign trade because of the character 
of the regulations and their administration as well as because of the 
direct restrictions they imposed. These regulations were highly com¬ 
plex, they varied considerably in their application as between di'lFerent 
Chinese ports and they were often made effective immediately upon 
their announcement with consequent hardship to iinportei-s. It was 
recognized that the Chinese were confronted with a situation which 
required the husbanding of foreign exchange resources. There was, 
however, a general belief among foreign traders that the Chinese 
administrative mechanism charged with enforcing trade and exchange 
regulations was unnecessarily cumbei-some and arbitrary. Charges 
were frequently leveled against the Chinese Government for alleged 
corruption and favoritism, open or indirect, to privileged Chinere 
firms. Some of the complaints of private foreign firms may have 
been occasioned by curtailment of trade due to the stringent foreign 
exchange situation which affected all business in greater or less degree, 
or by the natural tendency, following the relinquishment by loreign 
Powers of extraterritoriality, for Chinese firms to be given a larger 
share of China's foreign trade. 'While due allowance must be made 
for these qualifying circumstances, many of the charges of favoritism 
and inefficiency appeared to be well grounded. 

In the field of shipping, the Chinese Government took the highly 
nationalistic position that, contrary to general international practice, 
no foreign flag vessels could carry cargoes from abroad to Chinese 
ports not designated as ocean ports. This position excluded foreign 
flag vessels from the Yangtze River beyond Shanghai and required 
transshipment in the Shanghai area of all cargoes being carried be¬ 
tween ports up the Yangtze, such as the major commercial center of 
Hankow, and foreign countries. In consequence, the transportation 
of such cargoes in Chinese watei-s was much more costly than it should 
have been, and the process of transshipment in the Shanghai area fre¬ 
quently made that port a bottleneck for commodities urgently needed 
in the interior of China. 

economic treaty relations 

Despite the increasingly severe controls imposed by the Chinese 

ovemment on foreign trade, and the malpractices associated with 



U. S. RELATION'S WITH CHINA 


224 

oiifoicemeiit of such controls, Chinn contributed during tliis period to 
creating a framework in wliich elective international economic rela- 
ticns might eventually be conducted. China’s negotiation of a com¬ 
mercial treaty and an aviation agreement witli the United States, and 
its adherence to the General Agreement on TarilTs and Trade, were 
important steps in this regard. A modem comprehensi'c treaty of 
friendship, commerce and navigation was negotiated in 1946 to re¬ 
place the old treaty of 1903 and other treaties which had been based on 
the previously existing extraterritorial arrangements between the 
United States and China. RatiKcations were exchanged and the 
treaty became ctrcctive on November 30,1948. The treaty was based on 
the principles of mutuality and nondiscrimination; in geneml it pro¬ 
vided that each Government shall assure to nationals of the other, with 
some exceptions and subject to its general laws, the same treatment and 
rights enjoyed by its own nationals and provided also that the na¬ 
tionals of either in the territories of the other shall be entitled to any 
rights or privileges which may be granted to the nationals of a third 
country. The trade and commerce of the two countries with each other 
v ere also guaranteed similar rights to most-favored-nation treatment. 
Thus the treaty was in reciprocal terms and provided for no rights 
or privileges for nationals of the United States in China which it 
did not etpially confer on Chinese nationals in the United States. 

Also in 1940 preliminary steps were taken for the negotiation of a 
reciprocal trade agreement with China. This agreement was even¬ 
tually consummated in 1947 when the United States negotiated with 
China and 21 other co\intries a multilateral reciprocal trade agree¬ 
ment (the General Agreement on Tariffs and Trade) which reafUrmed 
the principle of most-favored-nation treatment, incorporated various 
general provisions governing trade relationships and provided for 
Uiriff concessions resulting in mutual reductions or bindings of duties 
on certain tariff classifications of the respective countries. This agree¬ 
ment became effective with respect to Chinn on May 22, 1948. 

A bilateral air transport agreement between the United States and 
China was signed in Nanking on December 20, 1946. This agree¬ 
ment is based on standard clauses drawn up at the Chicago Interna¬ 
tional Civil Aviation Conference of 1944 and incorporates the so- 
called Bermuda principles contained in the bilateral air transport 
agreement between the United States and the United Kingdom. It 
is to be noted that conclusion of the latter agreement in February 
1946 marked the establishment of a pattern of air transport agree¬ 
ments which, with slight deviations, the United States has negotiated 
ever since. The pattern of these air agreements involves in general 
the following factors: routes, privileges (accorded to an air carrier 
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of one nation in the air space of a second), rates, frequency of opera¬ 
tion, and capacity of aircraft. With the exception of prescribed routes 
over wliich aircraft of each contracting party operate, the remainder 
of the agreement is relatively standard and grants full reciprocity to 
each signator}’ country. The bilateral air transport agreements nego¬ 
tiated by the United States are purely commercial aviation agreements 
for the reciprocal exchange of commercial air rights. The Unite<l 
States-China air agreement makes no provision for base rights for 
either Government in the territory of the other. Under this agreement 
the airlines of each country are accorded the right to openito services 
to the other over three different routes. Since the conclusion of the 
agreement the United States has utilized two of the routes granted to 
it in services to Shanghai, while China has exercised its route j)rivileges 
for the operation of a mid-Pacific route to San Francisco. 

FOREIGN AID IN 1946 

During 1945 and 1946 a series of measures were taken by foreign 
governments which provided China with very substantial external 
economic aid.** The commodities and services madck available bv these 

4 

various measures contributed to meeting China’s abnormal need fol¬ 
lowing the Japanese surrender for food, clothing, medical supplies 
and raw materials and provided the capital equipment necessary to 
begin the rehabilitation and reconstruction of Chinese agriculture 
and of certain key industrial and transportation facilities. 

The China program of the United Nations Relief and Rehabilita¬ 
tion Administration represented the largest single measure of foreign 
aid to China during tins period and was the largest i>rogram that 
Unrra carried out for any one country. Unrra began its shipments 
to China in November 1945 and by the end of that 3 'ear had shipped 
approximately 300,000 tons of supplies. The Unrra program fo- 
Cliina continued throughout 1946 and 1947, and a few deliverie.s 
took place thereafter. The value of goods delivered to China under 
the Unrra program, including shipping and insurance costs, is esti¬ 
mated at 658.4 million dollars. The United States contribution to 
the world-wide Unrra fund was approximately 72 percent. It may 
therefore be said that the United States contribution to the Unrr.\ 
Cliina program amounted to 72 percent of 658.4 million dollars, or 
474 million dollars. Unrra ’s China program consisted chiefly of food 
and clothing and of a wide variety of capital goods and materials 
important to the rehabilitation of China’s agriculture and industries. 
In addition, Unrr,\ provided large numbers of technical and 8ui>or- 


annex 181. 
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visory personnel who assisted the Chinese in the distribution of con¬ 
sumption commodities and the installation of capital goods. 

During the latter part of 1945, the Chinese Government approached 
the Export-Import Bank with applications for the extension of cred¬ 
its to cover a variety of rehabilitation needs. No action was taken on 
tliese requests, however, and in January 1946 the National Advisory 
Council, acting in accordance with General Marshall’s i*ccommenda- 
tions, decided that a major program of financial assistance to China 
must await satisfactory political and economic developments in that 
country. General Mai-shall was therefore able to use the possibility 
of American economic aid ns a bargaining point in ti'ying to achieve 
his political objectives. By early 1046. the progress of the negotiations 
between the National Government and the Chinese Communists made 
it appear that a peaceful settlement might be reached which would pro¬ 
vide a basis for gradual stabilization and rehabilitation of the Chinese 
economy. Consequently, the Export-Import Bank gave favorable 
consideration, upon the recommendation of General Marshall and the 
Department of State, to a number of Chinese applications and during 
the first quarter of 1946 authorized a total of 66.8 million dollars in 
credits to the Chinese Government. These credits were primarily for 
cargo vessels, railway repair materials, electric-power generating 
equipment and raw cotton, and they were all on a long-term basis 
except for the cotton credit, which was to be repaid in 24 months. A 
credit of 10 million dollars previously authorized for the Yungli Chem¬ 
ical Industries was not finalized by guaranty of the Chinese Govern¬ 
ment until 1947. This brought the total of Export-Import Bank 
credits actually made available to China after V-J Day to 82.8 million 
clollars. 

In recognition of the magnitude of Chinese requirements for recon¬ 
struction and the possibilities for economic development under orderly 
conditions, the United States Government gave consideration during 
the same period to setting aside substantial funds to assist China in 
this task. In April 1946, following the recommendation of General 
Marshall and approval by the National Advisory Council, the Export- 
Import Bank authorized the earmarking until June 30, 1947, of 600 
million dollars of the Bank’s funds for the possible extension of indi¬ 
vidual credits to the Chinese Government and private Chinese in¬ 
terests. It was contemplated that such credits would be confined to 
particular projects and would be subject to the usual criteria govern¬ 
ing the Bank’s lending operations. No implementing agreements 
were consummated, however, between the Bank and the representatives 
of the Chinese Government. 
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During the latter months of 19-16. General Marshall and the De¬ 
partment of State recommended favorable consideration of cei’tain 
Chinese projects by the Export-Import Bank. The Bank refused at 
this time to take favorable action on Chinese credit pioposals chielly 
because of the outbreak in mid-1946 of widespiead ligiiting between 
the Chinese Communists and National Goverjiinent forces and the 
clear implications that this development carried for Chinese economic 
prospects. In this situation, the Bank was unable to find reasonable 
assurances of repayment regarding which it had a statutory obligation. 

In February 1940 the Canadian Government extended a long-term 
•credit of 60 million dollars to the Chinese Government. Of the total 
credit, 25 million dollars was to be used to purchase (a) su])plies 
and equipment originally requested by China from Canada as mutual 
aid but undelivered as of V-J Day, (b) other commodities in produc¬ 
tion in Canada on September 1, 1945, which were surplus to Canadian 
requirements, and (c) certain used industrial equipment, together 
with (d) the cost of reconverting and processing such equii>ment. 
The remaining 35 million dollars of the credit was to be used for 
equipment, supplies and services required by the Chinese Government 
for reconstruction and other post-war purposes. 

The United States extended a credit to the Chinese Government, 
somewhat similar to the Canadian credit referred to above, in an 


agreement of June 14, 1946, commonly referred to as the Lend-Lease 
‘‘Pipeline” Credit Agreement. This agreement provided for the de¬ 
livery on a long-term credit basis, pui'suant to section 3 (c) of the 
Lerid-Lease Act, of civilian-ty[)e equipment and supj)lies contracted 
for but undelivered on V-J Day under the wartime lend-lease pro¬ 
gram for China. It was subsequently determined that a total of 51.7 
million do)lai*s in equipment and supplies could be furnished under 
contracts covered by this agreement. 

Ihe sale to China of United Stales civilian-type war surplus prop¬ 
erty with an estimated procurement value of 900 million dollars was 
authorized or recognized under an agreement of August 30, 1946, be¬ 


tween the tw’o Governments. “ The property was located in India and 
China and on 17 Pacific islands and consisted in large measure of ve¬ 
hicles of all types, construction equipment and air-force supplies and 
cfiuipinent. The remainder of the property comprised a wide variety 
of communications equipment, tools, shop equipment, industrial ma- 
chinery, electrical equipment, medical equipment and supplies and 
chemicals. The agreed realization to the United States for this prop¬ 
erty w’as 1<5 million dollars. Of this amount 55 million dollars was 


“For the Chinese Comumuist reaction to this agreement see p. ISO. 
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(o repaid in Chinese currency on a long-tenn credit basis, 20 mil- 
dollars of which the United States (iovernment was in turn to 
use for cultural and educational activities in China. The balance of 
this credit, 35 million dollai-s, was to be made available in Chinese 
currency for acquisition by the United States Government of real prop¬ 
erty in China for diplomatic and consular use and for other Ameri¬ 
can goverimiental expenses in China. To this credit was added an 
agreed offset of 150 million dollars against the United States wartime 
indebtedness to China arising out of expenditures by the Chinese Gov¬ 
ernment for the United Suites Army. Wliile these considerations 
totaled 205 million dollai-s, the United States as a part of the agreement • 
esUiblished a fund of 30 million dollars to be used by China for ship- 
pino- and technical services arising out of the property transfer. This 
30 -million-dollar fund reduced the total United States realization to 
the net figure of 175 million dollai-s referred to above. 

In October 1945 the Government of Chinn lind presented to the 
United States a proposal for teclmical collaboration in agriculture 
and forestry. In the couise of the ensuing discussions it was agreed 
to establish a joint China-United States Agricultural Mission to 
make an intensive study of the problems of agricultural improve¬ 
ment in China, with special attention to be given those agricultural 
commodities which play an important role in Sino-American trade. 
The President of China stressed the importance of the mission’s 
assignment and technical collaboration in general in a letter to the 
President of the United States which read in part as follows: 

“We have been for centuries primarily an agricultural nation. 
The farmer is traditionally regarded with affection and respect. 
During recent times, unfortunately, our agricultural technique has 
fallen behind duo to delay in the adoption and application of new 
scientilic methods. I am keenly conscious of the fact that unless and 
until Chinese agriculture is modernized, Chinese industry cannot 
develop; as long as industry remains undeveloiicd, the general econ¬ 
omy of the country cannot greatly improve. For this reason, I 
lieartily agree with you that any plan for cooperation in economic 
development between our two countries should include agriculture.” 

The United States Government dispatched 10 agricultural experts 
to China for the mission, the Government of China appointed 13 and 
work was commenced on June 27, 1946. Conferences were held witli 
Government officials, businessmen and agricultural specialists at 
Shanghai and Nanking, and field trips were made through 14 prov¬ 
inces and the island of Taiwan. One group concentrated on the broad 
aspects of the mission’s assignment—education, research, and rural 
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economic and social problems—wliile other smaller sections studied 
the production and marketing of specific coniinoditics including tung 
oil, silk, tea, carpet wool and fish. 

Tlie mission submitted its report jointly to the two Governments 
late in 1946, and its recommendations were received by the I’^nited 
States Government as the conclusions of independent technical 
experts. 

The report outlined in some detail a comprehensive and long-range 
program that the Chinese Government might undertake for the im¬ 
provement of Cliina'S agriculture. Tlie mission’s recommendations- 
included the following points : (1) greater emphasis on fertilizer pro¬ 
duction, development of irrigation, improvement of plants and 
animals, development of forestry, and production of fruits, vegetables 
and livestock to iniprove diets; (2) adjustment of the exchange rate, 
reduction in costs of transportation and credit, and improvement of 
standardization and quality to encourage the production and export 
of important agricultural commodities; (3) provision of adequate 
farm ci*edit, improvement of tenancy conditions, advancement of land 
surveys, registration, and appraisal, and enforcement of the Land Law 
of 1946 with respect to taxation of land; (4) furthering of programs 
relating to general education, public health, transportation, river con¬ 
servancy, and flood control; (5) emphasis on agricultural instruction, 
research and extension work within an integrated s 5 ’stem; (6) creation 
of a single Government bank to serve agricultural needs; (7) con¬ 
sideration of measures to guard against a rapid increase in the growth 
of population. 

In his statement of December 18, 1946, President Truman had 
renewed the offer of American assistance in implementing the recom¬ 
mendations of the mission in so far as feasible. 

Despite the continuing efforts of the American Government to elicit 
Chinese action few constructive measures were taken by the Chinese 
Government in the field of agricultural improvement. Several of the 
recommendations of the Joint Mission, however, were later embodied 
in the program of the Joint Commission for Rural Reconstruction in 
China, established under the terms of the China Aid Act of 1948.*® 


See chapter VIII. 



CHAPTER VI 

The Ambassadorsliip of John Leighton 

Stuart, 1947—1949 

I. THE POLITICAL AND MILITARY SITUATION 

FURTHER EFFORTS AT NEGOTIATION 

Tlio American mediation effort described in chapters III and V had 
ended, but the Chinese Government did not nt once cease its attempts 
to find some method for the resumption of political negotiations. On 
January 15, 1947, the Generalissimo informed Ambassador Stuart that 
he had been meeting for several days witli prominent Government 
leaders in an attempt to determine some means of reopening negotia¬ 
tions. These consultations resulted in four agreements within the 
Chinese Government which were given to the Ambassador. The points 
listed were ns follows: 

(1) The National Government desired to send n delegation to 
Yenan or would invite the Communist Party to send one to Nanking 
to continue discussions, or it would agree to a round-table conference 
at any mutually acceptable place. 

(2) The Government and the Communists should at once issue n 
cease-fire order and confer on its implementation. 

(3) Tlie Government desired to resume discussions of practicable 
plans for the reorganization of the army and the restoration of com¬ 
munications based on the principles of the Committee of Three. 

(4) The Government expressed a desire to reach an immediate 
agreement with the Communists on the political control of disputed 
areas. 

The Generalissimo asked the Ambassador to get in touch with tlie 
principal Communist delegate still in Nanking, Mr. Wung Ping-nan, 
to ascertain if the Communists would invite a Government peace 
delegation to Yenan. Dr. Stuart was specifically requested not to 
disclose the foregoing four points, but if asked he could say that 
tentatively General Chang Chih-chung, Governor of Sinkiang, would 
represent the Government. Dr. Stuart could also state, if asked, 
that the Government attached no conditions to peace discussions. It 
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was the avowed hope of the Generalissimo tliat discussions williout 
conditions might be more fruitful than previous ones and that the 
original spirit of the Political Consultative Conference agreements 
could be recaptured. 

On January 1C the Ambassador saw Wang Ping-nan. who asked the 
anticipated questions and received the replies which the Generalissimo 
had authorized. The Ambassador took particular pains to make it 
clear tliat lie was acting only as a transmitting medium and not as 
a direct participant. The Chinese Communist reply was prompt and 
categorical to the effect that if the Government would agree to the 
two previously stipulated conditions (that is, the abrogation of the 
constitution anti (he restoration of the military positions held Janu¬ 
ary 13, 1946, the effective date of the cease-fire agreement) the negoti¬ 
ations could be resumed in Nanking; if not. nothing could be gained 
by sending a delegation to Yenan. The Communist representative 
insisted, however, that this reply was not intended to break olf negoti¬ 
ations but rather to clear the ground for subsequent resumption. The 
Ambassador on January 23 informed the Department of State that it 
was his belief that the Chinese Communists meant what they said on 
this point as they were militarily confident and believed that the 
Government would be forced within the ensuing few months to reopen 
discussions on Communist terms. 

On January 20 the Ministry of Information, on behalf of the 
National Government, published a long statement outlining the course 
of negotiations with the Chinese Communists. It stated, inter alia: 

“As far back as the beginning of the war of resistance, in order to 
pool together the nation’s efforts, the Government called the People’s 
Political Council consisting of representatives of all political parties 
and independents. 

“From start to finish, the Government has regarded the Communist 
problem as a political problem. The Kuomintang at its Tenth Cen¬ 
tral Executive Committee Plenary Session in 1942 and Eleventh 
Plenary Session the following year persistently advocated an early 
solution through political means. 

“After May 1944 the Government has been negotiating with the 
Communist Party without let-up in the hope that a peaceful settle¬ 
ment could be reached.” 

Tlie Ministry of Information concluded its statement with the an¬ 
nouncement that the Chinese Government would make another appeal 
to the Chinese Communists for additional conversations and listed the 
four-point proposal, which had previously been communicated to the 
Communist representatives. The Communists replied publicly on 

Si'lSSS—49-18 
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January 29, cliarging that the four points of the Government were 
nothing but a fraud which rejected the real prerequisites for peace 
negotiations. The Communists refused to accept the Nationalist 
offer until their previous two conditions, namely abrogation of the 
constitution and a return to the military status quo of January 13, 
1946, had been accepted. On the following day the Nationalist 
Ministry of Information repeated its previous offer but added that 
the two conditions demanded by the Communists would have tlie 
effect of destroying the Chinese Republic. The Government there¬ 
fore felt that it had no alternative but to proceed with its own pro¬ 
gram for political democratization. It appealed to all groups and 
factions to join in the work of the reconstruction and rehabilitation 
of China. The Generalissimo, on February 16,1947, followed up this 
plea with one of his own, pledging his Government to a 10-point pro¬ 
gram of economic rehabilitation and asking for the cooperation of all 
citizens of China.* On Fehniary 11, the Government notified the 
Communist delegation in Nanking that its presence in Government 
areas was no longer desired. 

REVERSAL OF COMMUNIST POLICY 

Indications of the attitude of the Chinese Communist Party were 
given in statements which appeared early in 1947, The first was a 
statement by Chou En-lai * which, together with the other documents, 
represented a major change in the public official Communist line 
and a distinct reversal of policy as previously set down in 1945 by 
Mao Tsc-tung, as Chairman of the Central Committee, in his report 
to the Seventh Party Congress entitled Th^ New Democracy* The 
second document was a statement by Lu Ting-yi, head of the Depart¬ 
ment of Information of tlie Chinese Communist Party and a member 
of the Central Committee, in which he aligned the Chinese Communists 
with Russia on foreign policy and denounced the United States as the 
heir of German and Japanese Fascists.* On February 1, the Central 
Committee issued a strong denunciation of the National Government, 
accused the Government of selling out China to foreign intei'ests and 
announced that the Chinese Communists would refuse to recognize 
any agreements and understandings reached by the National Govern¬ 
ment subsequent to January 10, 1946.* 

' For full text of these statements see annex 116 (a)-(d). 

* See annex 117. 

* See annex lljS. 

* Full text In annex 110. The length to which this change has gone Is Indicated 
In a speech by Mao Tse-tung given on June 80.1040, which Is Included as annex 
120 . 
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THE SOVIET PROPOSAL OF MARCH 10, 1947 

On March 10, at a meeting of the Conncil of Foreign Ministers 
at Moscow, the Soviet Foreign Minister, Mr. Molotov, proposed that 
problems relating to the settlement of the civil war in China be in¬ 
cluded in the agenda of the meeting of the Council. The United 
States Government did not concur in the Soviet proposal. This view 
was reinforced by the instantaneous reaction of the Chinese Govern¬ 
ment. The Chinese Foreign Minister, Dr. Wang Shih-chieh, on March 
11 informed General Mai-shall that China would strenuously object to 
having its internal affairs placed on the agenda of the Moscow Con¬ 
ference. At the same time the Foreign ilinister issued a similar 
statement to the press. The Chinese Communists took their cue from 
Moscow and issued a statement favoring inclusion of China on the 
Moscow Conference agenda, but insisted that the Chinese Communists 
themselves should be represented at any such discussions. In view of 
the opposition to the Soviet proposal, it was dropped. 

Dr. Wang also informed the American Ambassador that on March 8 
the Soviet Ambassador had called with two requests: (1) that 
China take over the administration of Dairen and Port Arthur and 
(2) that joint operation be undertaken of the railway line from Dairen 
through Mukden to Changchun. Subsequently a Cliinese Govern¬ 
ment Mission under strict Russjan surveillance did visit Dairen to 
survey the situation. The negotiations reached an impasse over the 
questions of armed police and the admission of Chinese troops into 
the area and were not renewed. 

REORGANIZATION OF THE LEGISLATIVE YUAN AND THE CONTROL 
YUAN, MARCH 1, 1947 

In the meantime, the functioning of the National Government had 
been paralyzed to a considerable extent by the slowness with which 
its projected reorganization was proceeding. The new Constitution 
of China had been adopted by the National Assembly on December 25, 
1946, with the provision that it would go into effect one year from the 
date of its adoption. During the interim period a transition govern¬ 
ment would be organized to prepare the country for constitutional 
government, to eliminate one-party rule by termination of the period 
of political tutelage, and to prepare other groups for participation 
in the national political life. The organization of this new govern¬ 
ment proved to be far more difficult than had been anticipated. 

The difficulties principally arose from the inability of the Kuomin- 
tang and the third parties to agree in their negotiations upon tlie 
division of the principal positions in the Five Yuan and the State 
Council. It should be noted, parenthetically, that throughout these 
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negotiations a certain num!)er of positions were reserved for the 
Communist Party if it should choose to participate. There was at no 
lime, liowevcr, any ijidication that the Communists had any intention 
of participating and. in fact, all their public announcements were 
emphatic in stating that it would be impossible for them to participate 
under what they called “an illegal constitution.'’ 

At a fairly early stage in the negotiations it also became apparent 
that the Democratic League, the third largest party, had so far asso¬ 
ciated itself with the stand taken by the Communists that it too would 
not participate. This reduced the negotiations, apart from the in¬ 
ternal manipulations within the Kuomintang itself, which became the 
most important phase, to a division of positions between the Kuomin¬ 
tang on the one liand and the Youth Party and the Social Democrats 
on the other. These two minor parties commanded so small a follow¬ 
ing that the elTorts to get them in the Government could be considered 
important only in a symbolic sense of nominally ending one-party 
rule. 

At midnight, March 1, the Government announced the appoint¬ 
ment of 50 new members to the lA'gislative Yuan, of whom 17 wei*e 
Kuomintang. 13 Youth Party, 12 Social Democrats, and 8 non-parti¬ 
san. At the same time 25 nc\v members were named to the Control 
Yuan, of whom 0 wore Kuomintang, G Youth Party, 7 Social Demo¬ 
crats, and 3 non-partisan. Forty-four new membci-s were added to 
the People’s Political Council, of whom 11 were Kuomintang, 11 
Youth Party, 11 Social Democrats, and 11 non-partisan. These new 
ineinbei-s added to the old membership gave the third parties a 
minority repre.sentation, but nonetheless one much larger proportion¬ 
ately than tlieir actual political following. 

The ne.xt day Dr. T. V. Soong, following a frank conversation with 
the Generalissimo, resigned as Prime Minister. Ambassador Stuart 
interpreted this development and its background to the Department 
of State in the following terms on March 3: 

“T. V. Soong had a long talk with Generalissimo on the afternoon 
of the evening that he handed in his resignation. At any rate the 
latter interview was not unamicable and the Generalissimo, although 
urging him to maintain his position ns chairman of the Supreme 
Economic Council, readily accepted his resignation ns President of 
the Executive Yuan and then without mucli ado as the chairman 
of the Supreme Economic Council as well. My surmise from avail¬ 
able information is that Generalissimo propounded to T. V. Soong 
in the first conversation his military plans for intensification of the 
civil war which viter alia will require, in view of recent price increases, 
a rise in pay and suppl}’ allotments for the Army in the near future. 
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Hemmed in on the one side by relentless demands of civil war and 
on the other bj' increasingly painful limitations which his growing 
unpopularity was imposing on his freedom of action, he decided to 
save his reputation—if not his face—by chucking in his hand before 
it was called and he was well smeared. 

“>fv belief is that the Generalissimo has determined to embark on 
% 

an all-out military campaign to free as much of China proper from 
Communist control as possible to the end that after about three months, 
the Communists would be chastened (where they are now blatantly 
bumptious) and concentrated in a much smaller area. My guess is 
that feeling as he does about Communists, the Generalissimo, although 
nervous about tlie Moscow Conference, does not ejivisage any improve¬ 
ment promising permanency in Soviet-American relations and there¬ 
fore is not without hope tliat the United States will in duo course 
come in some fashion and to some degree to the Government’s assist¬ 
ance. There is no doubt that he is now increasingly concerned about 
the rate of financial deterioration and the ability of Communists to 
prolong the struggle and create havoc. However, he has made a point 
of telling*Chinese who call upon him that China must stand on its 
own feet and face tlie future without American assistance. 1 have a 
sense that the CC Clique “ work on him in this wise and, concomi¬ 
tantly, to the effect that he will be getting the worst of both worhls 
if he weakens himself domestically and fails to achieve compensatory 
aid from the United States. Tliat his mood is exigent and bitter 
is evident as indicated in today’s speech. As I see it, these next few 
days are important for tlie reorganization plans—important in that 
this fight-it-all-alone mood should not find reflection in the appoint¬ 
ments and powers of the State Council and the Executive Yuan.” 

AMBASSADOR STUARTS SUMMARY OF DEVELOPMENTS 

On March 12, Ambassador Stuart summarized the developments 
of late February and early March, together with his interpretation as 
given below, this being of particular importance in view of the im¬ 
pending Third Plenary Session of the Central Executive Committee 
of the Kuomintang wliich would have an important bearing on future 
developments: 

“Events have moved so rapidly in China during the past 10 days 
and have included so many complicating factors that it might be use- 
ful at th is time to present a brief over-all summary drawing together 

*The CC Clique Is the extreme right-wint; faction of the Kuomintang nn<l Is 
completely dominated by two brothers. Chen Ll-fu and Chen Kuo-fu, who have 
long been closely associated with the Generalissimo. The latter has relied on 
thcio to discipline the rank and flle of the Party. 
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and correlating previous telegrams. The tTvo main aspects are, of 
course, the military and the political-economic, with the former giv¬ 
ing a kind of desperate urgency to the need for political adjustment 
because the continuance of civil w'ar is an increasing dram on the 
national economy, making a mockery of attempts to move m the 


direction of normal economic development. 

“The current military campaigns have surpassed in scope anything 
seen in many months. The Government obviously wanted, and badly 
needed, a major military victory in Shantung. Ihis it has failed to 
obtain. Communists took the initiative in Manchuria, managing to 
force their way to the very gates of Changchun. They have now been 
turned back by Nationalik reinforcements and in this sense have suf¬ 
fered a defeat if, as has been suggested, their objective was a territorial 
victory to strengthen tlie hand that they hope the Soviets will play 
for them at the Moscow meeting. If, on the other hand, the prin¬ 
cipal objective was further to sap Nationalist strength, then they have 
achieved a victory. Tlie Military Attache’s intelligent guess on casual¬ 
ties is 10,000 for the Government and 20,000 for the Communists in 
Manchuria, and 40,000 for the Government and 20,000 for the Com¬ 


munists in other areas, mainly Shantung. 

“The establishment of general lieadquarters at Ilsuchow seems to be 
a desirable and long-needed development from the Government stand¬ 
point in that it puts it in a better position to direct and control opera¬ 
tions. The Military Attach^ also sUtes he sees signs on both sides 
of a decreasing desire to fight and more particularly by Government 
forces. Even high-ranking officers have said to him that whereas 
there seemed to be some point in endless fighting when the enemy was 
Japan, there is not much stomach for fighting when it is against 
Chinese. This lack of morale appears to be reflected among the troops 
who do not understand what the civil war is all about and who, in 
some instances, have been susceptible to Communist appeals to lay 
down their arms. The Generalissimo’s insistence on increased pay 
to improve troop morale played a part in Soong’s resipiation. 

“Against this grim background have been the political changes of 
the last 10 days, which, so far, are inconclusive. The reorganization 
of the State Council and the Executive Yuan is still in the negotiation 
stage. The stumbling block is whether and on what terms the Social 


Democrats will participate .... 

“In the excitement of other events, the announcement by the Gov¬ 
ernment of additional goveniment, third party and non-partisan 
members to the Legislative and Control Tuan, the PPC, and the 
Standing Committee for the Enforcement of the Constitution caused 
only a minor ripple. The Government stand that this development 
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constitutes a significant step in tiie direction of relinquishing one- 
party control has received little attention and is not likely to do so 
pending reorganization of the State Council and the Executive Yuan. 

“The heightened tempo of repi*essive police activities all over the 
country-, and particularly in areas where the Communists have been 
most active has been widely reported and variously interpreted, de¬ 
pending on the political views of the commentator. This development 
has been strongly condemned in independent and left-wing circles. 
At the same time the attitude has been general that however repre¬ 
hensible these activities may be, the Government can hardly be ex¬ 
pected to loosen its controls as long as it is engaged in a life and death 
struggle. Concomitantly, there is general belief that with the re¬ 
turn of all Communist delegations to their own territory the possi¬ 
bility of peace negotiations and political settlement has been indefi¬ 
nitely postponed, making all the more improbable any prospect of 
halting economic deterioration.” 

THE CAPTURE OF YENAN 

The Generalissimo in his statement of February 16, indicating the 
intention of the Government to consolidate its current positions, had 
said: “On its part the Government will confine its military efforts to 
the protection and restoration of communication systems so necessary 
for the economic life of the nation and we shall spare no efforts to 
continue to seek for a political solution of the Communist problem.” 
At that time Dr. T. V. Soong had categorically stated to the Ameri¬ 
can Ambassador that both he and the Generalissimo were of the same 
mind, that Yenan should not be attacked. Subsequently the Military 
Attache was similarly advised by the G-2 section of the Ministry of 
National Defense. It was therefore not without significance that the 
Government chose the middle of March to launch an attack on Yenan 
and capture the already largely evacuated Communist capital. The 
military claims of the Government subsequently proved to be ex¬ 
aggerated, but the psychological effect in non-Communist China at a 
critical point was important. From a strictly long-range military 
standpoint, the capture of Yenan served principally to over-extend 
Government lines and drain the national economy. The Ambassador 
commented as follows on this subject: 

“Although the Government claims it routed over 100,000 Com¬ 
munist troops, this appears to be a gross exaggeration since Ajneri- 
can observers during the return of Communist mediation personnel 
reported the virtual evacuation of Yenan. It has long been apparent 
that the Communists have prepared well for this eventuality and 
that they never had any real intention of defending Yenan should such 
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action appear to be costly. Rather it is more in keeping with their 
long developed tactics to evacuate any given point in the face of enemy 
pressure, draw him into a pocket, and thereafter gradually sap his 
strength with guerrilla tactics. Furthermore, Government lines are 
seriously extended into territory which can be counted upon to bo 
hostile in all respects.” 

Indicative of Government confidence in a settlement by force was 
the public claim by the Chief of Staff at this time that the Com¬ 
munists would be defeated in si.x months. Coincidentally, the Gen¬ 
eralissimo told Dr. Stuart that by the end of August or the beginning 
■ of September the Communist forces would cither be annihilated or 
driven into the far lunterland. 

STUDENT DEMONSTRATIONS 

It was symptomatic of the growing popular discontent that May 
and June sliould witness the most serious outburst of student demon¬ 
stration and violence since the end of tlie war against Japan. In 
every major academic center of Cldna students, for the most part 
with much sympathy from University faculties, went on strike, de¬ 
manding an end of the civil war, effective action by the Government 
to improve national economic conditions and relief for their own in¬ 
creasingly desperate economic plight. Numerous deaths resulted from 
these demonstrations and it was only because of skillful handling of 
the situation in such key areas as Peiping and Shanghai by certain 
key individuals and the opportune ending of the school year, which 
permitted the Government to close the universities for the summer, 
that more serious disturbances were avoided. The Government was 
no doubt concerned over the implications of these disorders as indi¬ 
cative of mounting popular discontent. The situation was further 
complicated by a scries of relatively minor but potentially dangerous 
rice riots coming at a time when the new crop had not yet been har¬ 
vested and the stocks of the previous year were rapidly being ex¬ 
hausted.^ 

The Ambassador reported as follows on May 29: 

“Over-all political scene which continues to be dominated largely 
by the economic and military situation, is deteriorating at an accel¬ 
erated rate. Within recent weeks existing bad rice situation, brought 
about in the main by military requirements and hoarding, has added 
to the spreading unrest On May 18 the Government issued an edict 
prohibiting student demonstrations which was immediately disobeyed 
in major urban centers and has resulted in further loss of prestige by 


' Sco annexes 121 and 122 for Embassy reports of May 20 and June 4 , 1947. 
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the Government. At the present time the students are actively 
agitating for a nation-wide general strike to commence June ’2, but the 
student movement has thus far been characterized by considerable in¬ 
decision and has not fallen under the control of any single group or 
party. There are strong indications, however, that the student move¬ 
ment will assume larger proportions and eventually come under the 
leadership of anti-Government groups, particularly of the Democratic 
League if not the Communists. . . . 

“As general unrest and disillusionment increases, Communist pres¬ 
tige is enhanced, largely through receipt military successes in north 
China and Manchuria. Although completely reliable information is 
not yet available, it is reasonably clear that in Manchuria the Central 
Government has suffered reverses along the Chinese ('hangdmn Rail¬ 
way and at least a partial Government withdrawal in the Northeast 
may become necessary. Recent Communist military activities in Alan- 
churia have been well coordinated with large-scale raids on north 
China and Jehol rail lines assisted in a large degree by the military 
hlunderings of General Tu Li-ming. An important aspect of the 
north China situation is the evident Communist capability of dis¬ 
rupting communications between the Kailan mines and the sea which 
will have continual efifect upon the coal supply situation, especially 
for Shanghai. 

“Although anti-civil w*ar sentiment is increasing, largelj’ among stu¬ 
dent, academic and business groups, it has thus far not reached a point 
w’here it will be decisive in influencing the Government as evidenced 
by the character of the two statements issued by the Generalissimo this 
week. The fact that he felt called upon to issue any statement speaks 
for itself. One indication that there is growing sentiment among 
liberal Kuomintang members of the Government for peace negoti¬ 
ations was a resolution presented to the Legislative Yuan recently by 
some twenty of its members, calling for the resumption of peace talks 
and reportedly having tlie tacit approval of Dr. Sun Fo. On May 27, 
the PPC adopted a resolution to invite the C'oinmunists to resume 
peace talks which can bo interpreted as largely a Kuomintang ma¬ 
neuver stemming from recent military reverses and growing unti- 
civil war sentiment, and designated to pin sole responsibility for con¬ 
tinuation of the civil war on the Communists. In the face of Com¬ 
munist military successes, it seems unlikely that the Communists 
would be prepared to join in peace talks except on terms much more 
favorable than the Government is apparently now willing to accept. 

“Nor is there any basis for believing that the Communists do not 
regard time and tide as working for them or that they would be 
willing at this time to accept equitable and feasible proposals. 
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“For the immediate future the gravest danger to the Government 
would result in this atmosphere if disaffection commences among 
National troops with the Government unable to supply adequate 
rations. There has been fairly steady deterioration of morale in the 
Government forces, especially in the Northeast, but for the time being 
it is believed that the Government can hold the loyalty of the best 
trained and equipped troops. It may be anticipated that Governnient 
efforts will he bent towards supplying these troops adequately and in 
expectation that civilian unrest can be held in check or quelled by a 
>how of force.” 


CONTINUED DETERIORATION OF THE GOVERNMENT’S POSITION 

The Ambassador further reported on June 7 as follows: 

“It is obvious that the Government faces in Manchuria the proba¬ 
bility of a military debacle of large proportions. It has already 
witlulrawn from substantial areas previously under Government con¬ 
trol Judging from the ineptitude and incompetence thus far demon¬ 
strated by General Tu Li-ining. it is probable that the Government’s 
defeat may assume oven larger proportions. It seems to lie within 
the Communists’ power either to continue to bleed the Governments 
strength in Manchuria or to force further Government withdrawal.” 

It was also symptomatic of popular uneasiness and confusion that 
the Pcojile’s Poiitical Council, wliich had played such a significant role 
(luring the war against Japan as a sounding-board of public opinion, 
should on ^lay 26, in its last session before it passed out of existence, 
pass by a large majority a resolution inviting Communist representa¬ 
tives to come to Nanking for discussions on ways and means of bring-. 
ing about the termination of the civil war. The Embassy pointed out 
that this resolution represented the growing discontent of Chinese 
intellectuals with the Government and the mounting demand for some 
kind of a peace settlement.^ The People’s Political Council at the 
same session, however, passed a resolution demanding continuation of 
the punitive action against the Cliincse Communists. 

The invitation of tlie People’s Political Council was promptly and 
summarily rejected by the Communists as another evidence of Gov¬ 
ernment insincerity. The Ambassador on June 18 reflected popular 
si>eculation on further developments in the following report: 

“President Chiang believes that he had conclusive evidence of a 
Communist plot to create widespread disorders on June 2 and is no 
less convinced that the measures taken thwarted tliis. He unquestion¬ 
ably over-estimated the Communist influence in the recent student 


' See annex 123. 


AMBASSADORSHIP OF JOHN LEIGHTOX STUART 


241 


demonsti-ations and probably realizes this now himself. There were 
divergencies in what occurred in the principal cities. '1 he tragic 
deatli of three students in Wuhan University and the serious wound¬ 
ing of three others, together with a number of minor casualties were 
on the initiative of the Hankow garrison commander, who has been 
summarily dismissed. 

“The PPC peace resolutions have been presented through the Stand¬ 
ing Committee of that body to the State Council, which approved 
them in principle but has asked that they be made more concrete for 
final action at the next meeting of tlie State Council. . . . 

“In contrast with almost all the other high officials President Chiang 
is maintaining his calm self-control and a somewhat sobered confi¬ 
dence. There is a general feeling of frustration among the others due 
primarily to the objective facts with which they are all familiar but 
intensified by the nervous fear of the Communists. . . . 

“It requires a certain temerity to attempt any forecasts, but it would 
seem that one of three possible consequences will follow without much 
delay from the present critical conditions; 

“1. President Chiang will assert himself as the lender of an attempt 
to settle the Communist issue either by securing their assent to renew 
negotiations or by demonstrating that they ai*e in effect an armed 
rebellion and as such opposed to the national welfare. I have been 
hoping that he would be able to do this in a dramatic, revolutionary 
way that would catch the imagination Df his people. This is probably 
expecting too much, but he lias gone so far in discarding his earlier 
preconceptions and adopting progressive ideas that I believe ho can be 
influenced to further advance. This wdll perhaps be slower and much 
less satisfactory than a more spectacular procedure but it has real 
possibilities and is perhaps by all odds the most hopeful solution. 

“2. With the threatening catastrophe drawing closer it is quite 
possible that a nucleus of enlightened, non-partisan leadci'S nwiy 
emerge who will attract the more liberal elements from within the 
Kuomintang, be supported by the politically conscious public and 
come to terms with tlie Communists. President Chiang would pre¬ 
sumably disappear from the scene, Premier Chang Chun, T. V. Soong, 
or some other outstanding figure might assume leadership, and an ad 
interim coalition government be established. Among the disadvan¬ 
tages w’ould be the inexperience of the new group and the inability, 
especially conspicuous among Chinese, of a loosely-formed body to 
cooperate effectively. 

“3. Tliere will be complete disintegration of the present Central 
Government with the Communists in control of their own territory, 
which they would use every effort to extend. Sectional governments 
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would bo established under the strongest man or group in the area 
with all the evils of such chaotic and unstable conditions.” 

Evidence of growing deterioration in the general situation and of 
increasing popular dissatisfaction with the Government and its con¬ 
duct of tiic civil war was being received not only from the better- 
known urban centers such as Shanghai. Nanking and Peiping, but 
was also disturbingly obvious throughojit all sections of the country. 
Perhaps the most disturbing report received by the Embassy came 
the last week in June from the American Consul General in Mukden. 
He reported the gradual worsening of the Government’s military 
position, personal squabbling between military commanders, growing 
Communist initiative which kept Government forces disorganized 
and off-balance, the tightening of the economic situation and the slack¬ 
ening popular morale, which made the local populace increasingly 
receptive to almost any change which might offer some prospect of 
stabilization. It was a picture of Government corruption, inefliciency 
and aimlessness in the face of a major disaster.® 

The downward course of the economic and financial situation in 
Cliina during 1947 is described in more detail in chapter VIII, where 
the question of further extension of aid by the United States is 
also discus.sed. It was impossible for the United States Government 
to consider that q\iestion apart from the problem of reforms in tlie 
Chinese Government, since without such reforms no financial aid could 
provide a remedy. 

II. AMERICAN EFFORTS TO ENCOURAGE 
REFORMS BY THE CHINESE GOVERNMENT 

During the war against Japan the United States endeavored to 
encourage tlic Cliinese Government to effect various reforms which 
would servo to strengthen tlio Government and thus contribute to 
the fight against a common enemy ns well as lay the foundation for 
stability and progress in the post-war period. At the request of the 
Chinese Government, the United States Government sent American 
advisers and technical experts to China to assist the Chinese Govern¬ 
ment in vnrio\»s fields, such as soil conservation, public health, coop¬ 
eratives, animal husbandry, industrial production and medicine. 

AMBASSADOR STUART’S REPORTS 

During the period of General Marshall’s mission to China, both ho 
and Ambassador Stuart repeatedly emphasized to the Chinese Gov¬ 
ernment leaders the desirability and also the necessity of formulating 


* See aacex 124. 
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and carrj'ing out measures of reform whicli would imi^rove govern¬ 
mental administration and efficiency, win for it popular support and 
confidence and contribute to the etrectivc use of American aid. 

Following General ilarshall's departure from Chiiia and in con¬ 
tinuation of his eiforts, Ambassador Stuart took every opportunity, 
in conversations with Government leaders, to stress the need for action 
by the Government which would result in the emergence of liberal 
elements to positions of leadership, the lessening of the influence of 
the reactionary group and the carrying out of basic measures of reform. 
It was felt that only through such action could the Government suc¬ 
cessfully meet the challenge of the Chinese Communists and be able 
to prevent dissipation of its own resources and to make effective use 
of American aid. 

In the light of these considerations, great importance was attache<l 
to the outcome of the efforts and plans being made for reorganization 
of the Government. The Third Plenary Session of the Central 
E.\ecutivo Committee of the Kuomintang met during March and its 
meetings gave some indication of the struggle for power between 
conservative and liberal factions of the Party. The two principal 
points of interest were (1) the efforts of certain factions within the 
Kuomintang to obstruct reorganization of the Government and (2) 
the struggle for power and position between the reactionary CC 
Clique and the loosely knit Political Science Group. On the first 
point, the Generalissimo, supported by the liberal elements, was 
successful in blocking the drive to stop reorganization. In the 
struggle betw'cen factions, the Generalissimo emerged in a stronger 
position than before, but at the same time the CC Clique continued 
in control at all levels of the Party machinery. 

This intra-Party struggle for pei*sonal power occurred against the 
background of the deterioration of the Government’s prestige and 
position and apparently without regard for its effect on the Govern¬ 
ment and unity of purpose. The Ambassador commented on March 12: 

“Evidence of CC Clique expansion into the financial field will not 
increase banking and business confidence in the Government—it is 
also additional evidence of the Generalissimo’s tactics of not allowing 
any one group to gain exclusive control over the finance of the 
country.” 

The Ambassador pointed out on April 5 some of the difficulties 
connected with the efforts for governmental reorganization and the 
Generalissimo’s part therein: 

The tragic paradox of his position, of which ho may bo unaware, 
18 that he is being compelled by circumstances to utilize the quali- 



244 


U. S. RELATIONS WITH CHINA 


fications which the CC Clique can offer. At the same time this Clique 
exploits its preferred position to render more firm its hold on the 
Party and the country; and witli time the Generalissimo, therefore, 
may well become less and less able to dispense with them or to cir¬ 
cumscribe their activities which can only sen'e to aggravate those 
social conditions basically giving rise and strength to the Communist 
movement.” " 

The Ambassador also commented: 

“The Foreign Minister remarked the other day on the irony of a 
situation where the Generalissimo, having been made self-conscious 
about his ability to dictate a political settlement and consequently 
reluctant to use bludgeoning tactics, finds himself in endless political 
dickering which only delays that reorganization which his liberal ad¬ 
visors have been urging on him.” 

The Ambassador also reported that the CC Clique was attempting 
to build itself up in the popular mind as the truly liberal and revolu- 
tionarv element of the Party: that the CC Clique was putting its 
main effort, into preparation for the elections which would precede 
the coming into effect of the. constitution on December 25, 1947; and 
that preparations were proceeding for the termination of political 

tutelage. 

The Central Executive Committee of the Kuomintang issued a 
manifesto on March 24 prior to the conclusion of its session. This 
manifesto did little to clarify the situation beyond general state¬ 
ments on broadening the basis of the Government, removing obstacles 
to national unification, stabilizing the national economy, striving for 
world peace and building up the potential strength of the country 
for national reconstruction." 

m-ORGANIZATION OF TIIF EXECUTIVE YUAN AND STATE COUNCIL. 
APRIL 17. 1917 

On April 17 the reorganization of the Executive Yuan and the 
State Council was announced, with General Chang Chun as Presi¬ 
dent of the Executive Yuan or Prime Minister. At the same time, 
Dr. Sun Fo, son of the founder of the Chinese Republic, was elected 
Vico President. Nominations by the Generalissimo for the other 
four Yuan showed no change. A scries of official statements accom¬ 
panied this completion of the reorganization. President Chiang, in 
a statement on April 18, hailed the reorganization as another step 
in the ending of political tutelage and again offered the Communists 

” See annex 126. 
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an opportunity to participate in the Government if they would 
abandon their policy of seizing power by force. At the same time the 
political program of the National Government was announced, which 
largel 3 ' followed the earlier outline of the manifesto of the Central 
Executive Committee of the Kuomintang, with the athlition of guar¬ 
antees for civil liberties. On April 23 the Minister of Information 
in his weekly’ press conference made a similar announcement on be¬ 
half of his Government that the Kuomintang had ended the period 
of political tutelage. The same evening the new Prime Minister, 
General Chang Chun, pledged himself ami his Government to the 
fulfillment of the obligations which the Government had undertaken 
publicl}’ during the preceding days.’* 

In commenting on the reorganization of the Government, the Am¬ 
bassador stated that it was too early to assess with anv accuracy* the 
eventual effect of the State Council reorganization and that any such 
assessment must be approached with cautioji in the light of a series of 
past Chinese Government reorganizations which luul been largelj* 
for e.xtemal effect and had brought little effective change to the 
Clunese domestic scene, even though the njajoritv of Kuomintang 
members were forward-looking modern Chine.se. The Amba.ssador 
further stated: 

“In summary, the composition of the State Council is as regards 
the Kuomintang and independents as good as could be expected in 
the circumstances. "Whether or not the State Council, which will con¬ 
stitute itself on April 23, if its members can reach Nanking hy that 
date, will assert itself in such a manner as to bring about substantial 
social and economic reform in China remains, of course, a question 
depending upon many factors, not the lea.st one being the attitude of 
the Generali.ssimo toward it and his ability to control the Kuomin¬ 
tang as the still dominant political party in China.” 

The Ambassador noted with some concern the establishment at 
this time of a separate Kuomintang political committee, the secre- 
Ury general of which was Chen Li-fu, the leader of the CC Clique, 
and pointed out that it was a safe assumption that this committee 
would have an important role in controlling the Kuomintang po¬ 
litical machine and establishing party policies. He concluded: 

“In final analysis the major imponderable is whether or not tlie 
Generalissimo will be capable of seeking and being guided by the 
advice of liberal-progressive public servants rather than acceding to 
the reac tionary henchmen personally loyal to him.” “ 

” See annex 127 (n)-(d) for full text of statements. 

“ See annex 128. 
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While the governmental reorganization was a step in the right 
direction and gave some hope for improvement, the behind-the-scenes 
political maneuvering for power without regard for the position of 
the Government itself continued to hamper efforts toward improve¬ 
ment in administration. This disunity and the political machinations, 
despite the serious situation with which the Government was con¬ 
fronted, wore reflected in the circumstances surrounding the student 
demonstrations which occurred on a nation-wide scale in May. The 
Ambassadors comment on these demonstrations evidenced their 
character: 

“Leadership and motivation of the demonstrations have shown defi¬ 
nite signs of changing. Most competent observers believe the original 
impetus was given by the CC Clique which was desirous of inciting a 
series of disordei-s which would in time publicly discredit a Political 
Science (Jroiip-dominated Government by proving it incapable of 
maintaining order, and in the long run provide the justification for 
a strong-arm, right-wing government coming into power either 
through'a coup d’etat or through sweeping the elections to be held this 

fall.”“ 

These activities, of course, played into the hands of anti-Govern- 
meiit elements and as stated by the Ambassador: “It must be assumed 
that the Communists are present and, if not already active, are pre¬ 
pared to exploit the situation should it become necessary or desirable.” 

On May 29 the Embassy reported on developments to the Depart¬ 
ment as follows: 

“The reorganized Executive Yuan under Chang Chun is more 
strongly based than the previous T. V. Soong regime, but the political 
maneuvers of the CC Clique and the pace of economic and military 
developments have tied its hands to date. Furthermore, in the face of 
existing problems, non-Kuomintang participants in the reorganized 
Government have thus far shown no capacity for initiative. However, 
outlook for next few months is not, in the Embassy’s opinion, for any 
spectacular collapse but in the direction of increasing deterioration 
in Government authority and control. In the meantime, general Gov¬ 
ernment sentiment will continue to look to American aid as a means 
of staving off further economic and military deterioration.” 

Further indication of the need for positive measures by the Chinese 
Government to restore popular confidence was contained in the Am- 
• bassador’s comments on the situation on June 18: 

“The growing discontent with or even hostility toward the Govern¬ 
ment has been stimulated among intellectuals by the extremely harsh 
measures against students and among the unthinking masses by the 
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mounting costs of livelihood. In its simplest terms the complaints 
center around freedom and food.*’ 

The Ambassador further commented : 

“President Chiang has been thinking verj’ earnestly both over the 
situation as he is compelled to recognize its realities and over advice 
given him wliich, so far as I can gather, has all been very much to the 
same effect. In general, this is that the demand for peace is wide¬ 
spread and insistent, and tlie Government slmuld be able either to per¬ 
suade the Communists to stop fighting and resume peace discussions or 
to place the responsibility for continuing the civil war upon them, 
and furthermore that the Government should win back popular con¬ 
fidence by official statements calculated to keep the people much better 
informed than they have been hitherto of the problems and intentions 
of the Government. In my personal convei*sations with President 
Chiang I have been as frank as seemed permissible and have been 
cheered especially during the latest interview by what seemeil to be on 
his part something more tlian a general assent in principle.” 

The Ambassador also observed: 

“Actually much of the apparent strength of Chinese Communism 
is due chiefly to the inefficiency and corruption of tlie Kuomintang 
and—witli an alarming acceleration—to popular loss of faith in the 
Government. One can be reasonably certain that with sufficient evi¬ 
dence of competent statesmanship and determined moral reforms the 
Government could recover its hold alike on the intellectuals and the 
masses.” 

THE POLITICAL SITUATION IN MANCUUIllA 

The same struggle for power and the intra-party rivalry wliich 
was hampering the National Government was vitally affecting tlie 
Government’s position in Manchuria'. During the latter half of June 
the Consul General at Mukden reported as follows: 

“Rivalry (if not enmitj') between General Hsiung Shih-hui, the 
Generalissimo’s representative, and General Tu Li-ming, Command¬ 
ing the Northeast Combat Command, is openly discussed and tlie 
absence of closely integrated military and economic planning is at¬ 
tributed to it.” 

The Consul General also described the attitude of Chinese Govern¬ 
ment representatives in Manchuria and the effect upon the Govern¬ 
ment as follows: 

“Nationalist southern military forces and civil adininistratoi-s con¬ 
duct themselves in Manchuria as conquerors, not as fellow country- 

S44538—40-19 
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men, and have imposed a 'carpet-bag' regime of unbridled exploita- 
tion on the urcus under their control. 

He continued that the result was to make the local populace in the 
countryside so antagonistic toward outsiders as to affect t m morale 
of non-Manchurian troops and at the same time arouse vindictivcnc&s 
in soullicrn military officers and civil administrators. Commenting 
on the food problem at Mukden the Consul General said: 

“Puerile eil'orts have been made toward price control and to com¬ 
bat boarding, but in general, the results of these efforts have been 
luif^ely to enforce requisitioning of grain at bayonet point for con- 
iroTled prices ami enable the resale of requisitioned grain at black 
market prices for the benefit of the pockets of rapacious military and 

civil oflicials.” 

It was thus inevitable that, as reported by the Consul General: 


“Evidence is growing daily that the people of Manchuria are not 
only prepared for but are keenly desirous of a change in government. 
But wliat change? Most are undecided even though voluble in dis¬ 
content of the present way of living and the trend of events. It is safe 
to state that the overwhelming majority in the nation are di^atislied 
with, dislike and would welcome freedom from the present National¬ 
ist regime.” 

When on June I'J the Generalissimo summoned the Ambassador 
and, after describing to him his estimate of the seriousness of Uic 
situation in Manchuria, asked for the Ambassador’s opinion. Dr. 
Stuart made the following reply: 

“I replied that it might bo that the time had come for him to take 
emergency measures such ns organizing a small but carefully selected 
group to work with himself, men respected by all and able to take 
responsibility as well as to form a team; to reduce expenditures by at 
least discontinuing all measiu-cs not needed for the emergency period; 
to make an announcement to the people that if the Communist Party 
finally refused the latest peace proposals the people of the country 
should hold them responsible; if they wished to preserve the demo¬ 
cratic way of life as to bo effected soon under constitutional govern¬ 
ment they should all work together to save the nation from the threat¬ 
ened danger; to this end all should work for the common purpose and 
contribute what tliey could of service or wealth; the Government 
should, respecting civil liberties, carry out the most immediate reforms 
with tlio courage and ruthless impartiality required by the crisis and 
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in all such ways win back popular support or ask to be relieved of the 
task; tliat I had always believed that such a revolutionary profrrain 
would attract the thinking people, especially students and otlier sup¬ 
posed leftists; that he should allocate responsibility {for instance, 
military affairs) with a minimum of red tape, and himself tour the 
country making speeches and arousing the populace to rally to the 
new movement; that with the people behind him he need not fear the 
Communist military strength nor tlieir other activities and sliould con¬ 
tinue to keep the door wide open for a resumption of peace negotia¬ 
tions; that hopelessness and defeatism were paralyzing those who 
wanted to do something for the nation but under some suoli deter¬ 
mined, progressive leadei*ship they could be inspired to new hope and 
effort; and finally’ that I felt sure such a program would win abundant 
sympathy in America and elsewhere over the world. At the end, ho 
said that he had been thinking along ver}' much the same lines.*’ 

CHINESE MOVES TOWARD REFORM 

In the face of a situation calling for the most resolute and clear¬ 
sighted action, the powerful Standing Committee of the Central Ex¬ 
ecutive Committee of the Kuoinintang on June 110 held an extraordi¬ 
nary and previously unannounced session to discuss general Party 
policy. After five hours of discussion, the Committee adopted three 
resolutions: (1) to continue and expand the “punitive action against 
the Communists”; (2) to draw up and p»it into effect plans for inte¬ 
grating the San Min Chu I Youth Corps into the Kuoinintang; and 
(■>) to set in motion preparations for the fall elections. Such inade¬ 
quate measures at this critical time would have been farcical had they 
not been so tragic in their implications of a lack of driving force and 
determination to see the civil war through to a successful conclusion. 

There was, however, apparently an awareness of the need for drastic 
action on the pait of the National Government, as indicated by the 
resolution on general national mobilization passed by the State Coun¬ 
cil on July 4, wliich stated, inter alia: 

“It is proposed that the State Council order a national general 
mobilization and encourage the people to help in its execution. Plans 
concerning the acceleration of economic reconstruction, the reform 
of local governments, the mobilization of manpower and resources, 
the improvement of food and conscription administrations, the main¬ 
tenance of social order, the mitigation of the people’s sufferings, the 
protection of their basic rights, the practice of thrift, the increases 
of agricultural and industrial production, and the amelioration of 
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the treatment of officers and men shall be carefully drafted by the 
competent authorities and enforced in accordance with law. Iho 
competent authorities shall also be instructed to guard against abuses 

in the execution of those plans. 

This awareness was also reflected in statements made at this time by 
the Generalissimo and General Chang Cimn, the Prime Minister. In 
an address to the nation on July 6 the Generalissimo said: 

“Simultaneously, we must exert all-out efforts in effecting national 
reforms and improvements. While we are suppressing the Communist 
brigands with military means, the nation must also at the same time 

effect internal reforms.” 

The President admitted 

“that the Government in itself is not perfect while in the body of the 
Chinese society also are found many weak points, made all the weaker 
by the Communist rebellion. But, however difficult it may be for 
the nation to accomplish its goal, reforms and improvements must bo 

elFected.” 

The official Central News Agency gave the following account of 
General Chang Chun’s statements on this same subject in a press 
interview on July 5; “During the period of national general mobiliza¬ 
tion, the Government will sec that all orders are faithfully and 
promptly carried out,” he said. “Government oflicials should win the 
confidence and cooperation of the people and coordination among 
various Government departments should bo further strengthened 
Corruption and delinquency among Government officials and armed 
forces should bo wiped out,” General Chang emphasized.”* 

The Generalissimo again reflected this increasing awareness of cur- 
rent needs in his radio broadcast on July 7, the tenth anniversary of 
the beginning of Sino-Japaiicse hostilities; 

“Unless drastic reforms arc introduced, China may not be able to 
exist in the family of nations. Therefore, political, educational, eco¬ 
nomic and social reforms, which should be made, shall not be delayed 
until the conclusion of the suppression campaign, but will be initiated 
right away. ... It was for the purpose of concentrating our efforts 
to effect an over-all reform and remove all obstacles in the way of 
national reconstruction that national general mobilization was 

ordered.” ” 

“ See annex 120. 

”• See annex 180. 

“See annex 131. 
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THE COMMUNISTS PROCLAIMED TO BE IN OPEN REBELLION. JULY 4, 
1947 

Tlie resolution on general national mobilization adojiteil by the 
State Council on July 4 also proclaimed the Chinese Communists to 
be in open rebellion against the National Government and demanded 
that the resources of the coujitry be devoted to their suppression. 
This part of the resolution was reinforced by statements issued 
shortly thereafter by the Generalissimo and the Prime Minister. Gen¬ 
eral Chang Chun, in which it was emphasized that the Government 
was tletennined to cany out and make effective the national mobiliza- 
tioii and suppress the Chinese Communist rebellion. It is interesting 
to note that the Generalissimo said, “We have never attempted to 
castigate Communism as a theory* or idea. . . . The Government was 
willing to give full consideration to their opinions, but no peace talk— 
no mediation—has succeeded in dissuading the Communists from stag¬ 
ing a rebellion.” 

Thus ended a long chapter in Kuomintang-Communist relations, 
begun in 1937, during wdiich there had been alternate periods of 
negotiations and military clashes. The Chinese Gov<‘rnment had now 
abandoned its previous publicl}' expressed policy of seeking to solve 
the Communist problem b^' political means and was proclaijning the 
Chinese Communists to be rebels against the Government's authority 
who were to be suppressed by military force. 

On July 10, the Central News Agency published the text of “The 
Outline for the Implementation of Mobilization to Suppress Rebellion 
and Complete Constitutional Government,” which was adopted by the 
State Council on July 18, to become effective immediately. Its 18 
ailicles were general in scope but provided ai\ ade(iuale framework 
if the Government should succeed in implementing them effectively.'” 

SECRETARY MARSHALL’S MESSAGE OF JULY 6, 1947 

On July 6, Ambassador Stuart had delivered to the Generalissimo 
■ a message from Secretary of State Mai*shall, as follows: 

“We have been following closely the situation in China and are 
perturbed over the economic deterioration resulting from the spread 
of hostilities. We are keenly aware of China's needs and the Genera¬ 
lissimo is thoroughly familiar with the general tenor of my ideas. I 
cannot presume in my position to offer advice as to how ho should 
deal with the specific situation in Manchuria. In all frankness I must 
point out that he was forewarned of most of the present serious dilE- 
culties and advised regarding preventive measures. 

” See annex 132. 
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‘■1,1 the analysis the fundamental and lasting ntion of Ch na s 
p.ohlcms must come from the Chinese themselves. T''® 

Lumot initiate and carry out the solution of those P/'>““'YrllL 
only assist as comlitions develop tvhicli give some beneficial risults. 
Please assure the Generalissimo of my continued deep personal con¬ 
cern over events in China and of my earnest desire to Bud ways of 

Ijcing helpful.” 

In transmitting this message to the Generalissimo, Ambassador 
Stuart stressed his confidence that the United States wished to assist 
oiul strengthen China as a free nation, but pointed out that it NNas a 
most difficult task to decide upon an effective kind of aid and methoc 
bv which it might be rendered. The Ambassador further said that 
military aid alone would not lead toward the type of development m 
China which the United States held essential for Chinas own good. 
The Generalissimo informed Dr. Stuart that he thoroughly understood 
,ho meaning of the message, that he had heard these points from 
General Marshall when he was in China and that he was grateful foi 

this renewed expression. . , 

In reply to the Generalissimo’s imiuiiy as to the Ambassadors 

interpretation of the message, Dr. Stuart said that he had many times 
outlined to the Generalissimo the type of adjustments which were 
considered prerequisites to a more positive policy and assistance on 
the part of the United States. He said that the type of change which 
ho had in mind centered around basic reform through constitutional 
institutions within the body of the Government, including the dele- 
o-ation of more authority, the establishment and visible maintenance 
and protection of civil liberties, and the actual development of a more 
intimate working relationship between the Government and the people. 
Dr. Stuart stated that the State Council’s general national mobiliza¬ 
tion resolution had in some of its parts certain of the ideas for reform 
which his Government tlumght were so necessary, but that there was 
no assurance that this new order would mean more than many which 
had previously been issued. The Ambassador again emphasized the 
need for drastic over-all reform. The Generalissimo replied that ho 
undci-stood what was meant and that ho would undertake to do some¬ 
thing along these lines as soon as possible. 

AMBASSADOR STUART’S OBSERVATIONS ON NORTH CHINA AND 
MANCHURIA 

Following a brief trip to Peiping, the Ambassador on July 15, at 
the request of the Generalissimo, described to him conditions in North 
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China and Manchuria as he found (hem. Ilis report of these observa¬ 
tions to the Generalissimo is as follows: 

“Independent Chinese and American reports from Manchuria ajiree 
that conditions are extremely serious not merely from a military point 
of view but becavise of the hostility of the people alike toward Comnuj- 
nists and the Central Government. Military officers of the Central 
Government of all ranks are exploiting the populace, enriching them¬ 
selves, and consequently there are stirrings of sei)aratist feelings. I 
said that it was my .strong opinion that reliance on trusted local leaders 
with a large measure of autonomy would strengthen the Government 
position and neutralize Communist success in using these same methods. 

“I said I found the north China people somewhat relieved because 
temporary Government gains in Manchuria removed immc<liate 
threat, but discontent was almost as intense as in the northeast. This 
discontent seemed generally true throughout the country and was 
becoming rapidly intensified. 

“The Generalissimo remarked that economic conditions accounted 
largely for this, to which I replied that fiscal and economic deteriora¬ 
tion was more a s^'mptom and that it was the general feeling of hope¬ 
lessness and impending disaster that led to increasing military graft, 
especially in Manchuria. In short, war weariness and increasing fore¬ 
bodings were paralyzing military efforts. I smilingly charged the 
Generalissimo with having used in his latest statement my own lan¬ 
guage about a new revolution but without my emphasis on reform 
and constitiitional liberties, re.stricting his own statement in effect 
to one of fighting Communists. The Generalissimo agreed somewhat 
more heartily than usual with my statements and admitted that others 
could see developments sometimes more clearly than he and asked 
that I draft specific suggestions. In this latter connection I am taking 
no action for the time being.” 

On August 11, Ambassador Stuart again repeated his plea to the 
Generalissimo that radical reforms be undertaken.’® On August 19, 
in a report on the situation,’® Dr. Stuart spoke of the growing number, 
both within the Government and outside it, who admitted the logic 
of the pleas that the Chinese should adopt self-help measures and 
put their own house in order, but who felt utterly impotent in view 
of the conservatism, fcudalistic ideas, selfishness, narrow prejudices 
and similar limitations prevalent among those who had the power 
to effect reforms. Ho also said tliat while the signs of willingness 

“ See annex 139. 

** See annex 140. 
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ability to institute pro^'essive reforms were still sadly lacking 
there were some such signs. 

Following a brief visit to Teiping, the Ambassador reported to 
the Department on September 8 his impressions of conditions m 
North China as follows: 

“'I'he prevailing attitude of students, is . . ■ qmte revealing, 

especially when they are thought of as a rough register of the trend 
in public opinion, ‘in both Tsing Hua and Yenching Universities 
(he anti-Commnnist element is reported as certainly 00% and more 
probably 05%, and the anti-Kuoniintang-Government proportion as 
fully 00%. In the University of Peiping, Government sympathizers 
claim that the percentage opposed to tlie present administration is 
much lower. My guess would be that these figures are a fair index 
of student thinking generally over the country. The obvious con¬ 
clusion would seem to be that the people—even the more radical and 
immature—are instinctively against C'ommunism and could easily 
be won (osupport a trnlv reformed National Government. Among the 
students Chiang Kai-shek, as the symbol of Kuomiiitang rule, has 
lost great Iv in esteem. ’I’o most of them he is frankly finished. 

“Another impression is the extent to which Soviet inspired litera¬ 
ture is being read by students and the unthinking way with which 
they accept and quote assertions, about the United States for instance, 
which are palpably untrue. If we arc to undertake a program of 
active assistance to China I earnestly hope that it will be accompanied 

by provision for carefully planned publicity. 

‘ “Conditions in Communist controlled territory are described to 
mo as follows. Tlie more intelligent country people live not so much 
in actual discontent or hardship as in fear of what might happen to 
them at any time. The others accept relative economic insecurity 
and the regulations imposed on them rather passively. The children 
are growing up with more or less enthusiasm for the existing regime 
and are taught to believe all that is evil of the National Government 
and America. The situation is still somewhat plastic but will become 
fixed with time. There is general agreement that better local admin¬ 
istration with complete assurance that there would be no danger of 
the certain reprisals if the Communists came back would result in a 
welcome for the National Government. Economic distress is widely 

prevalent but there is food for everyone. 

“There is great satisfaction in North China over the appointment 
of General Chen Cheng to supreme authority in Manchuria and the 
dismissal of Hsiung Shili-hiii. The purging of army officers and other 
reforms, as reported in the local press, have made a fine impression. 
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“Marshal Li Tsung-jen is gaining in public conscience. Tliere 
seems no reason to credit rumoi-s of his disalfection toward the Na¬ 
tional Government. Governor Sung Lien-chung complains—as 
usual—of having insufficient troops under his command to cope with 
the Communists in Hopei. The Mayor is working diligently to arouse 
interest in the coming elections and has drafted college professors and 
othei-s to visit the dilfei-ent precincts of the city and give lectures on 
the subject. But he is discouraged by the small numbers registering 
for casting ballots. It is not clear how much of this apathy is due to 
fear and how much to inditference or igJiorance.'’ 


III. THE WEDEMEYER MISSION 


INTRODUCTION 

While (he situation continued to deteriorate and popular discontent 
with and criticism of the Government increased, the Chinese Govern¬ 
ment seemed incapable of taking, or unwilling to take, elective steps 
to meet the serious problems confronting it. There seemed to be 
rather a feeling of apathy, defeatism and spiritual bankruptcy which 
led inevitably to a complete j)sychological dcpendejice \ipon external 
aid as the sole means of solving China’s problems with little regard 
to the realities of a situation in which Chinese efforts and measures 
of self-help were the essential and basic need. 


GENERAL WEDEMEYER’S INSTRUCTIONS 

In view of these circumstances, the President on July 9, 1947, pur¬ 
suant to the recommendation of the Secretary of State, instructed 
Lieutenant General Albert C. Wedemeyer to proceed immediately to 
China and Korea on a fact-finding mission, nds decision was 
announced on July 11 . 

Ihe President instructed General Wedemeyer to 

proceed to China without delay for the purpose of making an ap¬ 
praisal of the political, economic, psychological and military situa¬ 
tions—current and projected. In the course of your survey you will 
maintain liaison with American diplomatic and military officials in the 
area. In your discussions with Chinese officials and leaders in posi¬ 
tions of responsibility you will make it clear that you are on a fact- 
n ing mission and that the United States Government can consider 
assistance in a program of rehabilitation only if the Chinese Govern¬ 
ment presents satisfactory evidence of effective measures looking 
towards Chinese recovery and provided further that any aid which 
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iniiy be made available shall be subject to the supervision of repre¬ 
sentatives of tlie United States Government. . , 1 

“In making your appraisal it is desired that you proceed with de¬ 
tachment from any feeling of prior obligation to support or to further 
oflicial Chinese programs which do not conform to sound American 
policy with regard to China. In presenting the findings of your mis¬ 
sion you should endeavor to state as concisely as possible your estimate 
of the character, extent, and probable consequences of assistance which 
you may recommend, and the probable consequences in the event that 

assistance is not given.” 

CHINESE REACTION TO THE APPOINTMENT 

The reaction in China was mixed. Dr. Wang Shih-chieh, Minister 
for Foreign Affairs, expressed the views of his (iovernment ns follows; 

“The Cliinesc Government as well as President Chiang Kai-shek 
welcome the appointment of General Albert C. Wedemeycr as special 
envoy representing the President of the United States on a fact-tmding 
mission to China and Korea. He is a staunch old friend of China. 
When ho served in the China theatre during the latter part of the war, 
his contributions to Sino-American collaboration and his achievement 
in strengthening the China theatre were widely appreciated. 

“It is my belief that his coming visit will vastly facilitate a more 
complete understanding of the Cliinese situation by the American 
people, further strengtlicn Sino-Ainerican friendship and coopera¬ 
tion and be conducive to general stabilization of the situation in the 

Far East.” 

The Chinese Government believed that General Wedemoyer’s mis¬ 
sion would result in immediate and substantial economic and military 
aid. For the same reason, liberal and opposition groups were skeptical 
of the mission, fearing that aid would only prolong the civil war. 
Chinese Communist reaction w’as bitterly hostile. 

GENERAL WEDEMEYER'S STATEMENTS OF AUGUST 22 AND 24. 1947 

During the month that General Wedeineyer and his mission re¬ 
mained in Chinn they visited the principal centers of the country and 
talked with a very large number of people, botli in and out of the Gov¬ 
ernment, and representing all shades of opinion and interests, ns well 
us with American and other non-Chinese businessmen and officials. On 
August 22, in accordance with the Generalissimo’s suggestion. General 
Wedemeyer delivered an address to a joint meeting of the State 
Council and all the Ministers of the National Government, at which 
the Generalissimo and Madame Chiang and the American Ambassador 
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were also present. In this address he was strongly critical of the mili¬ 
tary effort of the Government and of the corruption and inefficiency 
prevalent in its ranks. He said in substance that the National Gov¬ 
ernment could not defeat the Chinese Communists by force but couhl 
win the loyal, enthusiastic and realistic support of the Chinese people 
only by improving the political and economic situation immediately. 
He stressed that the effectiveness and timeliness of these improvements 
would determine whether the National Government would stand or 
fall.“ Although the General prefaced and concluded his remarks witli 
expressions of genuine friendship for China, Ambassador Stuart 
reported that those present at the gathering, predominantly of the 
old scholar class, generally regarded the remarks as offensive. Pre.-<i- 
dent Chiang was also apparently offended and, in bidding the General 
farewell, chided him for allegedly refusing to see certain groups of 
substantial persons in the cities visited. General "Wedemeyer. how¬ 
ever, protested his desire to see as many different types as his schedule 
permitted. President Chiang also renewed his request that the Gen- 
ral provide him with a list of names of Chinese with large financial 
holdings abroad, but General 'Wedomej’er felt that since the names had 
been given him in strictest confidence, he would have to refuse. 

General "Wedemeyer reinforced his views by a statement issued 
at Nanking on August 24 at the time of his departure from Cliina: 

“In China today I find apathy and lethargy in many quarters. In¬ 
stead of seeking solutions of problems presented, considerable time 
and effort are spent in blaming outside influences and seeking outside 
assistance. 

“It is discouraging to note the abject defeatism of many Chinese, 
who are normally competent and patriotic and w’ho instead should be 
full of hope and determination. 

“Weakened and disrupted by long years of war and revolution, 
China still possesses most of the physical resources needed for her 
own rehabilitation. Recovery aw’aits inspirational leadei-ship and 
moral and spiritual resurgence which can only come from w'ithin 
China. . . . 

“ . . . the existing Central Goveniment can win and retain the un¬ 
divided, enthusiastic support of the bulk of the Chinese people by re¬ 
moving incompetent and/or corrupt people who now occupy many 
positions of responsibility in the Government, not only national but 
more so in provincial and municipal structures. 

“There are honorable officials who show high efficiency and devo- 
tion to dut y, who strive to live within ridiculous salaries and such 

" Seo aooex 133. 
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private means as they possess, just as tliere are conscientious busine^- 
men who live up to a high code of commercial ethics. But no one will 
misunderstand my emphasis upon the large number whose conduct 
is notoriously marked by greed, incompetence or both. 

“To regain and maintain the confidence of the people, the Central 
Government will have to effect immediately drastic, far-reaching 
political and economic reforms. Promises will no longer suffice. 
Performance i.s absolutely necessary. It should be accepted that mili- 
tai'j’ force in itself will not eliminate communism.’ 

CHINESE REACTION TO GENERAL WEDEMEYER’S STATEMENTS 

The reaction in Cliina to General ■\Vedemeyer's statement of Augiist 
24 was in general unfavorable except among tlie liberal opposition 
groups. Typical of the reaction was an interview given by the 
Prime Minister to the United Press in which he charged that Gen¬ 
eral ^Vedemeyer had failed to undei'stand the situation in China and 
had not impartially sought his information.” Ihe announcement 
of General Wedemeyer's Mission had led to expectations of imme¬ 
diate aid and the effect of his speech to the State Council meeting 
and his parting statement had served to dispel hopes of sub¬ 
stantial assistance and had in turn caused resentment. The Chinese 
Communists, apparently fearful of American aid, were also bitter 
and in a broadcast of August 28 attacked General Wedemeyer in 
strong terms.” 

Ambassador Stuart reported that on August 25, his own personal 
secretary, Pliilip Fugh, had been quizzed by the Generalissimo re¬ 
garding the background of the Wedemeyer ^fission, ns to why it was 
regarded ns necessary, and whether it meant that the United States 
wished to force his (Chiang’s) retirement or removal. This inquiry 
may have been prompted by General Wedemeyer’s reference to the 
need for “inspirational leadership” in China. Ambassador Stuart 
concluded that the Generars talk had been a “rude shock to the Chinese 
Government,” but he felt that “most politically conscious non-parti¬ 
san and liberal Chinese undoubtedly largely endorse all that the 
Iklission has said.” ” 

General Wedemc 3 'er was seriously concerned at the reaction to his 
final press statement and to his talk before the State Council. A letter 
which he wrote to the Ambassador on August 30 indicated his surprise 
at the reaction: 

*' See annex 134. 

” See annex 130. 

*• See annex 137. 

** For fall text of the Ambassador’s report, see annex 141. 
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“The members of my mission and I have carefully pei’used the 
Chinese and American reaction to our final press statement. You 
know and the Generalissimo should know tliat the objective was to 
assist him in instituting reforms and reorganizing his government to 
facilitate economic and political stability. Yon can reassure him that 
all the members of my mission are friendly to China. 

“As far as the reaction to my talk before the State Council and 
the Ministers is concerned, the Generalissimo asked me to make this 
talk and urged complete frankness. The Generalissimos Secretary 
strongly reiterated tliat the Generalissimo wanted a frank ajipraisal 
of my observations. You personall}’ confirmed inv hope when we 
were returning from the talk that my frank appraisal was sorely 
needed and was well received. You added that my statements were 
made courteously and with due regard for the sensibilities of those 
venerable officials who were present. 

Tlie members of my Mission again join in thanking you and the 
members of your staff for the assistance and courtesies they received.” 

General Wedemeyer on September 8 repeated his concern over the 
reaction in a letter to the Secretary of State as follows: 

“Reference is made, to Ambassador Stuart's resume of my talk to 
assembled Chinese officials, including the Generalissimo, members of 
State Councils, and Ministers. The Generalissimo strongly and re¬ 
peatedly urged this talk and Ambassador Stuart concurred. At the 
conclusion the Ambassador stated that if my Mission served no other 
useful purpose, the value of the talk fully justified the presence of the 
Mission in China. I was particularly careful in presenting the data 
in a courteous manner in order not to offend the finer sensibilities of 
the venerable gentlemen and high officials present. I emphasized 
that I made the talk upon the repeated request of the Generalissimo 
to w'hom I had previously related observations. I refrained meticu¬ 
lously from any hint or suggestion concerning my conclusions or pro¬ 
jected recommendations. This visibly piqued and disappointed Chi¬ 
nese officialdom. I prefaced the talk with the statement that I was 
appearing before the assembled oflicials as a friend and not as a Presi- 
ential envoy. My action requires no defense or apology. However, 
le above information appears pertinent in the light of Ambassador 
Stuarts messages concerning the subject and also in view of both fa¬ 
vorable and unfavorable Chinese reactions.” 

or^^l u”/ 1 *^ flcparture the Chinese Government had handed Gen¬ 
eral \\ edemeyer a memorandum setting forth an account of Kuomin- 
tang accomplishments in the thirties, a justification of the Government 
position and a reaffirmation of Uie Government’s determination to 
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see the civil war tlirough to a successful conclusion. In this inemoran- 
ihnn the Government claimed that it had already undertaken most 
of the internal reforms recommended the United States."* 

RECOMMENDATIONS OE THE WEDEMEYER REPORT 

Following a brief vi^it to Korea, General Weilemeyer returned to 
^Vashington and on September 19 presented his conlidential report 
to President Truman.^ 

Tlie controversy in the United States surrounding this Report arose 
largely from the fad that the United Stales Government did not make 
it public. Tiie President had originally requested this appraisal of tlio 
situation in China for his own guidance and that of the Secretary of 
State and not for public use. General Wedemeyer’s analysis of the 
situation in China was in general similar to that submitted to the De¬ 
partment of State in nuinei*ous reports by the American Embassy and 
American consular ofiicers in China and by General Mai'shall himself. 
Among the recommendations of the Report, however, was one require- 
ing immediate action by the United Nations to place Manclmria 
under a Guardianship of Five Power’s including the Soviet Union, 
or a United Nations Trusteeship. It was the conviction of tire Presi¬ 
dent and the Secretai-y of State that any sucli recommendation, if 
made public at that time, would be Irighly offensive to Chinese suscep¬ 
tibilities as an infringement of Chinese sovereignty, and representing 
the Chinese Government ns incapable of governing Chinese territory. 
It was also believed that it would no doubt be rejected by the Chinese 
Government as it would in a sense represent at least a i^artial aliena¬ 
tion of Chinese territory to a group of powers including the Soviet 
Union. In any event, they believed that to place upon the United 
Nations responsibility for action to implement such a recommendation 
might well seriously endanger the futui'e of that organization, which 
at that time was already confronted with other grave and pressing 
problems. Tlie Generalissimo was confidentially advised by the Secre¬ 
tary of State of the impediments this recommendation l»ad placed in 
(lie way of tlie publication of the Report, and vouchsafed no comment. 

The Wedemoyer Report recommended in general that the United 
States provide military and economic aid to China under a program 
of assistance over a period of at least five years requiring Congres¬ 
sional authorization. It also provided for financial assistance to 
China for reconstruction projects and eventually for currency stabili* 
zution, while at the same time recognizing: “The present fiscal situa- 

“ See annex 138. 

'* See annex 135 for full text of those portions of the Wcdenieyer Report dealing 
with Chinn. 
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tion is inopportune for the introduction of n new currencv or the 
adoption of even an intermediate step towards stabilization.’’ 

The Report indicated that improvement of tlie economic situation 
throup;h American aid should open the wav for furtlier constructive 
support in the future from existing agencies, such as the Export-Im¬ 
port Bank, tlie International Bank and Monetary Fund and private 
Chinese and foreign capital. In its military phases the Report recom¬ 
mended that military advice and supervision be extended in scope to 
include field forces, training centers and particularly logistical agencies, 
but it recognized the desirability of avoiding direct United States in- 
volverhent in the civil war by indicating: “Although advice indicated 
above does provide advice indirectly to tactical forces, it should be 
carried on outside operational areas to prevent the critici.sm that 
American personnel are actively engaged in fratricidal warfare.” 

In addition to the stipulations regarding action by the United Na¬ 
tions, reference to which has been made previously, the Report 
recommended other stipulations as precedent to United States aid: 

That China make elTective use of her own resources in a program 
for economic reconstruction and initiate sound fiscal policies lea'Ilin**’ 
to reduction of budgetary deficits. 

“That China give continuing evidence that the urgently required 
political and military reforms are being implemented. 

1 hat China accept American advisors as responsible representatives 

of the U. S. Government in specified military and economic fields to 

assist China in utilizing U. S. aid in the manner for which it is 
intended.” 


IV. INTERNAL DEVELOPMENTS IN CHINA 


fourth plenary session of the kuomintang 
tive committee 


CENTRAL EXECU. 


The Fourth Plenary Session of the Central Executive Committee 
of the Kuomintang opened at Nanking on September 9,1947, with the 
announced purpose of consolidating the San Min Chu I Youth Corps 
with the Kuomintang. There was, however, much speculation that 
le Session would have a more important task. According to reliable 
inforroation the Generalissimo in his opening address, which was 
largely a repetition of remarks he had made to the Standing Com¬ 
mittee the preceding June, said that for twenty years he had been 
attempting to implement the principles of Sun Yat-sen and that ho 
nad to admit failure but was determined to continue. But he scath¬ 
ingly denounced the Party for failing to solve China’s problems and 
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absolved himself from all responsibility. From this point he jno- 
cceded to charge that the members of the Kuomintang had also failed, 
that the Cojninunists had proved themselves abler and more devoted 
and that without reform and rejuvenation the Kuomintang was 
doomed to extinction. The Generalissimo asserted that China would 
never again be. dependent on the United States for assistance. He 
said that China's policy toward Japan was in line with that of the 
Soviet Union, with which country China would have to strengthen its 
relations, while pro-serving its traditional tie of friendship with the 
United States. It is noteworthy that an elaborate if general program 
of reform was proposed during the Session and that it was ex]>ected to 
he adopted. At one of the final meetings, however, the Generalissimo 
demanded that the reform j)rogram be dropped and that in its place 
the Kuomintang proceed to carry out unfulfilled promises made during 
the previous two years. The final manifesto of the Fourth Plenary 
Session, published on September did not indicate any si)ecific 
accomplishments of the meeting. 

On September 20 the Embassy reported its appraisal of the meeting 
to the Department of State: ^ The reported reform was believed to bo 
related to the ‘NVedemeyer Mission and to the desire to comply with 
American requirements for assistance. The consolidation of the 
Youth Corps was sotight. however, in order to draw the younger 
elements into the Party, and to eliminate the growing friction between 
the Kuomintang and the Youth Corps. The consolidation achieved 
by the meeting was reportedly not very successfuU and the Cen¬ 
tral E.xecutive Committee accomplished very little. The Session in¬ 
volved a sparring for position, which might lead to a purge. The 
CC Clique emerged in a stronger position than previously, owing 
to its control of tlie Youth Corps and its ability to exploit internal 
and international conditions. The disappointing outcome of the 
Wedomeyor Mission played an important role in the Session, 
fer it belied the e.xpectations of the Government, which had expected 
substantial aid or at least specific j)romises from that Mission. 

In a further report on September 20 ® regarding the general situ¬ 
ation the Embassy pointed out that the most disheartening feature 
of the Cliinese situation, in economic as well as in other fields, was 
the ovei’t reliance upon American aid to extricate China from its 
pressing problems and a corresponding lack of self-reliance and self- 
help in meeting these problems. The political, military, and economic 
position of the Central Government was said to be continuously 

" See annex 142. 

” For full text of this report, see nunox 143, 

• Por full toxt» see annex 144. 



AMBASSADORSHIP OF JOHN LEIGHTON STUART 


263 


deteriorating^, and tlie failure of the expected assistance from the 
Wedemeyer Mission to materialize, combined witli renewed Commu¬ 
nist military activity, was intensifying a tendency to panic. Suppoi’t- 
ing the Generalissimo’s reference to the Soviet Union, thinly veiled 
suggestions were emanating from high ofBcials of the Chinese Govern¬ 
ment to the effect that China might have to seek assistance from 
that country, and that the Soviet Ambassador to China might be 
asked to mediate in the civil w’ar. Such talk was regarded as pri¬ 
marily for effect on the United States, and secondarily as a reflec¬ 
tion of a feeling of desperation among Chinese leaders. There was 
also an increasing Chinese fear that the United States was tending 
to shift the center of gravity of its Far Eastern policy from China to 
Japan. The large-scale raid of Liu Po-cheng into Anhwei and south¬ 
ern Honan was a matter of great concern, and the military situa¬ 
tion in Shantung had deteriorated. The military situation in Man¬ 
churia was said to be quiescent, but a sixth Communist offensive 
was thought to be imminent. The expected Communist offensive 
would probably be coordinated with one in North China. Commu¬ 
nist radio broadcasts had stated that the offensive to “liberate” 
Cliina north of the Yangtze had been launched, but it was not thought 
that this objective would be attained “within the foreseeable future.” 
It was disheai-fening to see the Chinese reliance on the demt ex machina 
of American aid, as illustrated by the presumption that the deficit 
in China’s balance of payments would be met by the United States 
in one form or another. 

On September 27 the American Consul General in Shanghai 
reported that the CC Clique there was increasing its j)ower and 
dominating the Kuomintang’s preparations to ensure that the suc¬ 
cessful candidates in the coming election were “elite part}’ supportei-s 
plus such few political beggars as it may seem expedient to accept 
as window dressing.” In this connection the Consul General for- 
'varded reports that T. V. Soong had made a bargain with the CC 
Clique which involved his appointment as Governor of Kwangtung 
and that H. H. Kung was presumably involved in the bargain. 
Shanghai reports also indicated that the Government’s anti-Ameri¬ 
canism at this time had been inspired by the right wing of the 
Kuomintang, which found it an effective method of weakening the 
Political Science group. 


AMBASSADOR STUART’S REPORT OF SEPTEMBER 29. 1947 

Two days later, Dr. Stuart reported to the Department os follows: 

“There is not much evidence yet of success in dealing with graft, 
which is becoming more prevalent in the worsening economic situation. 

844 53 8—40-20 
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^^nt President Chiang is at least trying to tackle the problem. The 
Control Yuan has been given considerably more authority with instruc¬ 
tions to exercise it in this matter. One hears constantly of those who 
liave Wen brought to trial. An instance, which is a somewhat acid 
t^'st for any Chinese oflicial. is the son of an old and honored friend of 
I’residont Chiang, now at the head of the Postal Administration but 
charged with llagrant specidation. whom President Chiang ordered 
to be punished according to law regardless of all other considerations. 

“Tlie powers of the local police are beiiig enlarged as part of the 
plan for eliminating or at least I'estricting the activities of military 
police and secret service men. . . . 

“'riiere are not a few har<l-working, public-spirited progressives 
in tlie Government who share our dissatisfaction with it and who 
eaineslly •le.siro for their country all that we have expressed as our 
liope for ('hina. But their didiculties are very real. Just to mention 
one of many, the members of the two minority parlies brought in to 
broaden the basis of the Government are showing themselves to be 
even more rapacious for oflice and its perquisites than many of the 
ICtiominfang, with no improvement in administrative efliciency. 
'I'hese progressives and their nmny sympathizers outside would be 
inimenselv heartened bv some indication of our intention to assist 
them and wouhl, in my opinion, be the nucleus through which we can 
go a long way toward realizing our aims for China and for a stable 
peace in this part of the world. But they do not see much hope with¬ 
out such aitl from us and anj’ authoritative indication of our policy 
would be very reassuring.” 

On October 11, members of the Military Affairs Committee of the 
American House of Representatives who were visiting in China called 
on the Generalissimo. In answer to their questions he sUted his belief 
that the Chinese Communists were thorough-going Communists, 
working in collusion with and taking orders from Moscow, and that 
they constantly received supplies from Russia. He repeated his re- 
(piest for greater American aid and then said that “the pi'edicament 
in Manchuria w as an American responsibility.” In conclusion he said 
that if the Government were finally defeated it would not be because 
of Russia or the Chinese Communists, but because the United States 
had failed to give promised assistance at a time of desponite need. 

In a report to the Department on October 29, Ambassador Stuart 
found no reason to change his previous estimates.*® 


*“ See nimex 
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OUTLAWING OF TIIK DEMOCKATIC LLAGLi:. OCTOBER 28. 1917 

Additional developments concerned the minor parties. Partly as a 
result of (iovernment pressure, and ])artly as an indiiation of dis¬ 
sension within its own ranks, Carson Chang's Social Democratic Party 
was bitterly split during August and Septemiier and ended up as two 
separate groups with consequent diminution of such inllm nce as it 
had possessed. Henceforth little was to be heard of it e.Ncept for that 
faction which joined with the Government and became largely a 
rubber-stamp of the Kuomintang. 

During September and October there were increasingly frequent 
reports that the Government was planning action against tlie Demo¬ 
cratic League on charges that it was subservient to the Communists. 
Finally, on October 2H, an ollicial decree outlaweil the League ami 
made it subject to the provisions of tlic tleneral National .Mt)bllizalion 
Order of July 4.=” 

The prominent leadei*s of the party were not arrested and, :is a result 
of negotiations between the League and the (iovernment, the League 
on November G announced its formal dissolution.” The Government 
decree was never revoked and it was apparent that the Generalissimo 
was determined to eliminate the League from public activities.” 

POSSIBILITY OF UESUMmON OF PEACE NEGOTIATIONS 

During the winter of lt)47-l9lS rumors of peace negotiations with 
the C'hinese Communists again became current. 'Tliis time the pos¬ 
sibility of Russian mediation was injected. On December 20, 1947, 
General Chang Chih-chung, who ha<l played a leading role in the 
negotiations while General Marshall was in China, told the American 
Ambassador that he had recently discussed (he sittiation with the 
Generalissimo. He had argued with the Generalissimo that the only 
solution lay in the resumption of the PCC resolutions, but the latter 
remonstrated that he could not take the initiative—though ho would 
not object if General Chang made cautious inquiries. General Chang 
also told Ambassador Stuart that jirior to his conversation with the 
Generalissimo he had approached the Soviet Embassy in Nanking 
for help in persuading the Chinese Communist.s to resume peace talks. 
He had warned the Russians that China could never be won over to 
Russia against the United States, and had insisted that in aitling 
China the United States had no ulterior tnotives against the Russians, 
lie said the Russians seemed impressed, and in iei>ly to their inquiry 

*’ See annex 140. 

" See annex 147. 

** See annex 148. 
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as to what they might do, lie said that they might advise the Chinese 

Communists to Stop fighting. ,0-1 

On the other hand a statement was issued on December 2o by 
Chairman iMao Tse-tung of the Central Committee of the Chinese 
Communist Party.^* Tlie statement was one of tri«»‘ph niul^iih- 
dence as well as a series of vitriolic attacks on the United States 
as the great enemy of the world and the agent responsible for con¬ 
tinuing tlie civil war in China. Cl 

Subsef|uently the private secretary to the Generalissimo connived 
to the Embassy that the Russians had offered to mediate in the Chin<»e 
situation. The secretary stated emphatically, however, that the 
Generalissimo had not given his approval to the activities of Genera 
Chanrr Chih-chung and that the Chinese Government neither desired 
nor lielieved possible any accommodation with the Chinese Commun¬ 
ists at that time. However, it was increasingly apparent during Jan- 
uaiw 1948 that tliere were elements in the Cluneso Government which 
favored a political settlement. The Embassy on January 23 reportec 
to the Department its belief that something might come of this trend 
ill favor of negotiations because of the increasingly unfavorable posi¬ 
tion of the Government, and the apparent determination of the Chi¬ 
nese Communists to cany the fighting to Central and South China. It 
was clear that responsible Chinese Government officials were also 


concerned by this latter possibility. 

On February 6 the Ambassador found that the Chinee Foreign 
Minister was seriously perturbed over the military situation in Man¬ 
churia. The Foreign Minister stated that he believed the renewed 
attacks by the Chinese Communist forces on Mukden arose from the 
Chinese refusal of the Russian offer of mediation. He told tlie 
Ambassador that the Soviet Charg6 d’Affaires, acting on instructions, 
liad requested protection for Russian citizens in Manchuria. When 
the Charge remonstrated that the Soviet Union had never given China 
cause for misgiving, the Foreign Minister reminded him of the be¬ 
havior of Russian troops after entering Manchuria in August 1945. 

On March 8 the Embassy at Nanking commented as follows on 
these and related developments: 


“There is increasing evidence that despite the announced inten¬ 
tion of present Government leaderehip to continue the civil war, 
strong opposition to this policy by civil and military officials, as well 
ns by the general public, particularly the intellectuals, may soon 
become sufficiently strong to compel present leadership to abandon 
this policy in favor of negotiated peace or face the threat of being 


** Sec noDox 140. 
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discarded. It is difficult at the moment to define precisely the scope 
of this opposition or its strength, but the fact of its existence or of 
its growth can hardly any longer be denied. The disintegration aiul 
decay which has characterized all phases of the Governments activi¬ 
ties during the past several years continues and in recent weeks has 
been accentuated. It is increasingly apparent that the Government 
is over-e.\tended inilitarih’, with resulting inability to prevent con¬ 
tinued economic deterioration and has reached a point where its o\ei- 
all political control is imperiled. 

“The Government now exerts only a tenuous control over approxi¬ 
mately one per cent of Manchuria and not more than ten or fifteen pei 
cent of that part of China proper north of tlie Yellow liiver. Between 
the Yellow Kiver and the Yangtze there arc strong Communist ele¬ 
ments and there has been infiltration even south of the T angtze. 
Government forces are hard pressed and on the defensive in jirac- 
tically every theater. There is increased demoralization, a fatalistic 
feeling that collapse of the government is inevitable, and a decided 
trend toward regionalism; each regional leader is looking about for 
means to defend himself against the Communists when he can no 
longer call on Nanking. 

“With this alarming situation there is need for itispirod leadei-ship 
which is not forthcoming. Those in control of the government seem 
almost frantic in their search for solution, yet incapable of taking the 
necessary initiative. Increasingly, it is the Generalissimo who must 
make the decisions and he continues the slave of his past and unable 
to take the drastic measures required. He may be expected, we believe, 
doggedly to continue the fight with the idea that if woreo comes to 
woi‘st, he can withdraw to Canton where T. V. Soong is engaged in 
building a stronghold, and let regionalism again prevail. There is, 
however, likelihood that opposition within the Government may not 
permit this course of action. This opposition is well aware of the 
perils of Soviet mediation, but appears inclined to prefer such media¬ 
tion to a continuation of the current struggle, the only end to which 
they increasingly fear will be a Communist-dominated China. 

“Such a negotiated settlement would likely require the disappear¬ 
ance from the political scene of the present dominant leudei'ship, 
including the Generalissimo. Yet, we cannot rule it out. While 
present criminally inept and wasteful strategy can postpone tempo¬ 
rarily the loss of major strategic points, it cannot do so indefinitely. 
By far the greater part of the Government’s military and economic 
resources have been committed to Manchuria and North China. De¬ 
spite the scale of this commitment it has not forced, and shows no 
sign of forcing, a decision on the Government’s behalf. Failing 
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Americnn economic nid on :in impossibly large scale, failing active 
American military aid, and failing competent Chinese leadership and 
planninir. (liere maj’ he revolt within the ranks of the Kuoinintang 
ami acceptance of the Soviet offer to mediate in the forlorn hope that 
such a compromise would give a breathing sijell for regrouping, con¬ 
solidation, and the emergence of some dynamic quality that would 
again create the will to victory now lacking. Tlie dangers of coalition 
ndth Communists are well known to those in opposition. Most likely 
accommodation would, therefore, be on a purely territorial basis which 
would, in ofTect, be but a temporarj’, though perliaps prolonged, truce. 
In any case, we feel it is entirelj' possible that non-Communist ele¬ 
ments released by such event from the dead traditional hand of pres¬ 
ent leadei'ship. might rally to American assistance with a complemen¬ 
tary possibility of the devoloj)ment of political, economic and spiritual 
resources, which might eventuate in stable non-Communist govern¬ 
ment in Central and South China.” 

ELIXTIONS TO THE NATIONAL ASSEMBLY 

In the meantime, the principal internal preoccupation apart from 
the civil wsir had heen. as it w<udd continue to be for the next 
six months, the elections for the National Assembly—the Assembly 
it.sclf was to establish the lii'st constitutional government and the 
strug'gle within the Kuomintang for power. This interest was mani¬ 
fested in a series of political crises. Despite predictions and specula¬ 
tion to the contrary, the Government held the elections late in 1947 
according to schedule. In the absence of the Communists and tiio 
Democratic Deague, these elections were between the various factions 
in the Kuomintang and the two minor parties, the Social Democrats 
and the Youth Party, which had agreed to participate. For a number 
of reasons the results were slow in coining in, though there was little 
doubt as to the eventual outcome. In the end it was apparent that 
majority influence in the new National Assembly and the Legislative 
Yuan would lie with the CC Clique, the extreme right-wing faction 
of the Kuomintang. It w’as precisely here that the Government found 
itself confronted with an ironic situation. It was publicly committed 
to a certain proportional representation by the minor parties, but when 
the results were tabulated it was seen that practically none of the 
minor party candidates had been successful, and that they had lost to 
either the CC Clique or indeY>ondent Kuomintang candidates. The 
Government was faced \vith the difiicult and embarrassing necessity of 
persuading successful candidates to withdraw after they had won, in 
order to comply with the commitment on broadening the Government. 
This was only made possible by an ex post facto declaration that only 
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those Kuoinintang candidates would be considered successful who ha»l 
prior approval of the Party. This decision was later lo create ditliculty 
for the Generalissimo at tlie spring meeting of the National Assembly, 
which decided to rebel against his aiitliority. Even the over-all victory 
of the CC Clique wouhl later prove, in part, illusory on a national scale. 
It also bccamo apparent that the real strength of the CC Clique lay in 
its control over local administrations. 


DISTUURANCES IN SHANGHAI 

Early in February tliere was an outbreak of ilisturbances in Shang¬ 
hai, attended by some loss of life and destruction of property. The 
discontent this time did not center in any one particular group but 
appeared to be fairly general throughout the city ami lo be a genexal 
reflection of discontent witli the manner in wliieh the Government was 
prosecuting the war and handling civil administration. Neither the 
Embassy nor tlie Consulate General in Shanghai believed, however, 
that these disturbances forecast any imminent over-all breakdown of 
law and order, especially in view of the determined and imaginative 
action by the mayor. Tljcy felt, rather, that the tlisturbances were 
more the signs of things to come.** 


V. REDEFINITION OF AMERICAN POLICY 

CONSIDERATIONS UNDERLYING THE FORMULATION OF A PROGRAM 
OF AID TO CHINA 

For several months prior to October 1947, the Department of State, 
together with the National Advisory Coimcil, had been making studies 
of China’s balance-of-payments position witli u vieiv to its bearijig on 
a program of furtlier aid to Chinn. In the latter part of October the 
Department of State began the formulation of stich a program. 

In this connection several basic factors had to be taken into con¬ 
sideration : It was recognized that in the main the solution of China’s 
problems must largely be a task for the Cliinesc themselves. A United 
States program of aid to China should not be such as would place the 
United States in the position of direct responsibility for the conduct of 
the fighting in China or for tlic Chinese economy. The United Stales 
Government could not virtually take over the Chinese Government 
iind administer its economic and military uirairs. Any such under¬ 
takings would have involved the United States in a continuing com- 
nutment from which it would have been practically impossible to with- 
draw regar dless of circumstances or of Chinese Government actions. 

"See annex 160 (a) and (b). 
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Account also had to be taken of the heavy burden of foreign aid which 
the United States was assuming elsewhere and of the limitations on 
the extent to which American resources could be drawn upon for 
foreign aid under the peacetime organization of its economy. 

Secretary AMarehall reflected these considerations when, during the 
hearings on the China aid program in February 1948, he stated that 
an attempt to underwrite the Chinese economy and the Chinese Gov¬ 
ernment’s military etfort represented a burden on the United States 
economy and a military responsibility which he could not recommend 
as a course of action for this Government. Nevertheless, it was be¬ 
lieved that the United States should do what was feasible under exist- 
in<T circumstances and that the proposed program of aid for China 
would, as (he President stated to the Congress on February 18, 
1948, “assist in retarding rapid economic deterioration and thus give 
the Chinese Government a further opportunity to initiate the meas¬ 
ures necessary to tiie establishment of more stable economic condi¬ 
tions. But it is, and has been, clear that only the Cliincse Government 
itself can undertake the vital measures necessary to provide the frame¬ 
work within which efforts toward peace and true economic recovery 

may be effective.” 

The new proposal did not call for a long-term recovery program ex¬ 
tending over 5 yeai-s, as recommended by General Wedemeyer. As 
Secretary Marshall stated before the House Committee on Foreign 
Affaire on February 20, 1948, “it is verj’ necessary to have in miiid 
that a proposal at the present time cannot be predicated upon a defi¬ 
nite termination for the necessity of such assistance as in the case of 
the European Recovery Program.” It was evident that no long- 
range recovery program could be developed until the Chinese Govern¬ 
ment had demonstrated its capacity to take, with substantial United 
States assistance, initial stops toward laying the basis for further con¬ 
structive efforts. The Department of State’s program thus called for 
aid over a 15-inonth period during which the Chinese Government 
would have a further opportunity to take initial steps to this end. 

With respect to the question of military aid, ns recommended by 
General Wedemeyer, the Department of State’s proposed aid program, 
calling for 570 million dollars in economic assistance, was sufficiently 
large to free the major portion of the Chinese Government's own for¬ 
eign exchange assets for the purchase of such military supplies as it 
might wish to obtain from foreign sources. It was not considered 
desirable that the United States embark upon n military aid pro¬ 
gram calling for the use of United States military advisers in combat 
areas or upon measures of military aid which would have led to United 
States military intervention in China or to direct United States in- 



AMBASSADORSHIP OF JOHN LEIGHTON STUART 


271 


volvement in China’s civil strife. For these reasons, it was considered 
tliat the Chinese Government’s requirements for military matth iel from 
foreign sources should be met through purchases from its own 
resources, largely freed for such use through the proposed program 
of economic aid, and that the existing United States military advisory 
groups in China would enable the United States to extend advice and 
assistance within the framework of the considerations outlined 
above. 

It was against the backgi'ound of these considerations that the 
Department of State’s proposed Cliina aid bill was presented ^o the 
Congress in February 1948. The Congress passed legislation author¬ 
izing aid for China on April 2, 1948, the title of which was the China 
Aid Act of 1948. The Department's proposals for a program of aid 
to China and Congressional action on these proposals are described 
in greater detail in chapter VITI. 

SECRETARY MARSHALL’S PRESS CONFERENCE OF MARCH 10. 1918 

Meanwhile the question of American policy toward China was 
again suddenly and inadvertently raised. In an interview with 
an American correspondent early in March, the remarks made 
by the American Ambassador were misinterpreted to mean that 
he favored a coalition government. Despite his clarification on the 
following day, some confusion pei*sisted. At Secretary MarshaU’s 
regular press conference on March 10, a correspondent, i-eferring to 
Congressman Fulton’s statement before the House Foreign AlFairs 
Committee that there had never been a disavowal of American policy 
favoring a coalition government in China to inchide the Communists 
and that this apparently was still American policy, asked the Secre¬ 
tary if this were so. Secretary Marshall replied that the principals, 
Chiang Kai-shek and the head of the Communist Party, Mao Tse- 
tung, had reached a partial agreement in September 1945. Then, he 
said, in November 1945 they had reached a formal agreement for a 
meeting of the Political Consulative Conference, and on December 17 
there had been another agreement between Mao Tse-tung and Chiang 
Kai-shek, the basis of it being that it was to bring all Chinese parties 
together in a discussion to endeavor to settle the problem by political 
means. On December 15 President Truman had announced his state¬ 
ment of the policy of the United States Government. Secretary Mar¬ 
shall pointed out that the terms had been expressed in very broad 
language, that is, that the Chinese should widen the basis of their gov¬ 
ernment and give representation on a broad basis. Asked if this were 
still our po'licy. Secretary Marshall replied in the aflirmative, pointing 



272 


U. S. RELATIONS WITH CHINA 


out that it was not intended to force the Cliinese to do this on the basis 
of any issues wliicli liad previously arisen. 

For tlie background of the correspondents, Secretary Marshall 
pointed out certain essential differences between the situation in 
China and the situation in European countries. In China a single 
pai’ty, tlie Kuoinintang, and the Government had been practically 
identical for some time. Tlie problem of “coalition ’ in the European 
sense, wliere various established parties exist, did not reallj’ arise in 
(he Cliinese situation. What did arise was the question which the 
Chinose themselves had been discussing for some time of granting 
parties other than the Kuoinintang, including the Communist Party, 
some representation in at least the legislative branches of the Gov¬ 
ernment. Neither the Communist nor any other party except the 
Kuomintang liad had any representation in the legislative branch. 
The Secretary explained that, when he w,as in China, the Chinese 
Nationalist Government was following a policy of settling its disputes 
with the Communists as a political matter on the basis of negotiation 
instead of using force for their suppression. He had participated as 
a mediator in these discussions. 

Since these remarks also were misinterpreted, the Department of 
State issued the following release on March 11: 

“In view of misunderstandings that have arisen concerning the 
Secretary’s statements about China at his March 10 press confer¬ 
ence, it is pointed out that the Secretary referred to President 
Truman’s statement of December 15, 1045. That statement ex¬ 
pressed the belief of the United States ‘that peace, unity and demo¬ 
cratic reform in China will be furthered if the basis of this Govern¬ 
ment (China's) is broadened to include other political elements in 
the country’. The Secretary said that this statement still stands. 
When asked specifically w’hetlier broadening the base of the Chinese 
Government meant we favored the inclusion of the Chinese Com¬ 
munist Party, he replied that the Communists were now in open 
rebellion against the Government and that this matter (the deter¬ 
mination of whether the Communists should be included in the 
Chinese Government) was for the Chinese Government to decide, 
not for the United States Government to dictate.” 

PRESIDENT;TRUMAN’S press conference of march 11. 19-i8 

On the same day, questions were put to the President at his press 
conference concerning the inclusion of Chinese Communists in the 
Chinese Government. The President was specifically asked whether 
he still supported the statement ho had made on December 15, 1945. 
The President replied that this statement still stood. In answer to 



AMBASSADORSHIP OF JOHN LEIGHTON STUART 


273 


furl her questions, lie explained that it was not the policy of the I’nited 
States to urge the National Government of China to take Com¬ 
munists into the Government, but that the policy of the United States, 
which had further been carried out bv General Marshall on his mission 
to China, was to assist the Chiang Kai-shek Government to meet the 
situation with which it was confronted. He expressed liis hope that 
tlie Chinese liberals wouUl be taken into the Government, but stated 
that “we did not want any Communists in the Government of China 
or anywhere else if we could help it.” 

VI. CHANGES IN THE CHINESE GOVERNMENT 


ELECTION OF PKESIDENT CUIANG AND VICE TKESIDEM' LI TSENG. 
JEN 

Events were now moving toward the firet constitutional Assembly, 
which was to meet on March 29 for the election of the President ami 
the Vice President. It was anticipated that this meeting would be a 
crucial one for the Government, and the Embassy in its reports of 
March 17 and March 31 saw nothing to warrant any optimism.^" 
Practically the entire time and attention of prominent membei'S of 
the Government during these days were taken up with the struggle for 
allocation of seats in the Asscunbly and, subsequently, in the jockeying 
for position over the election for President and Vice President. The 
struggles reached such extremes that at one point certain disappointed! 
aspirants to the National Assembly staged a hunger strike at a Nan¬ 
king hotel. Actions such as this at this desperate point isi the history 
of the Government only served to increase dissatisfaction with an«l 
criticism of the Government and, in particular, the Generalissimo. In 
answer to this criticism the Generalissimo made it clear that he would 
not accept the office of President. He offered to serve his country in 
any other capacity but it was known that he was consitlering the 
presidency of the Executive Yuan and would allow the office of Presi¬ 
dent to become similar to that of the President of France. Early in 
April, he instructed the Paity to vote for Dr. Hu Shih, the distin¬ 
guished Chinese scholar and former Ambassador to the United States, 
as President, and Dr. Sun Fo, son of the founder of the Republic, as 
Vice President. The immediate reaction was an almost unanimous 
demand in the Assembly that the Generalissimo reverse his position 
and accept the office. Bowing to the popular will whicli acclaimed 
him as the only possible choice, he accepted. This resulted in a great 


**See annex 151 (a) and (b). 
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increase in his prestige, tliough not sufficient to enable him to impose 

liis will in the vice-presidential election. 

The three leading contenders for the Vice Presidency were Dr. Sun 
I'o, who was the choice of the Generalissimo; General Ch eng Chien, 
one of the oldest and highest ranking generals of the army and Gov¬ 
ernor of Hunan; and General Li Tsung-jen, a member of the Kwangsi 
Clique ami for manv years one of the most prominent members of the 
Kuoinintang. General Li had staged a highly successful campaign 
atul had succeeded in rallyij^g around himself most of the liberal and 
other elements in the Assembly strongly desirous of reform and 
changes in the Government. Resolution of this conflict required many 
days of political juggling and several ballots, but in the end General 
Li won, despite all the pressure which the Generalissimo brought to 
bear on recalcitrant members of the Asseinbly. Immediately fol¬ 
lowing this election there was widespread hope that a genuine and 
inspired reform movement would now arise to bring aboiit those 
changes wliich all agreed were necessary if the National Government 
were to avoid disaster. In time, however, it became apparent that 

nothing of the sort would happen. 

General Li liimsclf took no action, despite all rumors, and claimed 
that ho could do nothing because the Generalissimo still controlled the 
Party machine, Government finances, and the army. It was typical 
of the manner in which the Generalissimo set about disciplining the 
Party rebellion that at the Presidential inauguration the newly-elected 
Vice President was left entirely in the background, and when tiic 
Presidential party drove off after the inaugural ceremonies he was 
ignored. These developments did not augur well for the future of 
unity in prosecuting the war against the Communists, and tlio hopes 
aroused by the election of General Li on what was, in effect, a popular 
movement for change and reform, were soon shattered.” 

THE SEARCH FOR A NEW EXECUTIVE YUAN 

The struggle for power within the Kuomintang was carried over 
into the search for a new Prime Minister and Executive Yuan. The 
names most prominently mentioned for the premierehip were those of 
General Ho Ying-chin; the incumbent, General Cliang Chun; Dr. T. V. 
Soong; and the Foreign Minister, Dr. Wang Shih-cliioh. The Gen¬ 
eralissimo appears to have favored General Ho but refused to meet 
his conditions. In the end the compromise selection was Dr. Wong 
Wen-hao, an eminent geologist, chairman of the National Resources 
Commission, and a man of unquestioned personal integrity, but totally 
without political following. It was apparent Uiat the new Govern- 
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ment was composed of loyal followers of the Generalissimo and that 
he would continue to have the final word on all decisions. Public 
reaction to the new Government was generally unfavorable and the 
preliminary reports of the Government and the Legislative Yuan gave 
little hope for confidence.®* 

The Ambassador reported to the Department on June 24 as follows: 

“The crucial problem is still the personality of President Chiang. 
He is full}' cognizant of the current deterioration. He listens patiently 
to warnings as to the inevitability of disaster unless new policies are 
adopted and to suggestions regarding these. He seems sincerely de¬ 
termined to act in accordance with the theory of his new otlice and 
under constitutional procedure. But there is actually very little chaiige 
in his methods. 

“I had been hoping that with the appointment of General Ho Ying- 
ch’in as Minister of National Defense the military operations would 
be delegated to him with real authority and that General Barr could 
work closely with him.® I had urged this course upon the President 
and had received his assurance of agreement provided only he were 
kept constantly informed. I had also discussed the matter more than 
once with General Ho who heartily concurred in the advisability of 
this plan and prorni.sed that he would do his best. Yet the President 
has just issued an order that all operations are to be carried out under 
instructions from him through the Chief-of-Staff—the incompetent Ku 
Chu-t’ung! 

“General Pai Ch’ung-hsi had been relieved of his post as Minister of 
National Defense, presumably for helping in the election of Li Tsung- 
jen. He was then offered the important task of commanding the 
troops in the five provinces between the Yellow and Yangtze Rivers 
and after long hesitation accepted, only to learn that he would not bo 
allowed to organize local militia in this area—a feature which he has 
always strongl}' advocated—and that certain regions, such as that sur¬ 
rounding the "Wu Han cities, would be out of his jurisdiction. Hq 
thereupon withdrew his acceptance and left in disgust for Shanghai. 
The President showed no regret and remarked that this was of no 
importance. Ho seems suspicious that the Kwangsi Clique have 
designs against him and is thus alienating, or at least losing the effec¬ 
tive cooperation of, men who by every test have been loyal both to him 
and to the national cause. 

“These instances of recent happenings will seem grimly familiar to 
you. I have more than ever a sense of frustration in endeavoring to 

"See annex 153 (a)-(e). 

" General Barr’s mission Is discussed-below, chapter VII. 
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influence the. President’s thinking. I have an easy access to him and 
atn invited to say anytliing to him without reserve. No Chinese dares 
(o say to him what many even among his closer associates are now 
thinking and tliev are looking to me with a pathetic expectancy. And 
yet I ftad impotent to accomplish anytliing that helps to reverse the 
downward trend. 

‘‘There is a very wide-spread anti-American sentiment crystallizing 
in protests against our efforts to sti'engthen Japan. This is being re¬ 
vealed by the veliement attacks upon my message to the students.*‘’ 
It is rather jmzzling to account for this phenomenon. To explain it 
as duo entirely to Communist or Soviet instigation is an oversimpli¬ 
fication. This has of course helped to create it by skillful propaganda 
and to organize it by agents planted both among faculties and students. 
But there must be a receptive mood to have lyoduced so general a 
response and among so many who are normally pro-American. This 
is perhaps caused in large part by a fear of Japan which began in the 
closing years of the Inst century and has become instinctive as well as 
deeper than we can readily imagine. It is aggravated by distorted 
reports of our activities in Japan, including those from Chinese offi¬ 
cial sources, by misconceptions and false inferences, by the publication 
of the Draper [report on the industrial potential and reconstruction of 
Japan! and similar reports, by the cynical assumption that we would 
not licsitate to sacrifice China in preparing for our private war with 
Russia, and of cotirse by deliberate, unremitting and malicious inopa- 
gandn. Another very real factor is the all but universal dissatisfac¬ 
tion with the present Government and the irrational but easily under¬ 
standable association of America with its existence or its failings. The 
students, more highly sensitized than other elements of the population, 
are utterly dispirited and with no proper outlet for their patriotic 
urgings. An agitation against America for restoring their old enemy 
to a position of becoming again a potential menace has a curious appeal 
under these depressing circumstances. Apart entirely from these 
'forebodings and their utilization by Communist and other anti-Gov- 
ernment factions ai-c the selfish and shortsighted commercial or indus¬ 
trial groups which seek to avoid Japanese competition. Tlie extremely 
I>rofitable and perhaps none too efficient Shanghai textile industry, for 
instance, wishes to maintain for itself the Chinese and Southeastern 
Asia markets. Thus strangely enough the extreme left and crassly 
capitalistic interests unite in disapproving our intentions in Japan. 
Wo cannot bo too careful in carrying out those intentions to give no 
slightest cause for reasonable misapprehension.” 


*• See below, p. 277. 
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STUDENT RIOTS 

The students, to whose attitude Ambassador Stuart rcfoi red, made 
known their discontent in a scries of riots and demonstrations wliicli 
extended througliout tlie lengtli and breadth of the country and even 
into Manchuria, wherever student groups were found. As usual, the 
disturbances begaii in ilay as examination time ap[»roa(heiL and 
there were many who again thought that tljey would die down when 
the examination period had passed. But this time there was more 
substance to tlie agitation, and it continued with greater or lesser 
intensity deep into the summer. Tlie students had learned the lesson 
of previous years of Government repression of their activities and 
this time, instead of attacking the Government to reveal their dissatis¬ 
faction with their situation, they chose to attack the Government 
indirectly by protesting American policy in Japan. In this campaign 
they were abetted by other groups who honestly or for ulterior reasons 
disapproved of that policy. By early June the anti-American dem¬ 
onstrations had become so violent and irrational that Dr. Stuart felt 
compelled to appeal to his long relationship with Chinese academic 
groups. He therefore on his own initiulive issued a statement,*' which 
had a sobering elFect on many of those to whom it was atldressed, but 
the agitatoi*s who had seized control of the movement for other pur¬ 
poses managed to keep the disturbances going for many weeks. ^Vith 
the passage of weeks, interest shifted to other and more pressing sub¬ 
jects. On August 17 the Executive Yuan issued an order forbidding 
disturbances which were calculated to give aid and comfort to the 
enemy,*'* and the movement quickly collapsed. 

During July the Embassy and the Consulates, in n series of reports 
to the Department, had outlined in some detail the situation and their 
concern with it.*^ On July 30 the Ambassador summarized his views 
as follows; 

“We can be quite certain that no amount of military advice or ma¬ 
terial from us will bring unity and peace to China unless indeed there 
are reforms sufficiently drastic to w’in back popular confidence and 
esteem. That these could even be attempted by those now in power or 
that the improvements could be rapid and radical enough to reverse 
the prevailing attitude is scarcely to be hoped for. But without this 
assurance the intention to give increased military aid ought to be 
carefully considered in all its implications. Even under the most 
hopeful conditions such aid would probably require some two yeai's 

*‘ See annex 154. 

*’• See annex 155. 

**866 annex 150 (a)-(<l). 
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or more from next January to accomplish its objective in view of the 
basic necessity of training new divisions and of recovering lost 
territory and morale.” 

ECONOMIC KEI'OIIM DECREES OF AUGUST 19, 1918 

In a desperate move to stem the tide of economic deterioration, the 
Government on August 19 promulgated a series of drastic reform 
measures, which are treated in greater detail elsewhere in tliis paper.*^ 
Tlieso measures produced a temporary boost in morale in many paits 
of the country and public opinion in China initially felt that if they 
were forcefully implemented there was a chance of salvaging the 
situation. The test case was Shanghai, where the Generalissimo ap¬ 
pointed his son, General Chiang Ching-kuo, as economic czar. At the 
outset young Chiang gave every indication that he would carry out 
his ordei-s ruthlessly and he announced that special privilege would 
i-ecoive no consideration. Before many weeks had elapsed, however, 
it became apparent that he was attacking vested interests stronger 
than himself. The basic fallacy of the August decrees was that they 
failed to provide the necessary and sufficient measures for a genuine 
currency reform or to take account of the conditions which had created 
the crisis. Instead, they attempted to freeze the situation by the impo¬ 
sition of police measures which paralyzed the economic life 
of Shanghai and other urban centers and in the end further woi-sened 
the situation of small and medium businessmen without appreciably 
allecting the major operators."* Kepression could hold the line for a 
few weeks, but as trade came to a standstill, as the note circulation 
increased and ns the refusal of producers to send stocks of foodstuffs 
into Shanghai created an emergency food shortage, the artificial con¬ 
trols gave way to pent-up economic pressures and the tempo of 
economic deterioration reached an unprecedented rate. The military 
disasters which were about to strike served to accentuate the deteriora¬ 
tion. On November 1 Chiang Ching-kuo resigned." 

It was symptomatic of the situation that on November 4 the official 
Kuomintang organ, the Chung Tang Jih Pao^ should publish an 
editorial highly critical of the Government suggesting that it might 
well learn something from the Chinese Communists." 

As the situation became worse for the National Government, the 
Communists in their turn not only reflected growing confidence but 
also a heightened stridency in their attacks on the United States. Fol- 

*• See p. 800. 

See annex 157 {n)-(c). 

•* For Ills statement ot the time of his resignation, sec annex 158. 

*• See annex 150. 
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lowing a period of seeming conciliation, they returned to their former 
line that the United States was the great enemy. In so doing their 

statements came more and more to resemble the Kremlin nroi>a«mnda 
line« “ 


VII. ALTERNATIVES OF AMERICAN POLICY 

SECRETARY MARSHALL’S POLICY DIRECTIVES OF AUGUST !'> AND 
13, 1948 

During these depressing and disastrous months the Government in¬ 
creased its elForts to secure additional American aid, not only through 
direct approach but also through publicity. Both the Embassy and 
tlie Department of State felt an increasing need to review American 
policy and to determine what, if any, changes should be made. 

On August 10 the Embassy, after reviewing the military, eco¬ 
nomic, and psychological factoi-s of the situation, recoininend'ed (1) 
that “American etforts be designed to prevent the formation of a coali¬ 
tion government” including Communists in the liglit of the history of 
such coalitions in other areas of the world and that continued or 
increased support of the National Government was the best means to 
this end, although it was possibly already too late; (2) that, if the 
inarch of events resulted in some kind of an accommodation with the 
Chinese Communists, American “influence should be used to arrange 
a cessation of hostilities on a basis of a very loose federation wiUi 
territorial division which would leave as large an area of China as 
po^ible with a government or governments free of Communist par- 
Dcipation”; and (3) that, in the event of a return to regionalism in 
China, American economic aid be given to strengthen regional gov¬ 
ernments so as to “permit basic anticommunist Chinese characteristics 
^ reassert themselves and correspondingly w’eaken sympathy for the 
Communists.”” j 

The Secretary of State on August 12, 1948, outlined the following 
points for the Embassy’s general guidance: 

“1. The United States Government must not directly or indirectly 
give any implication of support, encouragement or acceptability of 
coalition government in China with Communist participation. 

“2. The United States Government has no intention of a<Tain offor- 
ing Its good ofSces as mediator in China. 

statement in this vein by Mao Tse-tung, see 

^ For foil text of the Embassy's report, see onnex 161, 

844688—10-21 
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“Overt United States opposition to Cldncse Government compro¬ 
mise Nvidi the Chinese Communists (or even secretly expressed 
opposition, which would likely become known) would at tins junc¬ 
ture provide ammunition in China for propaganda alleging that 
the United States was encouraging and prolonging the civil war. It 
couhl also mislead the Chinese Government to expect unlimited aid 
whicli could not eventuate under the existing world situation and in 
anv circumstaiice.s would require congressional action. Any informal 
expression of United States Government attitude toward tlie.«e ques¬ 
tions should, at this stage of developments in China, be conlmcd to 
tlie two points outlined above. You should, of course, overhxik no 
suitable opportunity to emphasize the pattern of engulfment which 
has resulted from coalition governments in eastern Europe.’ 

On August Secretary Marshall observed: 

“While the Uepartmeiit will keep actively in mind the questions 
raised, it is not likely that the situation will make it possible for us 
at this juncture to formulate any rigid plans for our future policy in 
Cliinn. Developments in Cliina are obviously entering into a period 
of extreme Ilux and confusion in which it will be impossible with 
surety to perceive clearly far in advance the pattern of things to come 
and in which this Government plainly must preserve a maximum 

freedom of action.” 


POLICY REVIEW OF OCTOBER 1948 

Toward the end of October the Embassy again pointed out the con¬ 
tinuing deterioration and inquired whether there had been any changes 
in Washington. To this the Secretary replied: 

“There is general agreement with your assumption that the United 
States purposes in the Far East would as in the past behest served by 
the existence of political stability in China under a friendly Govern¬ 
ment, and American policy and its implementation have been con¬ 
sistently directed toward that goal. However, underlying our recent 
relations with China have been the fundamental considerations that 
the United States must not become directly involved in the Chinese 
civil war and that the United States must not assume responsibility 
for underwriting the Chinese Government militarily and economi¬ 
cally. Direct armed intervention in the internal affaii*s of China ruiis 
counter to traditional American policy toward China and would be 
contrary to the clearly expressed intent of Congress, which indicated 
that American aid to China under the $125,000,000 grants did not in- 


See cliapler VIII. 
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Tolve the use of United States combat troops nor United States per¬ 
sonnel in command of Chinese troops. Public statements in Con<iiess 
by leaders of the Senate Foreign Relations Committee, which initiated 
Section 404 (b) of the China Aid Act, indicated that aid to Cliina 
under the $125,000,000 grants must be completely clear of the impli¬ 
cation of the United States underwriting the military campaign of 
the Chinese Government, since any such implication would be impos¬ 
sible over so vast an area. 

“Our China Aid Program was designed to give the Chinese Gov¬ 
ernment a breathing spell to initiate those vital steps necessary to pro¬ 
vide the framework witliin which the base for economic I'ccovery might 
be laid and essential for its survival. It was clear that in the main 
solution of Cliina's problems was largely one for tlie Cliinese them¬ 
selves and the aid was intended to give the Cliinese Government 
further opportunity to take measures of self-help. 

“The general basic considerations governing our approach to the 
China problem were set forth in my statement before the Senate For¬ 
eign Relations and House Foreign Affairs Committees executive ses¬ 
sions, a copy of which was forwarded to you. Tlie United States 
Government must be exceedingly careful that it does not become com¬ 
mitted to a policy involving the absorption of its resources to an un¬ 
predictable extent as would be the case.if the obligations are assumed 
of a direct responsibility for the conduct of the civil war in China or 
for the Chinese economy, or both. To achieve the objective of reducing 
the Chinese Communists to a completely negligible factor in China 
in the immediate future, it would bo necessary for the United States 
virtually to take over the Chinese Government and administer its 
economic, military and governmental affairs. Strong Chinese sensi¬ 
bilities regarding infringement of Chinas sovereignty, the intense 
feeling of nationalism among all Chinese, and the unavailability of 
qualified American personnel in large numbers required argue strongly 
against attempting such a solution. It would be impossible to esti¬ 
mate the final cost of a course of action of this magnitude. It certainly 
would be a continuing operation for a long time to come. It avouUI 
involve the United States Government in a continuing commitment 
from which it would practically be impossible to withdraw, and it 
would very probably involve grave consequences to this nation by 
making of China an arena of international conflict. Present develop¬ 
ments make it unlikely that any amount of United States military or 
economic aid could make the present Chinese (Jovernment capable of 
reestablishing and then maintaining its control throughout all China. 
There is little evidence that the fundamental weaknesses of the Chinese 
Government can be basically corrected by foreign aid. These con- 
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sidorations were set forth in my statement in February and they are 
certainly no less true under present circumstances. 

“Despite American aid since V-J Day, including the China Aid 
Program, deterioration has continued to a point, as you say in your 
report of October 22, wheie the present regime has lost the confidence 
of the people, reflected in the refusal of soldiers to fight and the re¬ 
fusal of the people to cooperate in economic reforms. This descrip¬ 
tion is generally consistent with that given in previous Embassy re¬ 
ports and Shanghai’s report of October 21, which quotes [a high Gov¬ 
ernment ofiicial], a strong supporter of the Generalissimo, as saying 
that 99 percent of the people are against the Government, and Taipei s 
report of October 22 which quotes [a high ofiicial] as saying that 
unless the Government gets out of office soon the people themselves 

are about ready to throw them out. 

“In your report of May 26 you state that the present Government 

lacks the capability to halt the spread of Communism and will con- 
tinue to lack the capability unless, as seems unlikely, it can find the 
inspired leadei-ship needed to rally people and restore to the Na¬ 
tional armies the will to fight. You also say that the Generalissimo 
cannot be expected to provide that leadership as he seems incapable of 
change and gives every evidence of intention to persist in personal 
rule which has resulted in the present sad state of affairs. 

“Furthermore, in your report of June 14 you described the General¬ 
issimo’s assurance of agreement with your recommendation regarding 
the conduct of military operations by General Ho Ying-chin with 
General Barr’s close collaboration and his subsequent instructions to 
the contrary that all operations were to be carried out under the Gen¬ 
eralissimo’s instructions tlirough his ‘incompetent’ Chief of Staff. 

“Your report of June 22 states that it would appear that the Gen¬ 
eralissimo's predisposition to appoint his old and personally trusted 
comrades, regardless of their proven corruption or lack of ability, to 
posts of responsibility still outweighs his desire for good government. 

“Your report of August 10 states there is no longer faith that the 
present Government can bring a return to an even bearable standard 
of living without some radical reorganization; that without the Gen¬ 
eralissimo disintegration seems inevitable, yet long experience with 
him suggests that he is no longer capable of changing and reformii^ 
or discarding inefficient associates in favor of competent ones; that 
one would expect the Government to clutch nt any means of improving 
the situation but it ignores competent military advice and fails to take 
advantage of military opportunities offered, due in a large part to the 
fact that the Government and the military leadership continue to de¬ 
teriorate as the Generalissimo selects men on the basis of personal re- 
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liability rather than military competence; and that there is awareness 
of the desperate military situation yet no evidence of the will or cap¬ 
ability to cope with it. 

“In your report of August 20 you state that General Barr's advice 
to the Generalissimo on specific problems arising from the conduct of 
current military operations has in general been ignoi-ed and that the 
grave difficulties encountered by General Barr in the accomplishment 
of his mission originate entirely in the failure of the Chinese high 
command to perform its functions. 

“In your report of August 10 you state we must recognize tliat the 
present Government or any anti-Communist Chinese combination can 
scarcely be expected to completely eliminate the Communist menace 
by military or any other means. 

“Your report of October 1C states that there are not many Chinese 
who continue with conviction to support the Generalissimo except his 
immediate followers and certain ranking military officei-s, and that 
the Government, but especially the Generalissimo, is more unpopular 
than ever and is increasingly denounced. You also say that it is dif¬ 
ficult to see at this late date how any efforts on our part, short of anned 
intervention on a very large scale, can avert further military disaster, 
with the likelihood that coalition in some form will result. 

“In your report of October 22 you say ‘our military advisers’ feel 
that the Nationalist military establishment has very likely already 
suffered too great losses in manpower, materiel and morale to make 
any sucli effort successful, that there is just no will to fight left in 
the Nationalist forces and that you can find no effective way to change 
the situation. You further state that a moral i-esurgence of Chinese 
will to resist Communist aggression is required and that the requisite 
leadership just is not available. 

“The foregoing picture of the China situation and its possible de¬ 
velopments is generally borne out by some fifteen other Embassy 
reports between May and October. This appraisal is also borne out 
by other information reaching the Department, such as Tientsin’s 
report of October 14. 

“Recent Nationalist military reverses support the foregoing pic¬ 
ture. Tsingtao’s report of October 1 states that the majority of Gov¬ 
ernment troops at Tsinan did not w ant to fight, while those that did 
fight found their position made impossible by the disaffected, and that 
the Government forces at Tsinan had ample ammunition and food, 
and assurance of further supplies in the event of a protracted siege. 
Mukden’s report of October 19 gives a similar picture of the fall of 
Chinchow, stating that the early collapse of Chinchow’s defenses was 
caused by tlie defection of tw'o divisions of the Government’s 93rd 
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Vi niv The fall of Chan"cluin was similarly aided by the defection 
of Government units. In each case the fall of the cities was reportedly 
accompanied by the loss of considerable quantities of military mateiiel 
throuLdi the defection and surrender of sizable numbei-s of Govern¬ 
“Possibly pressin*; the Generalissimo for removal of incompetents 
does not appear promising in the light of his recent appointment, as 
von reported on October 19, of General Tu Li-ming to command in 
the Northeast in the face of repeated American advice against placing 
him in a responsible command. The reference to increased Jusmao 
f.Ioint United States Military Advisory Group in China] personnel, 
functions and authority after prior agreement by the Generalissimo 
on the acceptance and implementation of .Iusmag advice as the price 
of stepped-up aid Hies in the face of all previous experience of 
American advisei-s in China. You will recall the decisions regard¬ 
in'’ United States military advisei'S reached in my meeting with Sec- 
rerary lioyall, Undereccretary Draper. General Bradley. General 
Wedemeyer and others on June 11, when it was agreed that United 
States military advisers should not be placed with Chinese units in 


operational areas. 

“With reference to shipments of arms and ammunition as quickly as 
possible, the United States National Military Establishment is making 
every effort to speed delivery of military materiel being purchased 
from the $12:1.000,000 grants. The Department of the Army states 
informally that tlie loading of nearly all the ammunition covered by 
the Chinese request for 37.8 million dollai-s of ai-ms and ammunition 
is e.xpected to bo completed on the West Coast about mid-November 
and the shipment should reach China by early December. Every 
elToi t is being made to expedite tlie shipment of other materiel under 
lliis program. Tlie National Military Establishment is also endeavor¬ 
ing to arrange shipment of all arms and ammunition which Scap can 
advance and delivery of this materiel is expected to be made during 
November. Authorization for the disbui-sement of the $103,000,000 
requested by the Chinese Government from the $12r),000,000 grants 
has been transmitted by the Department to the Treasury Department 
and the latter has paid to the Chinese Government, or to the United 
States Departments of the Army, Navy and Air Foi-ce, as directed by 
the Chine.se, $97,000,000 of this total, the balance of $6,000,000 to be 
paid October 25. You will realize no means exist to extend military 
aid to China other than United States assistance to the Chinese Gov¬ 


ernment under the $125,000,000 grants. 

“In summary, adoption of a course of increased aid would violate 
all basic considerations underlying American policy toward China, 
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would involve the United States directly in Chinn's civil war. would 
commit this Government to underwriting the Chinese Governnient 
militaril}' and economically at a cost which it would be impossible 
to estimate at a time when the United States has heavy commitments 
Ihroiighout the world in connection with foreign aid programs and 
would not, in the light of appraisals of the situation submitted by the 
Embassy and consular offices in China over a period of several monllis, 
achieve its avowed objectives.” 

In another inquii-y on October 23, the Ambassador suggested a num¬ 
ber of possible alternatives and requested instructions: 

“(A) Will we continue to recognize and support the Nationalist 
Government should they be forced to move elsewhere in China because 
of continuing military’ reverses? 

“(B) Would we advise the retirement of the Generalissimo in favor 
of Li Tsung-jen or some other national political leader with better 
prospects of forming a republican non-Coinmunist government and 
of more effectively prosecuting the war against the Communist rebels? 

“(C) Would we approve the retirement of the Generalissimo in 
favor of some Chinese leader who could bring an end to the civil war 
on the best possible terms for the Nationalist forces and the non-Com- 
nnmist political parties? 

“(D) In the latter course would we recognize and support a coali¬ 
tion government resulting from termination of hostilities and in¬ 
volving cooperation with the Communists for a united China ? or, 

“(E) Would we give de facto recognition to such governments, the 
while withholding any Eca or other support? 

“I appreciate the difficulties wdiich these seemingly hypothetical 
questions pose for you and your advisers. How’ever in the acute crisis 
which I foresee for the Generalissimo and his government I feel that 
I must have the benefit of your most recent thinking on the above 
specific points or in more general terms if you prefer in order ade¬ 
quately to represent the views of the United States in this critical 
phase of our relations with China.” 

To this, the Secretary replied as follows: 

“With respect to the hypothetical qiiestions raised by you on October 
23, the United States Government cannot place itself in a position 
of advising the retirement of the Generalissimo or the appointment 
of any other Chinese as head of the Chinese Govenimenl. To offer 
such advice is to accept responsibility for developments arising from 
the acceptance thereof and inferentially to commit the United^Stutes 
Government to support the succeeding regime regardless of United 
States interests. Tlie difficulty of our position in the event the Gen- 
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eralissiino and his Government raise such questions is appreciated but 
it is not in tlie national interest to vouchsafe cut and dried answers 
to these oversimplified questions. . . . What can be said in answer 

to your questions is that the United States Government will cer¬ 
tainly continue to support the National Government as long as it 
remains an important factor on the Chinese scene. Wliat course 
we would adopt should it move from Nanking, collapse, disappear or 
merge in a coalition with the Communists would have to be decided 
at the time in the light of United States interests and the then existing 

situation. 

“As stated in my instruction of August 13, it is not likely that the 
situation will make it possible for us at this juncture to formulate 
any rigid plans for our future policy in China. Developments in 
China are obviously entering into a period of extreme flux and con¬ 
fusion in which it will he impossible with surety to perceive clearly 
far in advance the pattern of things to come and in which this Gov¬ 
ernment plainly must preserve maximum freedom of action.” 

In the development of his thinking on the problem facing the 
United States, the Ambassador on October 28 observed to the Depart¬ 
ment that: 

“llHiat we really object to in Communism is not its admittedly so¬ 
cialized reforms but its intolerance, its insidious reliance on fifth 
column and similar secretive methods, its ruthless suppression of all 
thought or action that does not conform, its denial of individual 
human rights, its unscrupulous reliance on lying propaganda and any 
other immoral moans to attain its ends, its fanatical dogmatism in¬ 
cluding its belief in the necessity for violent revolution. All these 
evils plus the fact that policy is directed from Moscow, apply to 
Chinese Communism ns truly as elsewhere. Our problem is how to 
retard or expose or neutralize their influence in Cliina. 

“Evil in Communism is moral or political rather than military. 
Predominance of the latter aspect in Chinn is largely a historical 
accident. Even if we had been able to assist the Chiang Government 
by military means to clear an area of militant communism—which 
is all we could have hoped to do at best—we would still have been 
obliged to assist in educational and other processes by which the non- 
Communist section would be able to demonstrate superiority of genu¬ 
ine democracy. Otherwise, military gains would have proved self- 
defeating.” 

CHINESE REQUESTS FOR FURTHER MILITARY ASSISTANCE 

During November, at the Paris session of the General Assembly of 
the United Nations, Dr. T. F. Tsiang, then head of the Chinese Dele- 
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gation, approached Secretary of State Marshall on behalf of the 
Chinese Foreign Minister to inquire regarding tlie possibility of the 
appointment of American Army oflicers to actual command of Chinese 
Army units under the guise of advisers and the appointment of an 
officer of high rank to head a special mission. In the reply given to 
this request attention was called to the inherent difficulties involved 
in an attempt on the part of a newly appointed foreign othcial to 
advise the Chinese Government regarding its courses of action even 
if such an official were completely conversant with all the numerous 
difficulties of the situation and the even greater difficulties for a for¬ 
eign official not familiar with China. Dr. Tsiung also inquired as to 
the possibility of expediting the deliveries of military materiel, and 
was assured that all possible was being and would be done. In reply 
to his inquiry regarding the desirability of an appeal to the United 
Nations, he was informed that this was a matter for decision by the 
Chinese themselves.** 

The Generalissimo then addressed a letter to President Truman,*® 
in which he asked for increased aid on the grounds that China was in 
danger of being lost to the cause of democracy. He said that the most 
fundamental factor in the general deterioration of the military situa¬ 
tion was the nonobservance by the Soviet Union of the Sino-Soviet 
Treaty of Friendship and Alliance, which, “as Your Excellency will 
doubtless recall, the Chinese Government signed as a result of well- 
intentioned advice from the United States.” He also asked for a high- 
ranking military officer as adviser, and a 6rm statement of American 
policy in support of the cause for which his Government was fighting. 

The reply of the President was delivered on November 13.‘® It 
stated that all possible was being done to e.xpedite the shipment of 
supplies and repeated what Secretary Marshall had told Dr. Tsiang 
regarding an adviser. The President called attention, however, to 
the fact that Major General Barr, Director of the Joint United States 
Military Advisory Group in China, was conversant with the current 
situation and that his advice had always been available to the General¬ 
issimo. The President adverted to his statement of March 11, 1948, 
which, he said, made the position of the United States abundantly 
clear. He concluded that it was with the hope of supporting the cause 
of peace and democracy throughout the world that the United States 
had extended assistance to the Chinese Government and that the 
United States Government would continue to exert every effort to 
expedite the implementation of the program of aid for China. 

“ See annex 162 (a) and (b). 

** See annex 163. 

“See annex 164. 
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The estimate of the military situation furnished the Department by 
the Embassy at Nanking on November f> made it impossible to expect 
that the appointment of a liigh-ranking bJnited States military' oflieer 
could cause any change in the situation : 

“We gathered together senior military personnel JosaiAo and Serv¬ 
ice Attaches, who, after discussing military situation, were unanimous 
that short of actual employment of United States troops no amount 
of military assistance could save the present situation in view of its 
advanced stage of deterioration. Agreeing that employment of 
United States troops was impossible, it was the conclusion of the group 
that there was no military step China or the United States could take 
in suflicient time to retrieve the military situation.” 

From then until the end of the year high oflicials of the Chinese 
Government approached the Ambassador in varying degrees of pessi¬ 
mism, asking his advice and assistance. To all such approaches he 
expressed assurances of continuing American sympathy but made it 
clear that the American Government could not assume responsibility 
for decisions which properly lay with the Chinese Government.®* 

It was against this background that a new cabinet was formed in 
December 1948 with Dr. Sun Fo us the new President of the Executive 
Yuan or Prime Minister.®* 

VIII. CHINESE^DEVELOPMENTS IN^1949 

PRESIDENT CIIIANG’S NEW YEAR’S MESSAGE 

At the beginning of the year there were rumors that the General¬ 
issimo would withdraw from the presidency and turn over control 
to the Vico President, General Li Tsung-jen. Rumoi-s of his with¬ 
drawal were strengthened by his Now Year's message to the nation" 
in which he indicated that the National Government would be willing 
to enter into peace negotiations with the Chinese Communists and that, 
if peace could be secured, ho would not bo concerned about his own 
j)osilion. 

The Ambassador on January 3 commented as follows on this NeW 
Year’s message: 

“My fii*st reaction was favorable. It was dignified and conciliatory. 
There was less abuse of the Communists than usual. In assuming 

*‘See noncxes 10.^> (a)-(h). 

” See annex 100 for n series of chronicle roun<I-«p reports written by the Em¬ 
bassy In Nanking during 1048. These informal reports give n summary account 
of the over-all sltuntioa during the year. 

*■ See annex 107. 
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blame for the national distress the Generalissimo was in the best tradi¬ 
tion and in indicating his readiness either to continue or retire ho was 
in accord with new democratic concepts. 

“But on further thought the fatal flaws reveal themselves. It was 
too much a literary composition in the grand manner. It has the 
gracious tone of a powerful ruler dealing with troublesome rebels. In 
this it ignored unpleasant realities: the virtual collapse of military 
capacity, the failure of the latest monetary measures, the almost uni¬ 
versal desire for peace and the impossibility of it as long as he stays 
in olBce. 

“The other flaw was more serious. In a sense he has made conces¬ 
sions but in doing so has not gone far enough. His stubborn pride, 
his anger over the Communist war criminal list which he heads, the 
influence of . . . irreconcilables led him to retract his forthright 

decision made earlier in the week to resign and leave the Vice Presi¬ 
dent free to adopt any policy that might seem to him to be for na¬ 
tional welfare. Yet the pressure was too strong and his original 
intention too definite for him to avoid-any reference to his own will¬ 
ingness to retire. This will destroy what ever is left of will to fight 
among his troops. There was at once division of opinion among mili¬ 
tary officers. The position taken seems to Ixj the result of compromise 
aniong the various groups in the Kuomintang. Each of the Gener¬ 
alissimo’s five conditions may be taken to represent emphasis of one 
of these factions. In attempting to reconcile them all he may further 
intensify internal disagreements. Communist reaction can be easily 
surmised. Their attitude will doubtless be uncompromising. Flushed 
with success and with victory in sight they want to complete the task 
of eradicating once and for all the evil influence of the Kuomintang, 
preci.sely as Chen Li-fu and his supporters have consistently argued 
regarding the Communists. Whether by this the Communists mean 
only the present leaderslup and structural organization of the Kuo¬ 
mintang can only be learned from their future behavior. But it will 
seem that the Kuomintang at any rate must succumb to the dynamic 
purpose of the Communists and because of its ow’n shortcomings. 
Once the Communists have eliminated this source of opposition they 
might propose some inclusive form of coalition and attempt a politi¬ 
cal settlement with political resistance groups in the outlying 
provinces. 

“In any event a movement was started on New Year’s day which 
would seem to be the beginning of the end of military conflict on a 
national scale,” 
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PRIME MINISTER SUN FO*S NEW YEAR'S MESSAGE 

On New Year’s Day also Dr. Sun Fo, the Prime Minister broad- 
cast a message to tlie Chinese people repeating the Generalissimo s 
statement regarding the desire of the Chinese Government for peace. 
Of some interest was his reference to the period of peace negotiations 

in 1946: 

“You will recall that, shortly after V-J Day, a political consultative 
conference was called, which was attended by representatives of all 
political parties and leading independents. The Government decided 
to call this conference because it was generally realized that tji© coun¬ 
try aiul the people needed recuperation and peace so that rehamlita- 
tion work could be started. After three weeks of concerted efforts, 
and tlianks to the good oflices of General George Marshall as Pr^i- 
dont Truman’s Special Envoy to China, a program for the settle¬ 
ment of all disputes was worked out. 

“Had these measures been carried out at that time, all of us would 
have seen more prosperity and happiness in our midst. Unfortu¬ 
nately, all the parties concerned could not completely abandon their 
own selfish ends, and the people in general did not exert sufficient 
influence in promoting this peace movement. 

CHINESE REQUEST FOR FOREIGN MEDIATION 

On January 8, 1949, the Chinese Foreign Minister requested the 
American, British, French and Soviet Governments to act ^ inter¬ 
mediaries in the initiation of negotiations with the Chinese Commu¬ 
nist Party with a view to obtaining a restoration of peace.** 

On January 12 the United States replied to the Chinese request 
in the following aide-memoire: 

“The United States Government has received and has given careful 
consideration to the aide-memoire delivered by the Chinese Minister 
for Foreign Affairs to the United States Ambassador at Nanking on 

January 8,1949. , ^ 

“It is noted in the aide-memoire that the Chinese Government is 

most anxious that the internal situation in China should not in any 

way become an impediment to the progress of world peace. It is also 

noted that the Chinese Government took steps immediately following 

the Japanese surrender to initiate and carry on peace negotiations with 

the Chinese Communist Party. , ^ * u 

“It will be recalled that these negotiations in September and October 
1945 resulted in agreement for the convening of a Political Consulta¬ 
tive Conference, to be composed of representatives of all political 


For text of aide-memoire of Jan. 8, 1949, see annex 108. 
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parties as well as non-party Chinese leaders, for the purpose of form¬ 
ing a constitutional government in which all Chinese parties and 
groups would be represented. It will also be recalled tliat subsequent 
to these negotiations clashes between the armed forces of the Chinese 
Government and of the Chinese Communist Party became increasingly 
widespread. It was at tliis juncture in December 1045 that the United 
States Government, motivated by the same anxiety as that expressed 
in the Chinese Government’s aide-memoire under acknowledgment 
w'ith respect to the danger to world j)eace from the internal situation 
in China and desirous of doing everything within its power to assist in 
bringing peace to China, offered its good offices in the hope that a peace¬ 
ful settlement of their differences could be achieved by the Chinese 
themselves along the lines of the agreement reached in September and 
October. In furtherance of that Chinese agreement and with the con¬ 
sent of the Chinese Government and the Chinese Communist Party, 
General Marshall shortly after his arrival in China on December 21, 
exerted his good offices in assisting the Chinese Government and the 
Chinese Communist Party to reach an agreement for a cessation of 
hostilities with the hope that discussions by the Chinese of their differ¬ 
ences could be conducted in an atmosphere of peace. 

‘ Following the convening of the Political Consultative Conference 
and its approval of resolutions providing for tlie settlement of political 
differences and the establishment of a constitutional government to 
include all parties and groups in China, General Marshall again ex¬ 
erted his good offices in connection w’ith the agreement reached for 
the reorganization of all Chinese armed forces and tlieir amalgama¬ 
tion into a national army responsible to a civilian govci-nment. 

‘The negotiations between the Chinese Government and the Chinese 
Communist Party subsequently broke down and the various agree¬ 
ments were not implemented. The United States Government, there¬ 
fore, after having made every effort to assist the Chinese in bringing 
peace to China through implementation of the fundamental political 
agreements arising out of the Chinese Government’s negotiations with 
the Chinese Communist Party immediately after the Japanese sur- 
lender, considered that it had no alternative to withdraw’al from its 
position as an intermediaiy. 

“In the light of the foregoing, it is not believed that any useful 
purpose would be served by the United States Government’s attempt¬ 
ing, in accordance with the Chinese Government’s suggestion, to act 
os an intermediary in the present situation,” 

The Ambassador was instructed that if he were asked any questions 
ho should limit his reply to the confines set by the President’s message 
to Congress of February 18, 1948, and the statement by the Secretary 
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of State to the House Foreign Affaii-s Committee on February 20 
He was also to assure the Foreign Minister of the sympathetic interest 
and genuine friendship of the American people for the people of 
China. On the same dnv, the Chinese Ambassador in Washington 
called on the Acting Secretaiy of State to asceitain if, m the event 
the Chinese request were refused, the United States would consider 
issuing a statement indicating that the Chinese Government sincere y 
desired a peaceful settlement. He was informed that such action 
would bo inappropriate. Franco. Great Ilritain and the Soviet Union 
also refused the Chine.sc rociuest for mediation. 


TH1-: HKTIKKMKNT OF THE GENEKAUSSIMO 

By the end of 1948 the Chinese Communist forces were in strenj^h 
in the Pengpu area north of Nanking and the best of the Nationalist 
forces had been withdrawn through Nanking south of the Yangtze 
River. The grave military position of the National Government was 
reflected in the estimate submitted in December by General Barr, 
Director of the .Iusmao in China, that only a policy of unlimited 
United States aid, including the immediate employment of tlie United 
Slates armed forces, which he said ho did not recommend, would 
enable the National Government to maintain a foothold in South 
China u<;ninst a determined Chinese Communist advance. By the 
latter part of January the Chinese Communist forces had moved to 
the north bank of the Yangtze in the Nnnking-Shanghai area and 
wore in ])osition to attempt a crossing of the river. 

On Jaminry 21 tlie Generalissimo issued a statement announcing 
his decision to retire and left Nanking for Fenghun, his birthplace. 

He declared: 

“^Vith the hope that the hostilities may bo brought to an end and 
the people’s sufferings relieved, I have decided to retire. As from 
January 21st, Vice-President Li Tsung-jen will exercise the duties 
and powers of the President in accordance with Article 49 of the con¬ 
stitution which provides that ‘in the event the President is for any 
reason unable to perform his functions, his duties and powers shall 
bo exercised by the Vice President.’ ” 

The Generalissimo’s action was, in effect, recognition of the over¬ 
whelming desire of the Chinese people for peace. As he stated: 
“Since I issued my New Year message urging tlie restoration of peace, 
the entire nation with one accord has echoed its unreserved support,” 
On January 24, 1949, the Chinese Ambassador at Washington ofli- 
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cially notified the Department of State of the Generalissimo’s decision 
and of the assumption of office by Vice President Li Tsung-jen. 

THE I'OSITIOiV AND POLICIES OF ACTING PRESIDENT LI 

On January 23 a representative of the Acting President called on 
Ambassador Stuart to request a public statement of sui)port from the 
United States. This representative said that General Li had been in 
touch with the Soviet Embassy and had worked out a tentative three- 
point draft agreement between China and the Soviet Union whidi the 
Soviet Ambassador liad taken with him to iloscow a few days earlier. 
Ihe tliree points were: (1) strict Chinese neutrality in anv future 
inteinational conflict; (2) the elimination of American influence to as 
great an extent as possible in China; (3) the establishment of a basis 
of i-eal cooperation between China and Russia. General Li had agreed 
to tlie^e three points in principle and felt that his hand wouTd bo 
strengthened in negotiating on them if ho had a statement of Ameri¬ 
can support. TIio Department at once replied that it considered it 
incredible that Li T.sung-jcn sliould seek a United States statement 
indicating support for the purpose of strengthening his position wliile 
at the same time arranging a tentative agreement with Russia calling 
for elimination of American infiiience from China.” Tlie Ambassador 
was instructe<l to make those views known to General Id. 

In the meantime, the Acting President had directed General Chang 
Chun, General Chang Cliih-cliung and Mr. Ciion Li-fu to seek a direct 
approach to the Cliinese Communist Party. The Acting President 
also summoned an unofficial peace mission to fly to Peiping to arrange 
for the subsequent reception of an official peace mission. With his en- 
^uragement an unofficial Shanghai peace delegation proceeded to 
Peiping to discuss peace arrangements with the Chinese Communists. 
The Chinese Communist Party continued to hold to its publicly an¬ 
nounced eight-point peace terms as the basis of a settlement: 

1. Strict punishment of war criminals. 

2. Abolition of the constitution. 

3. Abolition of the Kuomintang legal system. 

4. Reorganization of Nationalist troops according to democratic 
principles. 

5. Confiscation of “bureaucratic” capital. 

6. Reformation of the land system. 

7. Abolition of “treasonous treaties.” 

8. ConvOTation of a Political Consultative Conference with non- 
participation of “reactionary elements,” establishment of demo¬ 
cratic ^alition government, taking over all authority of the 
‘Kuomintang reactionary government” and all ite strata. 
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These terms were equivalent to \inconditional surrender, but the 
Govcr.nncnt's condition was so scrions that it felt compelled to make 
nn efTort toward negotiation with n view to obtaining modification 
On Februun- 5, pursuant to a decision of the Executive Yuan, le 
Cliinese Government moved most of its offices to Canton, although the 
Acting President remained in XanUing and requested the return to 
that city of the heads of certain ministries. The American Embassy 
established an office at Canton headed by the Minister-Counselor to 
maintain contact with those Chinese Government agencies which had 

moved to that cit}’. i , • » i • 

After \ctin<r President Li had assumed office, several high-ranking 

Chineiie Government officials, erstwhile strong supporters of the Gen- 
eralissimo, approached the Ambassador to ask for assistance in dis¬ 
suading the Generalissimo from interfering in governmental and 
military affairs. They considered that the Generalissimo was ham¬ 
pering the Acting President's peace negotiations and various refonn 
measures, as well as the formulation of measures for the defense of 
the Yangtze River in the event of the breakdown of efforts to reach 
a peaceful settlement with the Chinese Communists. The Ambas¬ 
sador reported these overtures to the Department with the statement 
that he was, of course, taking no action with respect to these pleas. 

On February 9 the Minister-Counselor at Canton i-cportcd as 

follows: 

“Chen Tai-chu has again approached me with respect to encourage¬ 
ment of potential resistance elements w’hen peace talks have failed. 
He said it would bo most helpful if I could meet informally with 
various groups in Canton who were laboring under the impr^ion 
that we are disinterested in continued resistance and perfectly 
prepared to recognize a Communist regime and talk to those groups 
along the line of mv convei-sations with him. If U. S. Government 
could not make iiublic statements at this stage, my remarks, which 
would inevitably reach the press and be attributed to me, would bo 
helpful. I told him I would have to think the matter over. 

“If the arguments I used in previous conversation with Chen and as 
used in my conversation with Chen Li-fii shortly before leaving 
Nanking and reported to the Department conform with thinking m 
Washington, such informal meetings as those suggested might prove 
heneficinl to our intei-ests. There are undoubtedly many liberal 
Chinese who desperately do not want to come under a Communist 
1 egime, but who see no alternative unless assistance is to be forthcoming 
from the U. S. I have insisted that although I could, of course, not 
commit the Congress, I found it difficult to believe further assistance 
would be forthcoming until there was some tangible resistance move- 
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inent giving signs of effectiveness and to which help from the U. S. 
might bring success. Chen Tai-chu believes the discussions he lias 
suggested might encourage potential resistance elements sufliciently 
that active measures would be undertaken to find a leader or leaders 
capable of reviving the will to resistance in free China. 

‘‘I should appreciate urgently the Department s instructions.” 

The Department replied as follows: 

“Approach described in your message is similar in nature to other 
feelers during recent weeks and appear to be part and parcel of 
political jockeying for advantage by various groups. In the light of 
General Barr’s estimate, with which you an? familiar, that in the 
absence of unlimited U. S. aid, including the immediate use of U. S. 
armed forces, the Chinese Government cannot maintain a foothold 
ill south China against a determined Communist advance, it seems 
unrealistic to believe that either a public U. S. Government statement 
or even statements attributed to you could serve any useful purpose. 
If resistance to the Communist advance is to be elfective, it must 
obviously be based upon genuine Chinese effort and not upon the 
issuance of statements from outside Chinji, In any event, you will 
recall the Prcsirlent’s reply to the Generalissimo’s message which 
dealt with this question. 

In view of tlio continued implementation of the China Aid Act. it 
is difficult to understand the impression conveyed to you that the, 
U. S. is disinterested in continued resistance and is perfectly prepared 
to recogni 2 e a Communist regime.” 

As the struggle continued between the Acting President and his fol¬ 
lowers on the one hand and the Generalissimo and his supportei*s, 
together with the Canton faction headed by the Prime Minister, on the 
other hand, the Amba.ssador rejiorted on February 20,1040, as follows: 

“The Dej)ai’tment may care to take measures publicly or otherwise 
for refuting the mistaken impressions created by press accounts of 
forthcoming large scale American military aid. These reports, which 
were prominently published in vernacular and English language press 
in China, have the effect of inciting the Generalissimo and his irre- 
concilables to itj-take the leadership now in a renewed resistance move¬ 
ment. He is already being influenced, I hear, by arguments of his 
indispensability from a small gi*oup of die-hard supporters W’hose 
motives are not entirely disinterested. 

“Meanw’hile the Generalissimo is interfering in military affairs, thus 
hampering rather than helping the Yangtze defense. Li Tsung-jen 
may eventually be sufficiently thwarted by these factors to feel forced 
to retire south, prematurely abandoning peace efforts. Tlie only hope 

844S38—40-22 
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for public support for renewed resistance ngjiinst the Communists 
lies in convincing the Chinese people that the Chinese Communist 
Party does not desire peace on any tolerable basis. Li is presently 
endeavoring to put this to thoroughgoing test. The U. S. can, I feel, 
help most at this stage by avoidance of public debate and objective 
appraisal of the coming developments. The tone of the Secretary's 
recent statements on China have been very useful in this regard.” 

The Department took no action on the Ambassador's suggestion that 
a statement be issued. 

The Ambassador’s report of February 23 servctl to high-light the 
dilHculties with which the Acting President was confronted: 

‘Ti\ the struggle for power between Li Tsung-jen and the ‘Canton’ 
faction headed by Sun Fo, Li is in a fundamentally weak position 
because he does not control the larger portion of the Army, lacks fi¬ 
nancial resources and does not command the allegiance of that consid¬ 
erable portion of the Kuomintang bureaucracy controlled by the Gen¬ 
eralissimo and the CC politicians. This fundamental weakness has 
been frankly acknowledged, and probably somewhat e.^aggerated, 
by Pai's Headquartei'S to the American Consulate General at Hankow 
appealing for U. S. aid. 

“However, ho has made some preparations recently in mobilizing 
popular support for his peace program. The most important single 
evidence of this is the decision of the Legislative Yuan to meet in 
Nanking rather than in Canton. This is, of course, in direct defiance 
of the Premier’s publicly expressed wishes. At the Yuan Session, 
Sun Fo is certain to bo violently denounced, both for his sponsorship 
of the Government move south and for si)Cculations ho is alleged to 
have committed. A significant indication of the feeling of many 
legislators was the press report that tlie legislators resident at Shang¬ 
hai had passed a resolution accusing Sun Fo of ‘desorting’ the Acting 
President and calling for tho return of the Executive Yuan to 
Naniring. 

“Further tangible demonstrations that Li is making progress are the 
meeting of the Control Yuan here and their resolution to support him, 
the announcement that tho Executive Yuan joint office will soon open 
at Nanking, and the arrival of the Ho Ying-chin in tho capital. Li 
also has the backing of important newspapers in Shanghai and Nan¬ 
king, which praise his twin program of peace and refonn while con¬ 
demning tho Kuomintang for ineptitude and corruption and censuring 
tho Sun Fo cabinet for ‘running away’. Insofar ns can bo detorminod, 
support for Li is growing among banking and business circles in 
Shanghai and Nanking and among that largo but inarticulate section 
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of the jiopiilation wlio disregard the larger issues and are principally 
interested in keeping the destruction of war from their homes. 

“Li's present position is similar in some ways to that lie occupied 
while campaigning for Vice-President. At that time he became the 
symbol of revolt against arbitrary dictation by the Generalissimo and 
the party and succeeded in uniting behind him all the dissident (and 
often mutually incompatible) factions for the purpose of his election. 
He has again become a symbol, this time a symbol of tlie yearning for 
peace that pervades this war-weary country. So long as his peace 
efforts make percejitible progre.ss, or even succeed in delaying (or 
seeming to delay) the Communist assault on the Yangtze, he should 
be able to maintain and utilize for his support this mobilized public 
opinion. 


“Li is aware of the basic weakness of his position, but is astutely 
capitalizing on the support of those who see him as the chief hope 
for peace, in order either to heal the breach between hijiiself and 
tlie Canton group, or at least win over to his side as many as possible 
of the powerful leaders in the Kuoinintang. He is also ejideavoring to 
bolster his position in concrete ways by making overtures for U. S. 
aid and planning economic and political reform. The extent to which 
he succeeds in these efforts will determine his streimth either as neiro- 
tiator with the Communists or subsequently as the leader of resistance 
should the Communists renew the attack.” 


On February 21 the Ambassador reported that the Acting President 
had expressed to him a desire to have an American adviser for the 
Ministry of Finance and also an American expert on public adminis¬ 
tration to help reduce and reorganize the whole structure of the 
Government. In view of the state of disorganization of the Chinese 
Government and the lack of unity between the rival groups, the 
Department of State instructed the Arnbas-^ador to inform the Acting 
President that the appropriate channel for the employment of Ameri¬ 
can advisers would be through the Chinese Embassy at Washington, 
particularly since the presence in the United States of Pei Tsu-yi, 
formerly Governor of the Central Bank, as Chief of the Chinese 
rechnical l^Iission, would offer the Embassy an excellent opportunity 
to locate personnel with the necesssiry qualifications and experience. 
The Ambassador was also instructed to state that the Department 
would bo pleased to afford appropriate assistance and facilities as 
requested by the Chinese authorities. 

On February 28 Acting President Li Tsung-jen forwarded the 
following message to President Truman: 

“Since assuming office as Acting President, I have had in mind 
a message to you expressing the hope that the historic friendship 
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between our two countries may be maintained, and assuring you of 
my appreciation for all that has been done for China under your 
administration.” 

The President replied as follows: 

“I wish to express my sincere appreciation of your kind message 
of February 28 and to assure you of my very real desire to see a 
continuation of the traditional and close ties of friendship which 
have existed between the peoples and Governments of our two 
countries.” 

The unoflicial Shanghai peace delegation returned from Peiping 
and issued a statement sufiiciently optimistic to give encouragement 
to the peace-hungry public and to sti*engthen tl\e hands of those 
advocating an all-out etFort to obtain peace. The Acting President 
succeeded in having tlie Legislative Yuan hold its session in Nanking 
at the end of February and, following his trip to Canton, the Prime 
Minister and the Vice President of the Executive Yuan, who was also 
the Foreign Minister, returned to Nanking. All this signified a 
temporary political victory for the Acting President and a concerted 
effort to present a united front on the part of the Government to 
the nation and the Cliinese Communists. On March 3 it was an¬ 
nounced that the National Government had named a ten-man peace 
preparation committee headed by Dr. Sun Fo. 

On March 6 the Ambassador reiwrted a convereation with the 
Chinese Foreign Minister as follows: 

“He said that Lapham"* had not been responsive to the Chinese 
request for a silver loan. I pointed out that Eca had no authority in 
such matters and added that it was improbable that the Congress 
would feel itself in a position to make a loan to China in the light of 
current circumstances. 

“Wu T’ieh-chen then asked what were our anxieties re Chinn and 
the Chinese Government. I replied that these were two: (1) disunity 
w’ithin the Government and (2) the lack of public support for the 
Government. In response to his question if I referred to differences 
between Nanking and the Canton group, I replied that this interpre¬ 
tation was inevitable but that there was also considerable confusion 
with respect to relations between the retired President and the Acting 
President, that the American public did not understand what the 
actual relationship between these two was. After exhausting the 
usual ‘officiaP explanations, the Foreign Minister frankly admitted 
that it is dillicult for a man who had held power so long suddenly 


*** Roger Lapbao), Chief of the Eca China Mission. 
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to become inactive. He continued that there had been ^ome very 
serious discussions recently and that the Government leaders were 
determined to start a new system centering authority in the Cabinet 
which would from now on be responsible with the President being 
relegated to his ‘constitutional’ status. The Generalissimo would 
thus become an ‘elder statesman’ consulted on occasion but restrained 
from giving orders. To make the move less pointed it is proposed that 
several other of the older Kiiomintang leaders would be similarly 
treated. I expressed hope that there would be some success in puttinf»^ 
these measures into effect.” * 

The second week in March was marked by a cabinet cnsis which 
resulted in the resignation of Dr. Sun Fo iis Prime Minister. The 
Legislative Yuan’s resolution calling for meetings of the Cabinet at 
Nanking during the period of peace efforts reduced Canton, although 
it was still nominally the seat of the National Government, to'^a 
position of only administrative importance on the national scene. 
These developments strengthened the political position of the Acting 
1 resident and his efforts to unify the Government forces around him¬ 
self. But the power of the Generalissimo continued to be felt as 
was indicated by the Acting President’s sending of an emissary to 
Fenghua to see the Generalissimo, by the failure of certain Kuo- 
inintang leaders to accept the Acting President’s invitation to come 
to Nanking and by the arrest, under onlers from one of the Generalis¬ 
simo’s loyal military commanders, of a Chinese newspaper editor 
at Nanking for publication of an editorial criticizing the Generalis¬ 
simo’s interference in governmental affairs. 

IX. RENEWED CONSIDERATION OF ADDITIONAL 

AMERICAN AID 

RECOMMENDATION FROM TIENTSIN 

On March 12, 1949, the Consul General at Tientsin forwarded to 
the Department the text of a memorandum from the American Cham¬ 
ber of Commerce at tliat city strongly opposing further aid to the 
Chinese Government. On March 15 the Consul General commented 
as follows on this memorandum: 

“Americans in Tientsin who had the unhappy experience two months 
ago of witnessing the capture of Tientsin by Communist armies 
equipped almost entirely with American arms and other military 
equipment handed over practically without hghting by Nationalist 
^mies in Manchuria, have expressed astonishment at radio reports 
from the TJ. S. during the last two or three days to the effect that a 
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bill m!iy be presented to the Confess to extend further military and 
economic aid to the Nationalist Government in the sum of a billion 
and a half dollars. 

“Americans in Tientsin feel the only result of further U. S. aid to a 
(lovernment which has proved so ineffective that most of our previous 
aid has passed to the Communists will be to further strengthen the 
Communists. They feel that the apparent retirement of the Gen¬ 
eralissimo has had little effect on the character of the Nationalist 
Government, particularly in view of the reported selection as new Pre¬ 
mier of (Jeneral Ho Ying-chiii, considered the archetype of the Chinese 
who have brought the National Government to its pre,sent sorry state. 
They feel that our global ]-)olicy of opposition to Communism should 
not oblige us to support a hopelessly inefficient and corrupt government 
which has lost the support of its people. They believe that at this 
juncture it would be useless to extend further aid to a government 
which is so far gone. They feel that the present situation must he 
solved by the Chinese and that for the time being we should adopt a 
hands-off policy.” 

COMMENTS BY THE EMBASSY OFFICE AT CANTON 

The Embassy Offic-o at Canton on March 22 commented as follows 
on the question of further aid to China which was then being consid¬ 
ered by the Department of State. 

“As I analyze the situation at the moment, wc may expect the Com¬ 
munists to continue the deployment of troops on the north bank of 
the Yangtze and when tlicy are ready to attempt tlic crossing wc may 
anticipate an announcement of tlioir willingness to negotiate peace 
on the terms they will stipulate and which may bo expected to bo a 
reiteration of Mao Tso-tung’s eight points. Their announced willing¬ 
ness to negotiate will likely bo in the form of an ultimatum threatening 
lo cro.ss the Yangtze if the terms arc not accepted within the time 
limit. It is unlikely that the terms will be acceptable to the Kuomin- 
tang leadei*s although they will appear reasonable to the war-weary 
Chinese masses. 

“Even though rumors of Communist morale difficulties may have 
f<)undation, it may be anticipated that the Communist troops will fight. 
On the contrary, however, there appears little likelihood that the 
Nationalist troops can be reinspired with the will to resist. Chang 
Chun may, as ho claims, be able to rally forces in the southwest to de¬ 
fend themselves, but it will unlikely be defense of a character long 
to delay the Communists, once they have determined on an advance. 
There is even some thought that with the breakdown of pence nego¬ 
tiations, the process of regional fragmentation will be accelerated, 
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with each area seeking to fend for itself, tlms making more easy tlie 
Communist task. The dissident Kwangtung Legislative Yuan mem¬ 
bers remaining at Canton demanding defense of (he constitution* are 
an indication of this trend. 

“As I see it, when the Communists have deployed their truoiis and 
issued their uhiniatum and had it rejected, they may be expected lo 
cross tile Yangtze, meeting little resistance and occupying urban cen- 
tei-s of tlie "i angtze Valley. They will then have the cai>abilitv of con¬ 
tinuing their advance in the southwest or the south, overcoming with¬ 
out too much difliculty any regional resistance thev niav encounter 
Whetlier they will proceed to the task immediately oi\ielay for niont hs 
or yeai's rests solely for their determination. 

“In a luevious telegram I suggested the possibility that Li Tsun-. 
jcn might supply effective leadership. I am now less inclined to that 
view. He has increased tremendously in stature; has greatly in¬ 
creased his following, yet the centripetal forces in free China remain 
too strong for him to overcome. The deep-.seated Chinese charac 
teristic of family solidarity is too strong and we are witne.ssiii”' a 
frantic search by each individual to save himself and his familv first 
then maybe his province, with little if any thought to the principles 
involved, or the nation. Also, if, us alleged, the cruiser Chiawkina 
has been put out of action by the Chinese Air Force, we mav still see 
the Generalissimo re-emerge in his Foochow-Amoy-Taiwan triangle. 

X have been eluded of late by many Chinese oflicials, from the Vice 
Premier and the Foreign Minister down, for what they term our 
wait and see’ policy in respect to China. ... I have put forward the 
arguments outlined in the Department’s letter to Senator Couuallv^ 
and have stressed the need for the Chinese to demonstrate the po.;si- 
bility of effective i-esistance to Communist expansion before expect¬ 
ing the U. S. to make further investments in National China. In each 
case I have been given the impression of utter inability of China to 
cope unaided with the situation. In other words, the sole means 
of turning Uie tide in China would, ns the Department suggests re¬ 
quire the use of ‘large U. S. forces in actual combat, contrary to’our 
traditional policy and our national interests’.” 


DIFFICULTIES CONFRONTING ACTING PRESIDENT LI 

Following the resignation of Dr. Sun Fo, General Ho Ying-ehin 
was named I rime Minister, or President of the Executive Yuan 
This appointment gave the Acting President a Prime Minister of 
his own cho osing and served to strengthen Government unity. A new 


“For text of letter from 
March 15, see annex 188. 


Secretary Acheson to Senator Toia Coiiually on 
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Cnbinet was quickly formed and steps were taken to appoint National 
Government peace delegates and to propose the early opening of 
peace discussions with the Chinese Communists. 

The increasingly serious position of the Chinese Government was 
reflected in military developments which included the fall of Tientsin 
on January 15, the final occupation of Peiping on February 3, and the 
subsequent National Government revei-ses in the Hsuchow area, thus 
placing the Chinese Communists forces on the north bank of the 
Yangtze where they represented a direct threat to Nanking and Shang¬ 
hai. On March 24 the Acting President presented a draft peace 
formula and the names of the Government’s official pence delega^ to 
the Executive Yuan for approval. On March 2C the Chinese Com¬ 
munist Party announced the names of its delegates for the peace 
negotiations, and Peiping was named as the locale of the negotia¬ 
tions. The National Government peace delegates arrived at Peiping 
on April 2, and after some informal discussion were presented by the 
Chinese Communist Party with an ultimatum setting a deadline of 
April 12 for the acceptance of the Chinese Communist conditions and 
statin" that whether in war or in peace the Communist forces would 
cross the Yangtze River. This ultimatum was subsequently with¬ 
drawn as an exchange of messages occurred between the Acting Presi¬ 
dent and Mao Tse-tung. 

On April 6 the Ambassador reported as follows: 

“I referred to the analogous problem of munitions from U* S. 
with reference to a Chinese Government request for a grant of United 
States silver. The Acting President and the Premier had suggested 
that ships bringing the last consignments bo diverted to Hong Kong or 
Canton for the equipment of Pai Chung-hsi and Chang Fa-kuei. 
pointed out that there were technical difficulties in such procedures, and 
that in any event it seemed unnecessary, since there were ample stores 
of munitions in warehouses at Keelung. The problem in both cases was, 
of course, that the Generalissimo controlled the greater share of 
national treasury reportedly stored in Taiwan and that through his 
appointed Governor of Taiwan ho also controlled the warehouses fuU 
of munitions there. I added that from the record of the past thrw 
years, there was slight hope of effective resisUnce to the Commumste 
under this leaderehip. I continued that if the Acting President and 
the Premier had responsibilities for government, they should also 
have the authority to utilize all the available government resoui^. 
I was aware of the difficulties and the embarrassment for them and of 
the danger to the peace negotiations by forcing the issue with the 
Generalissimo now. Nonetheless, this was a problem that sooner or 
later would have to be faced. It was, I added, a Chinese problem 
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which they should not look to us to solve for them. The emissary 
understood that my remarks were only for the ears of the President 
and the Premier and I believe he also understood their import.””'’ 

The following report from the Consul General at Shanghai, on 
April 4, serves to point up some of tlie difficulties confronting the 
Acting President: 

“Despite the steady increase of Li's prestige and popularity, his 
actual power should not be overestimated. There is little indication 
that he has been able to infuse any new fighting spirit into the Na¬ 
tionalist armies, or indeed that he has been able to introduce any 
substantial reforms which might eventually lead to that result. In 
the military field his principal contribution has probably been to 
decrease the anxiety of the Communist rank and file to fight and 
thereby relatively to increase the strength of the Nationalists. How¬ 
ever, until we have positive indications whether or not there is any 
real fight left in the Nationalists, it cannot be said that any great 
improvement in the military position has taken place. 

“A second weakness whicli Li has had to face is his limited power to 
enforce his orders and to hold in check centrifxigal forces* among Na¬ 
tionalist leaders. The Generalissimo, though outwardly cooperating, 
is maintaining in effect independent political and military autlmrity. 
Tlie Kuomintang leaders in Canton are playing their own game, ns 
are other provincial leaders. Though Li has accomplished miracles 
in asserting his authority in ever widening sectors, he still does not 
have unified authority over Nationalist China. It is important both 
to appreciate this and to realize how far he has come since he was given 
his present responsibility with practically none of the Nationalist 
assets—political, military and economic—to carry them out.” 

On April 15, the Ambassador reported as follows: 

“The Acting President has sent another appeal to me for assist¬ 
ance. He asked if it would not be possible for the U.S. Government 
to make some kind of statement deterring the Communists from 
crossing the Yangtze. Wliat he has in mind apparently is a state¬ 
ment by the President or the Secretary to the effect that a Communist 
crossing of the Yangtze would be considered a threat to the security 
of the U. S. and that should such a military operation be undertaken 
the U. S. would have to give consideration to the appropriate measures 
to be taken. A statement in a press conference in reply to a pertinent 
question might prove the most suitable method or some interested 

“"With reference to a Cbinese request for silver aid see chapter VIII which 
contains a more complete account of United States economic and financial aid 
during this period. 
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Senator such as Connally might give his views on the implications of 
the Communists coming south of the river. 

“I have every sympathy witli the Acting President in his efforts to 
contain the Communists north of the Yangtze. His appeal is further 
evidence of the desperate position of the Xationalist Government vis-a* 
vis the Communists and of the small confidence he places in the peace 
negotiations at Peiping. Any statement of sympathy from the U. S. 
at this time would encourage him enormously. I am not, however, 
able to support Li’s recpiest unless the U.S. Government is prepared to 
back up such a statement by some kind of effective assistance. Since 
the Acting President’s request requires a reply, I would bo grateful 
for the Department’s instructions.” 

X. THE WITHDRAWAL OF THE GOVERNMENT 

FROM NANKING 

THE COMMUNIST DEMANDS OF APRIL 15, 1949 

On April 15 the National Government at Nanking was informed 
of the Chinese Communist Party’s terms, according to which the 
Government would bo given until April 20 to accept or reject the 
draft agreement presented by the Chinese Communists. The Ambas¬ 
sador was informed by Cliinese Government officials that the draft 
had been prepared by the Chinese Communist Party and had been 
given to (he Nationalist pence delegation at Peiping in the early 
stages of the negotiations. After days of discussions the Nationalist 
delegates succeeded in achieving slight drafting changes but nothing 
of sub.stance and they emphasized to the Government at Nanking 
that this draft, which was based in general upon the Chinese Com- 
nmnists’ eight-point proposals originally made public in Januai’y, 
and was tantamount to unconditional surrender, would have to bo 
accepted without change. The Communist Party indicated that if its 
terms were not accepted at the time of the expiration of the deadline, 
it would break off negotiations. The Acting President explained 
the foregoing circumstances to the Ambassador and some of his for¬ 
eign colleagues on April 17. On the following day the Ambassador 
reported as follows: 

“General Pai Chung-hsi called on mo this morning to report that 
the Acting President, in view of the latest Communist demands, 
will propose to the Generalissimo that, peace being impossible, he 
should either resume full responsibilities of the presidency or leave 
Chinn, turning over all authority and national resources to Li Tsung- 
jcn. By such steps the Acting President will seek to force the General- 
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issimo to end by a clear-cut decision the pi*esent state of confusion 
wliich the latter, himself, has created.’* 

On April 20 the Ambassador further reported as follows: 

“The Minister of Education called witli an additional message 
from the Finance ilinister who is thoroughly discouraged over the 
chaotic financial conditions in Nationalist territory and trying to 
resign. Han Li-wu did not renew Liu's request for immediate finan¬ 
cial assistance but did ask what the U. S. attitude would be should 
the Nationalist forces put up a spirited defense of the Yangtze, pre¬ 
vent the Communists from crossing, and thereby recapture popular 
support generally for continued resistance to the Conununists 
soutliward advance. He asked if under these circmnstances thei*e 
would be a possibility of American financial assistance to stabilize 
the local currency, or a substantial silver loan for payment of the 
troops defending Nationalist territory. 1 replied along the lines 
previously repoiTed, pointing out that a considerable treasure of 
gold, silver and foreign currency did exist and that it was an internal 
Chinese problem for the present Government to obtain control of all 
of it.” 

THE CIIOSSING OF THE YANGTZE 

Prior to the expiration of the deadline of April 20, the National 
Government requested an extension of time to April 25 to enable it to 
consider the Chinese Communist Party’s draft peace agreement and on 
April 20 sent a message to the Chinese Communists rejecting the 
draft i>eace agreement but requesting a cease-fire order so that further 
negotiations might be held. In the meantime the Chinese Commun¬ 
ists informed the Nationalist peace delegates at Peiping that if the 
Government’s reply to their proposal were negative, or if no reply 
were received by April 20, the Communists would consider the nego¬ 
tiations ended and would begin the crossing of the Yangtze. At 
midnight, on April 20, the Chinese Communist forces crossed the 
Yangtze Kiver at several strategic points, a crossing which was 
described by the Embassy at Nanking, on April 23, in the following 
terms: 

“The ridiculously easy Communist crossing of the Yangtze was 
made possible by defections at key points, disagreements in the High 
Command, and the failure of the Air Force to give effective support.” 

Wliile these events were occurring, the Minister-Counselor at 
Canton reported as follows, on April 21: 

“Chen Li-fu says that the decision last night at Canton of the 
Central Executive Committee and that of the Government at Nan- 
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king to reject the Communist terms were both unanimous. He is 
sanguine that the bickering between the various elements of the 
Kuomintang has terminated and that the Party will rally as a unit 
for renewed resistance. Ho envisages the complete removal of the 
Government to Canton, leaving the Commander-in-Chief of the 
^Vrmcd Forces witli Headquarters at Nanking. He is confident that 
the Air Force and the Navy will cooperate with the Ground Forces 
and tliat the Yangtze crossing on any important scale can be delayed 
for months, if not prevented. So far as he is aware, the Generalissimo 
continues his willingness to send complete support to Li Tsung-jen 
with no present intention of resuming authority himself. 

“With the closing of tlie ranks of the Kuomintang, Chen is sanguine 
of clfectivo resistance to the Communist advance, yet desperately 
wants assurances of further U. S, aid. After reviewing the unhappy 
results of our past efforts to help Cliina, and our failure largely be¬ 
cause China refused to help itself, I cautioned him not to count upon 
further U.S. aid unless and until the Government had first demon- 
sti-ated its ability with a broadened basis to rally support in territory 
it still controls for further and effective resistance on a scale giving 
promise of the ability eventually to retake the offensive. I men¬ 
tioned our axiom ‘God helps him who helps-himself’, of which there 
is a Chinese equivalent, and said that the American people could 
not be expected to invest any more money in the Kuomintang regime 
until it gave promise of offering an effective alternative to Commu¬ 
nism. Chen tried unsuccessfully to pin me down as to what would 
bo considered effective resistance. Obviously, his back was to the 
wall and he, like others in his position, is determined upon desperate 
measures to avoid the almost inevitable Communist domination of all 
China. Now that those who thought peace possible have been dis¬ 
illusioned, ho is sanguine that the Kuomintang, with united ranks, 
will be able to rally sufficient support to prolong the struggle until 
the U.S. can be pei'suaded once again to intervene. Should that time 
come, ho hopes that wo will lay our cards frankly on the table and 
demand a definite quid pro quo for anything we give. That is the 
only way, he said, we could assure the accomplishment of the ends 
we desire.” 

On April 21 the Department sent the following message to the Am¬ 
bassador at Nanking in reply to his report of April 15 conveying an 
appeal from the Acting President for a statement by tlie United States 
Government to deter the Chinese Communists from crossing the 
Yangtze River: 
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“The Acting President’s request appears to be overlapped by the 
meeting between him and you and your foreign colleagiies on April 
17, and to be overtaken by events . . . 

“As you are aware, the only Congressional authority presently exist¬ 
ing for aiding the Chinese Goveniment is the legislation extending 
the availability of the residual China Aid Act funds. The Depart¬ 
ment’s views on this subject were set forth in the Secretary of State’s 
letter to Senator Connally, of March 15, re the McCarran proposal. 
For your information, the text of the letter to Senator Connally was 
not released by the Department which wished to avoid possible adverse 
effect on the Chinese Government and Li's position in the negotiations 
with the Commtinists.” 

On April 23 the Acting President, the Prime Minister and the re¬ 
maining officials of the Ministry of National Defense left Nanking for 
Slianghai, en route to Canton. The Chinese Communist forces were 
by this time across the Yangtze River in strength and Nationalist 
Armies deployed for the defense of the river had been ordered to with¬ 
draw to the south. Chinese Communist forces occupied Nanking on 
April 24 and were in a position to move toward Shanghai. In succes¬ 
sion, the Communist forces occupied Hankow on May lG-17, Shanghai 
on May 25, and Tsingtao on June 2. 

Tlic general effect of these developments on the National Govern¬ 
ment’s position was described by the Embassy in a repoil of May 1: 

“Despite the desperate plight of the Government and agreement 
among all leaders of the necessity of continuing resistance to the Com¬ 
munists, the basic conflict of authority between Li and the Generalis¬ 
simo has not been resolved. The Generalissimo came out with a 
public statement expressing confidence in final victory, though the 
war may continue for three years, and pledging support to Li. How¬ 
ever, there is no indication he really intends to relinquish power and 
Li and Pai are increasingly bitter. This struggle probably will con¬ 
tinue to hamstring Government resistance.” 

XI. FORMOSA 

The case of Formosa is a pertinent one in the record of American 
efforts to encourage reform within the Chinese Government. By the 
terms of the Cairo Declaration of December 1,1943, the United States 
and China declared their intention that Foimosa should be restored 
to China. In September 1945 the administration of the island was 
taken over from the Japanese by Chinese forces assisted by small 
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American teams pursuant to tlie Japanese Instrument of Surrender 
and General Order No. 1 issued by the Japanese Government at the 
direction of the Supreme Commander for the ^Vllied Powers, dated 
September 2, 1945. 

Cliina found Formosa in favorable circumstances since Japan had 
made constructive use of the great natural resources of the island and 
the living standards of the population were higher than anywhere on 
the Chinese mainland. It possessed a good industrial complex and 
was more than self-sufficient in foodstuflfs. The native population for 
50 years had been under the rule of a foreign invader and therefore 
welcomed the Chinese forces as liberators. During tlie Japanese occu¬ 
pation the principal hope of the people had been reunion with the 
mainland. Instead of utilizing this highly favorable situation to its 
own advantage the National Government appointed to the governor¬ 
ship General Clien Yi, a long-time associate of the Generalissimo, who 
some yeai-s before had given up the governoi'ship of Fukien under 
curious circumstances. The new Governor arrived with an imposing 
retinue wlio proceeded with great efficiency to exploit Formosa. In 
addition the local population was ruthlessly excluded from any im¬ 
portant role in public life and was made to feel that it was again under 
the rule of a conqueror. 

The economic deterioration of the island and the administration of 
the mainland officials became so bad that on February 28,1947, popular 
resentment erupted into a major rebellion. In the ensuing days the 
Government put down the revolt in a series of military actions which 
cost thou.sands of lives. Order was restored but the hatred of the 
mainland Chinese was increased. 

After the rebellion the American Ambassador in Nanking at¬ 
tempted to persuade the Generalissimo that National Government 
tactics in the long run could never succeed and that the Government by 
its policy was destroying a source of wealth it desperately needed at 
that time. The Generalissimo, who professed to be unaware of condi¬ 
tions as tliey were reported to him by the Ambassador, and who relied 
on tlie findings of a Chinese investigating mission whose findings wore 
in large part published and exonerated Chen Yi, was led to request that 
a memorandum be prepared for him setting forth in detail conditions 
as American officials saw tliem. This was done.” 

The facts set forth were such that General Chen Yi had finally to be 
relieved of his post as Governor, and in May 1947 a civilian, Wei Tao- 
ming, former Ambassador to the United States, was named ns his 
successor. During the ensuing year and a half, Governor Wei made an 


*' For text of memorandum to the Genernli.sslmo, see annex 160. 
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honest and earnest effort to reined^’ the situation. The military was 
kept out of sight, some Formosans were taken into the Government, 
encouragement was given to the local economy' and the Governor him¬ 
self attempted to isolate the island from the inflationary and destruc¬ 
tive forces on the mainland, though many of the key oflicials were not 
responsive to his authority. Although it cannot be s;dd tliat economic 
conditions improved, it can be said that the situation did not become 
measurably worse. 

During Ids Mission to China, General IVedemeyer on August 17, 
1947, reported to the Secretary of Stale as follows: 

“Our experience in Formosa is most enlightening. The adminis¬ 
tration of the former Governor Chen Yi has alienated the peo{)le from 
tlie Central Government, ilany were forced to feel that conditions 
under autocratic rule were preferable. The Central Government lost 
a fine opportunity to indicate to the Chinese people and to the world at 
large its capability to provide honest and eflicient administration. 
They cannot attribute their failure to the activities of the Communists 
or of dissident elements. The people anticipated sincerely and im- 
thusiastically deliverance from the Japanese 3 ’oke. I-Iowever, Chen 
Yi and his henchmen ruthlessly, corruptly and avariciously imposed 
their regime upon a happy and amenable population. The Army 
conducted themselves as conquerors. Secret police operated freely’ 
to intimidate and to facilitate exploitation by Central Government 
officials. . . . 

“The island is extremely productive in coal, rice, sugar, cement, 
fruits and tea. Both hydro and thermal power are abundant. Tlie 
Japanese had efficiently electrified even remote areas and also estab¬ 
lished excellent railroad lines and highways. Eighty percent of the 
people can read and write, the exact antithesis of conditions prevailing 
in the mainland of China. There were indications that Formosans 
would be receptive toward United States guardianship and United 
Nations trusteeship. They fear that the Central Government contem¬ 
plates bleeding their island to support the tottering and corrupt Nan¬ 
king machine and I think their fears well founded.” 

In January 1949, as the Communists were preparing to cross the 
Yangtze, Governor AVei was summarily removed and replaced by Gen¬ 
eral Chen Cheng, who proceeded to restore military rule. In recent 
months the population of Formosa has been increased by an estimated 
400,000 civilians and over 300,000 military refugees from the main¬ 
land. With them they brought the mainland inflation and increased 
the population to a point which the island may not bo able to support. 
In March 1949 American officials who had surveyed the economic 
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deterioration reported that “mounting economic dislocation will in¬ 
tensify* economic friction leading to increased political tension unless 
remedial action is taken.” 

In summary, the views of American officials have been that the island 
is badly and inefficiently run at a time when the best possible efforts 
are needed unless developments on the mainland are simply to be trans¬ 
ferred to Formosa. 


CHAPTER VII 


The Military Picture, 1945—1949 

Although military aspects of the civil strife in China have been 
mentioned throughout the preceding five chapter's, it will be conven¬ 
ient to summarize here the military picture sijrce 1045 as back¬ 
ground for a description of the military assistance of all tj^pes 
rendered by the United States to the Chinese Government since V-J 
Day. This assistance has included the supply of arms and other ma¬ 
teriel, credits for military purchases, transportation of Chinese troops 
and military advice, but it has scrupulously excluded the use of Amer¬ 
ican personnel in combat operations between the Nationalist Govern¬ 
ment forces and the Communists or their presence in combat areas. 


I. MILITARY OPERATIONS 


OPERATIONS IN 1915 


With the formal surrender of the Japanese in September 1945, the 
Chinese Nationalists and the Chinese Communists began a contest for 
the control of Japanese-held areas of China. Forces of the National 
Government which had borne tlie brunt of Japanese thrusts were con¬ 
centrated in Central and South China in those areas to which the 
Japanese advance had penetrated. Tlie Communists, on the other 
hand, organized as guerrilla units, were widely dispersed throughout 
Central, North and coastal China, operating in the countryside through 
which ran the Japanese lines of communication. In the race for the 
control of those areas which the Japanese had occupied the Commu¬ 
nists thus held a certain geographic advantage. The Government at 
that time, however, possessed an estimated five to one superiority in 
combat troops and in rifles, a practical monopoly of heavy equipment 
and transport, and an unopposed air arm. 

In order to assist the Government in reoccupying Japanese-held 
areas and opening lines of communication, the United States immedi¬ 
ately after V-J Day transported three Nationalist armies by air to key 
sectors of Fast and North China, including Shanghai, Nanking and 
Peiping, and likewise during the ensuing months provided water 
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(rjinsport for :ui additional large number of troops until, accord¬ 
ing to Department of the Army figures, between 400,000 and 500,000 
C'hinese soldiei'S had been moved to new positions. 1 lie plans for these 
operations and the planes and vessels to carry out the moves were 
provid<‘d ihrougli Headtjuarters, United States horces China Theater. 
In order to assist the Government further in maintaining control of 
certain key areas of North China and in repatriating the Japanese, 
and at the request of the National Government, over 50,000 United 
States Marines were landed in North China and occupied 1 eiping, 
'Tientsin, and the coal mines to the north, together with the essential 
railroads in the area. With such American assistance, forces of the 
Generalissimo, who liad been designated by Scap as the sole agent 
to receive the surrender of Japanese forces in China proper, were able 
to etfect the surrender of the great majority of the 1,200,000 Japanese 
troops stationed there, together with their equipment and stocks of 
military materiel.* 

I’rior to V-J Day the American Government had embarked on 
jirograms to erpiip an air force commensurate with the Chinese 
Government’s needs and a 30-division army. Following V-J Day, 
transfers were continued to provide for an 8V^ group air force, and 
under an authorization to assist in equipping reoccupation forc^, 
transfers of military materiel for ground troops were contiimed until, 
by the end of December 1045, according to Department of the Army 
records, suflicient equipment had been transferred to complete by ton¬ 
nage the requirements of the 30-division program. Other lend-lease 
transfers included quantities of vehicles and quartermaster items 
which were of major signilicance in giving the Nationalist armies 
mobility and in equipping them for operations in North China and 
Manchuria. 

The Communists for thoir part, despite the attempts of the National 
Government to enforce the order that all Japanese in China should 
svirrcnder only to the Generalissimo, wore able to force the surrender 
of numbers of Japanese in Central and North China. However, their 
greatest assistance was to come later from Manchuria, which the Rus¬ 
sians had occupied and where, while engaged in the stripping of 
Manchurian inclustries, they were eflfecting the surrender of the Japa¬ 
nese. Upon the withdrawal of the Russian forces from that area in 
1046, the arriving Government forces, hitherto prevented from occu¬ 
pying Manchuria, found themselves facing Chinese Communist forces 
already organized in the area and equipped with former Japanese 
weapons. 

* This was In occordmice with General Order No. 4 lssuc<I by General Mac- 
Arthur, Supreme Commander for the Allied Powers (Soap). 
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As a result of militar}’ operations in the closin*r months of 11145 the 
Government was able to clear tlie Lunghai Railway (Lienyunkang and 
Paochi) and most of China south of it. To the north the Government 
held Peiping, Tientsin and the line of communications to tlie Man¬ 
churian border, Taiyuan, Tatung, and the western portion of the Ping- 
sui Railwaj’ (Peiping and Paotow). It had not, howevei-, gained 
control of any of the major north-south railway lines, a serious liamli- 
cap since forces in Nortli China depended for tlieir logistical support 
on bases in Central China. 

Tlie Government was faced with the alternative.s of postponing the 
attempt to reoccupy Manchuria or of overextending its military forces 
in attempting to reoccupy it. This was in no case an easy <lecision 
to make. United States military advisers i>ointcd out the dangei-s of 
occupying Manchuria in view of the logistical difliculty of support¬ 
ing operations there while attempting to pacifj' China proper. The 
Chinese Government in deciding to put its best armies and main effort 
into reoccupying Manchuria at the end of a 1,000-mile-long supply 
line committed itself to a scale of operations it could not supiiorf, and 
opened the way to the eventual piecemeal destruction by the Com¬ 
munists of its widely scattered military unit.s, 

OPERATIONS IN 1916 

During the period of General Mai-shnll’s mission in China, the 
Government considerably improved its military holdings. Govern¬ 
ment armies in mid-1946 comprised approximately :h000,000 men, 
opposed by something over 1,000,000 Communists of whom an 
estimated 400,000 were not regular troops. In tlie fii-st part of that 
year the Nationalists succeeded in clearing important lines of com¬ 
munication including the Lunghai in Central China, parts of the Ping- 
han (Peiping and Hankow) and connecting north-south communica¬ 
tions, and railway lines into Manchuria as far as Changchun. The 
Communists, routed at Ssupinghchieh in I^Ianchuria, saved their forces 
from annihilation only by a rapid retreat across the Sungari River. 
The Communists for their part during the fii-st half of 1946 
extended their holdings west into Kansu and Ninghsia, and 
somewhat increased their control of areas in Shansi and along the 
Ping-sui Railway. In general, however, major areas of combat were 
limited to Manchuria where, as previously indicated, Communist gains 
were made as a result of the withdrawal of the Russians from Man¬ 
churia, handled in such a way ns to facilitate Communist acquisition 
of this territory and the Japanese equipment therein. During the 
latter part of 1946 the Nationalists made impressive gains, clearing 
most of Shensi, Kansu, north Shansi, south Chahar, part of northern 
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Hopeh and Jehol and nearly all of Kiangsu. The Government seized 
Kalgan, Tatung, Chengte, and gained control of the Ping-sui Rail¬ 
road. 

In Shantung the Nationalists achieved a major advance, clearing 
much of the Tsin-pu Railway (Tientsin and Pukow). Communist 
gains during this period were limited to minor advances into Honan 
and Hupeh, and infiltration around Government positions in Man¬ 
churia. By the close of 194G the superiority of the Government’s 
forces was in most areas ns yet unchallenged. 

The gains of the Government from V-.J Day to the end of 1946 ap¬ 
peared impressive when viewetl solely from the standpoint of areas 
occupied and lines of communication cleared. Tlio Government desire 
to occupy Manchuria with its concentration of heavy industries is 
understandable. It was essential, however, for it to control the lines 
of conuminication to and in the areas it was clearing, for unlike the 
Communists operating as guerrillas and living oil the country, Gov¬ 
ernment forces were supplied from bases in Central Cliina. In occu¬ 
pying Manchuria and in garrisoning such extensive lines of communi¬ 
cation and the major cities along them, the Government overextended 
itself both militarily and politically, with neither the troops to garrison 
such holdings nor the personnel to administer them. The occupation 
of these areas without the ability to draw support from their resources 
meant a loss rather than a gain. In this sense the Nationalists found 
themselves in a position not dissimilar from that of the Japanese 
during their war with China, when, though holding the lines of com¬ 
munication, they found themselves unable to bring the conflict to a 
successful conclusion. The Communists, on the other hand, making no 
effort to hold specific positions, retreated before Government forces 
and succeeded in keeping their own units intact and mobile for even¬ 
tual concentration and use at points of their own choosing against Gov¬ 
ernment units tied to the defense of fixed positions. 

Department of the Army figures indicate that at the end of 1946 the 
Government had 2,600,000 men under arms. Ckimmunist strength at 
this time was over 1,100,000 men, the acquisition of Japanese stocks in 
Manchuria having made possible the development of more effective 
forces. The Government still, however, enjoyed a marked superiority 
in rifles variously estimated at from three or four to one. That the 
Government, possessing this superiority in men and equipment, should 
so soon be forced on the defensive was less attributable to the admitted 
skill of the Communists in planning their campaigns to conform to 
their resources than to the military ineptness of the Government in 
initially overestimating its capabilities, and subsequently refusing to 
adjust to the realities of the situation. 
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OPERATIONS IN 1947 

In 1947 the strate^c initiative passed from the Government to tlie 
Communists and the latter carried the conflict from ^lanchuria and 
North China into areas which had supposedly been cleared by the 
Government. Activity which marked the turning point in the strife 
included the mounting by the Communists of a series of minor of¬ 
fensives in Manchuria and the successful blunting of a major Gov¬ 
ernment drive into Shantung. The first Communist olfensive in 
Manchuria was mounted earlj'^ in 1947 and lasted for only a few weeks, 
but it and three successive drives woi-e down the Government units 
defending key positions. The fifth Communist offensive mounted in 
May covered most of Manchuria, netting the Communists over 20.000 
caj)tured rifles in its opening operations, lowering Government troop 
morale in proportion to the increase in Communist morale, and leav¬ 
ing the Government units in Kirin, Changchun, and Ssupingchieh sur¬ 
rounded. The reasons for the Communist victories must be sought 
in an appraisal of National failings rather than in positive Communist 
accomplishments. Observers in the summer of 1047 noted that the 
Communists had met no Nationalist resistance, with the result that 
the Communists completely possessed the initiative. Several factors 
contributed to the lack of anj’ will to resist on the part of Government 
troops. American military and diplomatic observers in China re¬ 
ported that there was a rift in the Chinese Nationalist high com¬ 
mand in Manchuria which produced indecisive leadei'ship; that troops 
who for a year had been performing garrison duties had lost their of¬ 
fensive spirit; that during this period of military occupation friction 
hud developed between Govemment military personnel drawn mainly 
from Central and South China, who considered themselves conquerors 
and conducted a carpet-bag regime of exploitation, and the local 
populace who had so recently greeted them as liberators from both 
the Japanese and the Russians. 

The Consul General at Mukden on May 30, 1947, forwarded the fol¬ 
lowing appraisal of the situation to the Department of State: 

“In past two months morale Nationalist forces has deteriorated 
at rapidly accelerating pace. Present serious state of their demorali¬ 
zation has been confirmed to us by many sources (including various 
other Chinese contacts, Unbra officials, Americans just arrived from 
Kirin, and indirectly Necc * quarters) and has become matter of wide 
public knowledge and talk. It is reflected in jumpy nerves of military 
garrison, efforts to evade conscription, and reliable information from 
all sectors of Nationalist territory (including points distant from cur- 
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rent fighting) indicating that Nationalists in a panicky state are fe\ei- 
i^hly building tiencli svsiems everywhere with only ‘Maginot’ defense 
stra*tegy in mind. There is g^.od evidence that apathy, resentment, and 
defeatism are spreading fast in Nationalist ranks causing surrendeis 
and desertions. -Main factoi'S contributing to this are Communists over 
mounting numerical siiperiority (resulting from greater use native re¬ 
cruits, aid from underground aitd Korean units), National soldiers 
<liscouragement over piospects getting reinforcements, better solidari¬ 
ty and fighting spirit of Communists, losses and exhaustion of 
Nationalist.s, their growing indignation over disparity between officers 
enrichment and sohliers* low pay, life, and their lack of interest in 
fi‘diting far from home among ‘alieir unfriendly populace (whereas 
Communists being largely natives are in position of fighting for native 
soil). 

“This does not mean Manchurian collapse is necessarily imminent. 
It does mean, however, that Nationalist morale has reached a point 
where there is the possibility of a sudden debacle laying all Manchuria 
open to the Communists wlienever they choose to take it. In such an 
event the Communists might close in immediately for the kill or prefer 
to wait, while preparing the ground psychologically and ruining the 
government's morale wliich is not yet fully reflected in the military 
picture.” 

Tlie Communists in seizing the initiative brought superior forces 
to bear at jioints of greate.st Government overextension, destroyed 
isolated Inxlies of troops, cut communications and seized arms. At 
tliis period the Government ajipeai'S to have had two alternatives: 
to reinforce its units sufliciently to enable them to assume the offensive, 
closing with, and if possible destroying, the enemy, or to withdraw 
before constant attrition made disaster inevitable. Any compromise 
coui-so offered the double penalty of both the loss of Manchuria and 
the armies defending it. Reinforcements wliich could ill be spared 
from other areas were sent to Manchuria, but these were not adequate 
to compensate for losses sustained in the spring offensive. The Gov¬ 
ernment’s further attempts to replace losses with recruitment from 
Manchuria failed dismally, a marked indication of its failure to win 
the support of the local populace. Though the Communists were not 
yet strong enougli to dislodge the Government from its main strong- 
iiolds, the Government’s units, isolated and with their lines of com¬ 
munication threatened, took on the aspect of beleaguered garrisons 
waiting for i-einfoi'cemonts which would never come. 

The failure of the Government to use properly the American trained 
and equipped armies which it had sent to Manchuria, far superior to 
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any Communist units, indicated that in this particular area faulty 
generalship counted more heavily than fire power, and troop morale 
more than superiority of equipment. 

In other areas of C'hina. Government forces in general kept the 
initiative well into 1047. Large areas of Shantung were occupied 
and by October the Government had seized Chefoo. In the west Gov¬ 
ernment forces attacked and seized Yenan. the Communist capital, 
using an estimated 75,000 troops in this operation, Wi<lely heralded 
as a great victory, this was in reality an expensive an<l empty one. for 
the Communists, contrary to Government procedure, were unwilling 
to violate sound military policy by committing major forces in combat 
for a city which had symbolic but not military significance. The 
Communists evacuated Yenan without a struggle, leaving the Govern¬ 
ment to support its troops in the mire of the deserted Shensi area. 

By mid-summer the Communists had started a southward move¬ 
ment across the Lunghai and toward the Yangtze. This j)rocess, at 
first an infiltration rather than a general movement, forced the Gov¬ 
ernment to abandon some of its gains in Shantung in order to rein¬ 
force its positions along the Lunghai. In commencing this movement 
south while the Government had large forces concentrated in Man¬ 
churia and Shantung, the Communists were operating on what appears 
to have been an effective appraisal of Nationalist intentions and capa¬ 
bilities, a realization that the Government was committed to positional 
warfare, was overextended, that for reasons of prestige it would not 
withdraw or consolidate, and that mobility an<l the initiative lay with 
their own forces. By late 1947 the Communists had concentratctl such 
a considerable force in Central China that only a major Government 
offensive could have dislodged it. Committed to the holding of wide¬ 
spread areas the Government had no reserves for such ojjerations, 
though Government forces now comprised 2,700,000 men facing 
1,150,000 Communists according to the best available estimates of 
American military personnel. 

By the close of 1947 Communist units lay in strength along the 
railroads from North China to Manchuria, constantly threatening 
interdiction of traffic on thc.se lines; they had occupied portions of the 
Tsinan-Tsingtao Railroad in Shantung, had extended their holdings 
along the Ping-han, and were preparing operations which in the fol¬ 
lowing months would interdict traffic on the Lunghai. The Com¬ 
munists held the rail lines in Manchuria north of Mukden and as the 
3 ’ear closed were conducting operations which cut permanently the 
railroad south of that city. For Government forces, which had not 
succeeded in developing local resources, the supply and replacement 
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problems were critical. Government forces thus effectively compart- 
mented by the interdiction of their lines of communication were to 
be dealt with separately in the coming year. 

OPERATIONS IN 19 W AND 1919 

A Communist offensive mounted late in December of 1947 severed 
all railway connections into Mukden and isolated all the major 
Nationalist garrisons in Manchuria. The Government withdrew the 
bulk of its forces from Kirin and Changchun in order to reinforce 
its Mukden garrison. To supply the 150,000 to 200,000 troops within 
the immediate Mukden area, the Government resorted to costly airlift 
operations. Tliough the forces garrisoning Mukden included the New 
First and the New Sixth Armies, the two best units available, the Gov¬ 
ernment feared to commit these troops to offensive operations lest the 
forces operating in the open coUntr 3 ' defect to the enemj*, or lost attri¬ 
tion or defeat endanger the entire Government position in Manchuria. 
The Communists refrained from costlj’ attacks on entrenched Gov¬ 
ernment forces. 

Elsewhere in China the Communists pushed their advantages. In 
Shensi they reoccupied Yenan in mid-April. In the coui'se of this 
and subsequent operations thej' deslroj’ed or captured the Government 
units wliicli had originally captured Yenan, together with consider¬ 
able reinforcements, meeting little resistance in this operation, during 
whicli many Government troops defected to the Communists. Gov¬ 
ernment fear of further defections became a restraining influence in 
the planning of operations and tended to constrict Government forces 
even more deeply in their defensive positions. 

Communist forces in Central China remained comparatively quiet 
but in the spring moved against and seized several points along the 
Lunghai including Loyang and ICaifeng, at which they met only 
token resistance and from which they acquired considerable stores. 
In Shantung the Communists took the offensive, the first major test 
in this territory coming with the seizure of Weihsien. The senior 
officer of the United States Military Advisory Group in China, Major 
General David Barr, in a report on his duty in Chinn, made certain 
observations on this engagement, the substance of which follows: 

In this battle the Nationalists’ commander, in order to preserve his 
forces intact, withdrew them from the main areas of conflict into 
the east city. In a subsequent attempt to evacuate his forces, he was 
caught and his troops were destroyed. While the battle for the city 
was being joined orders were issued for Government columns to move 
from Tsinan and Tsingtao to relieve the city. The column from 
Tsinan, three divisions strong, met inferior Communist forces and 
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made no serious attempt to fight through to Weilisien. Tlie column 
from Tsingtao retunied to that city without having engaged the 
enemy. Tlie Government's defeat at Weihsien revealed that dis¬ 
loyalty, poor morale and lack of will to fight marked the Government 
units involved. 

An Eca mission studying conditions in China expressed the follow¬ 
ing views in a report dated July 23,1948; 

“Tlie Mission w’as really startled by the facts about the military 
situation in China and to find such an enormous gap between what 
they had supposed to be the case and the actual truth. We wore 
surprised at the wide gulf between the combined oj>inion of our own 
competent militarj' in China supported b}’ the Ambassador and the 
present military’ and related policy of the Chinese Government in 
Nanking. This was despite repeated and continued efforts on the 
part of the Ambassador wdth the support of the American militarj’ 
advisers to persuade the Government to a change in its militar}^ 
strategy and tactics.” 

The Nationalists, however, clung to their defensive strategy, making 
possible a major Communist victory in Shantung at Tsinan, where 
85,000 to 100,000 Government trooiJS took refuge behind the strong 
natural and constructed fortifications of the city. The best available 
estimates indicate that the Communists brought to bear against 
Tsinan’s defendei-s a margin of superiority not normally adequate 
to justify hope of victory in conflict for such a strong position. After 
a brief period of fighting, marked by the defection of units of the 
Nationalist 84th Division, the Communists took the city on Septem¬ 
ber 23-24, 1948. With this victorj' they acquired an estimated 50,000 
rifles and considerable stocks of ammunition. 

Pho Consul General at Tsingtao submitted the following evaluation 
of the causes for the Government’s defeat: 

“Prime cause for swift loss of city is psychological rather tlian 
material or military. Nationalist garrison had been isolated for two 
months with no possibility ground support. Previous Nationalist 
defeate in which Nationalist troops failed fight known to Tsinan 
garrison and people. Communist victory at Tsinan felt inevitable in 
view record of failure of NationalisU and consistent victories of 
Communists who at Tsinan used many of best troops. Nationalist 
soldiers and population Shantung in general no longer consider 
Nationalist Government merits continued support in civil war, loss 
of lives and economic chaos. These factors expressed themselves in 
outright defection to Communists, immediate surrenders, and failure 
to stand and fight. Those soldiers willing to fight were unable to 



320 


U. B. RELATIONS WITH CHINA 

, ..„st other units to support them. No mutuality of feelings betrveen 
regular f.)rces and local Peace Preservation Corps troops. Nat lonal st 
regulai-s were largely from Central and South China and had little 
interest in defending strange city and people. Communists 
cdly had organized support within city. No real attempt made defend 
peiimeter at distance outside of city wall. Antiquated custom of 
fallimr hack to city walls was speedily observed hy Nationa ist 
fenders. Other military causes were poor intelligence, failine to 
take initiative against Communists when concentrating for campaign 
and thus keeping them off balance. Belated inadequate improper air 

summary, majority troops at Tsinan did not "imt to light 
while those that did fight found their position made impossible by llio 
disaffected. Defection of Wu Ilua-wen was merely the manifestation 
of a general phenomenon. His treason was not of itself the cause 

“Nationalists at Tsinan had ample ammunition and food and assur¬ 
ance of further supplies in event protracted siege.” 

The Communists encouraged by this victory rapidly mo^xd against 
Chinchow, supply base for Government forces in Manchuria. ^ t 
tills city the Government hud over 70,000 troops including uiu s of 
the recently brought up Eighth Army under General Fan Han-chieh, 
reputedly one of the ablest Chinese generals. Against tliose troops 
tlie Communists, availing themselves of their superior mobility, con¬ 
centrated a numerically stronger force. Tlie Government at Mukden, 
120 miles distant, had ir»0,000-200,000 men, including its best armies. 
It hud complete control of sea lanes and liad available the poit of 
Hulutao to which reinforcements could and were eventually sent for 
(his key battle. It was obvious that the supply of units in 
lotalin*^ some 300,000 men, would become vastly more difficult it 
Chincliow fell and that its loss meant the eventual loss of Manchuria. 

The commander of the Nationalist forces at Mukden, General Wei 
Li-liuaiig, was ordered to commence a movement to relieve Chinchow 
hy September 25. Wei delayed his departure from Mukden until 
October 9 and then moved out slowly and without his complete forces. 
Strong reinforcements were landed at Hulutao but only a portion of 
tliein moved toward Chinchow; on meeting opposition these wore 
committed piecemeal and never reached their objective. According 
to Department of the Army reporte. Government units of the 93rd 
Army defending the city defected to the Conwnunists and on October 

15 1948, the Communists occupied it. In this victory the Communists 
acquired not only the rifles and equipment of the defending forces 



THE MILITARY PICTURE 1945-1949 321 

but also great quantities of stores which had been stockpiled for llie 
use of Government forces in Manchuria. 

The Generalissimo at this time flew to Peiping and assumed direc¬ 
tion of field operations. This placed the actual commander miles from 
the scene of fighting with no adequate information on the condition of 
Ids forces or on the forces of the enemy. Commands were sent direct to 
the commanding general of the units involved, eliminating the normal 
coordinating staff levels. Though military observers considered that 
tlie general plan of action evolved was sound, the lack of any co¬ 
ordinating procedure produced complete confusion on all operating 
levels. In a belated attempt to save the forces in Manchuria, orders 
were issued for them to evacuate that area. 

Events of the imnuHliately following days have not yet been clearly 
leconstructed. While Government units were operating in the fiehl, 
the Communists struck at the headquarters controlling their move¬ 
ments and captured or killed its ranking ofTicei'S. With no coordinated 
direction, the previously American trained and equipped units which 
had won such an illustrious record against the Japanese, disintegrated. 
A few stragglers found their way back to Mukden, which was sur¬ 
rendered to the Communists without a fight. A few thousands suc¬ 
ceeded in reacliing Yingkow and were evacuated by ship, but the over- 
wlielming majority of the Government forces surrendered without a 
fight to the Communists. 

The Government in occupying Manchuria took steps contrary 
to the advice of competent United States military observei-s 
who were aware that tlie Government could not reoccupy Man¬ 
churia and pacify the rest of China as well. As indicated previ¬ 
ously Government forces in Manchuria were supplied from bases in 
China proi)er. A contributing factor to the supply difficulties was the 
.Russian occupation of Dairen which denied to the Government the use 
of Manchuria’s most efficient port and connecting railway line (though 
other ports were available at Hulutao and Yingkow). After initial 
offenses had been blunted, the Government fell back on the defensive. 
Officers and troops of the Government never obtained the support of 
the people on whom they were billeted. The loss of Manchuria was a 
tragedy for the Government for it meant the loss of China’s most 
highly developed industrial area, the prize which had originally drawn 
the Government there. Of even greater significance was the loss of 
the forces and resources without which successful resistance in North 
China became impossible. The loss of Manchuria was the most strik¬ 
ing illustration of the Government’s overestimation of its capabilities. 

The Chinese Air Force, which had played no essential part in assist- 
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in" tho Government forces during tliese bjittles, appeared after the 
Communists liad occupied Mukden and engaged in bombing from 
sucJi altitudes tliat competent military observers considered the opera¬ 
tion a complete waste. 

The tempo of the civil war after the fall of Mukden increased rapid¬ 
ly. The Communists immediately moved against Ilsuchow, where the 
Government had maintained twenty-odd divisiops spread out along the 
Lunghai Railway. In an attempt to save the forces in this area an 
evacuation was ordered, but the action taken was neither decisive nor 
on time, and before tlie evacuation had been completed the Govern¬ 
ment forces were surrounded by the Communists. In early November 
General Barr reported to the Department of the Army: 

“Deterioration of military situation in the Hsuchow area previously 
reported has worsened due to known defection to tho Communists of 
two Nationalist Divisions with the suspected defection of an additional 
three. As this defection becomes known to other Government units it 
can be anticipated that it will spread rapidly not only in the Hsuchow 
area but elsewhere.” 

Both the former Hsuchow' garrison and a force which had moved 
up to reinforce it wore isolated and destroyed after a minimum of 
conflict. 

Tientsin fell on January 15, 1949, after a brief siege; Peiping sur¬ 
rendered without a figlit at the end of January. 

In a review of militai 7 developments from January 1,1948, through 
January of 1949 tho Intelligence Division of tho Department of the 
Army stated: 

“The Nationalists entered 1948 with an estimated strength of 2,723,- 
000 troops. Recruitment and replacement of combat losses kept this 
figure constant through mid-September. By 1 February 1949, how¬ 
ever, heavy losses had reduced Nationalist strength to 1,500,000, of 
which approximately 500,000 are service troops. Tliis represents a 
reduction of 45 percent of the Nationalist Government’s total troop 
strength, in a 414-month period. 

“Communist strength, estimated at 1,150,000 a year ago, has mounted 
to 1,022,000, virtually all combat effectives. This increase of approxi¬ 
mately 40 percent represents the creation of new units, particularly in 
Manchuria and East Central China. Wliereas the Nationalists began 
1948 with almost a three-to-one numerical superiority, the Communist 
forces now outnumber the total Nationalist strength and liave achieved 
better than a one-and-a-half-to-one superiority in combat effectives. 
Tho expansion was accompanied by continued reorganization of the 
military forces along more uniform and orthodox lines. 
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“The events of the last year, and more specifically those of the last 
four and one-half months, have resulted in such overwhelming: losses 
to the National Government that, acting alone, its militarj* position 
has declined beyond possible recoupment. On the other hand, these 
same events have so enhanced the position and capabilities of the 
Communists that they are now capable of achieving a complete military 
victory over the Nationalist forces. Other considerations, ])articularly 
those of a political character, may affect the speed with which this 
capability is exercised.” 

The Militai*y Attache at Nanking estimated that during this 4V^- 
month period Government forces lost over 140,000 American rifles. 
Losses of other than American rifles are estimated to have been several 
times this figure—practically all of which fell undamaged to the 
Communists. Military estimates indicated that during this same 
period the Communists effectively integrated into their own forces 
approximately 200,000 former Government troops who could be used 
as combatants, with possibly 400,000 more captured Nationalist troops 
being integrated into Communist service units. 

On April 20, 1949, the Communists crossed the Yangtze without 
effective opposition by either the Chinese Army or the Chinese Air 
Force and, having occupied Nanking, moved rapidly toward Shanghai, 
which fell on May 25. Communist units which had crossed the Yangtze 
to the west of Shanghai pushed forward rapidly meeting no resistance 
from Government forces, which withdrew from their advance. By 
the second week in May the Communists had pushed some twenty 
armies 120 miles south of the Yangtze and were continuing to advance 
without opposition. Since then Hankow has fallen, and Sian, gateway 
to the northwest, has been captured. 

Department of the Army estimates indicate that Government forces 
remaining in Cliina prior to the fall of Nanking and Shanghai con¬ 
sisted of 315,000 in those areas; 175,000 at Sian, described by Chinese 
Government officials as unreliable; 120,000 under General Pai Chung- 
hsi in the Hankow area; an estimated 120,000 in the northwest without 
equipment or the industrial facilities to provide it; and possibly 
120,000 to 150,000 others scattered elsewhei-e througliout China in 
isolated garrisons. 

II. AMERICAN OPERATIONAL ADVICE TO THE 

CHINESE 

directives to general BARR ON ADVISORY ACTIVITIES 

In 1946 there had been established in China a United States Ad¬ 
visory Group to assist in the implementation of certain phases of 
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.Vnierican j)olicy. It was kept in existence until late 1948. During the 
latter part of its existence it was under the command of Major General 
Daviil Barr. The functions and operations of the Advisory Grou[) 
are described in subsetiuent sections of this chapter. Though unwill¬ 
ing to assume responsibility for Chinese Government strategic plans 
and operations, the United States Government determined in the 
fall of 1947 to authorize the senior officer of the Army Advisory 
Group to make his advice available to the Generalissimo on an infor¬ 
mal and confidential basis. Instructions from Secretary of State Mar¬ 
shall to the Ambassador in this sense were forwarded on November 28, 
1947, reading as follows: 

“You may rest assured premise is fully accepted here that military 
expenditures on present war scale are incompatible with balancing of 
Chinese Government budget which in turn is preiTquisitc to controlling 
of inflation. You may recall it was in anticipation of ultimate con- 
se(iuciices for China of such a situation that as long as two yeai-s ago 
this Government attempted to prevent civil war in China. Further¬ 
more it is a moot (piestion whether military expenditures could in fact 
bo cut during a period of civil war if present forces were reduced but 
remaining numbei-s given adequate care and equipment; it seems evi¬ 
dent that only well led and well trained and cared for divisions imbued 
with improved spirit would bo capable of assuming and holding ini¬ 
tiative against Chinese forces. 

“I am willing that General Barr should make his advice available 
to Generalissimo on informal and confidential basis and that Army 
Advisory Group should supply advice with respect to reorganization 
of Chinese Army Services of Supply should that be desired. I am 
however not willing that wo should accept responsibility for Chinese 
strategic plans and operations. I think you will agree that im¬ 
plications of our accepting that I'esponsibility would be very 
far-reaching and grave and that such i'esponsibility is in logic insepa¬ 
rable from authority to make it effective. Whatever the Generalissimo 
may feel moved to say with respect to his willingness to delegate 
necessary powers to Americans, I know from my own experience that 
advice is always listened to very politely but not infrequently ignored 
when deemed unpalatable.” 

Prior to his departure from the Unitc<l States, General Barr, later 
to be appointed director of Jubmao, received additional oral in¬ 
structions from the Secretary of State autliorizing him to give this 
advice on a pei'sonul and confidential basis. Following a conference 
with the Generalissimo, arrangements were made whereby the Chinese 
Ministry of National Defense provided General Barr information on 
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Chinese operations, and channels were established through T\-hich 
General Barr could make known to the Chinese his recommendations. 

GENERAL BARR S REPORT 

The section following relates some of the recommendations made 
by General Barr and the manner in which the Chinese received and 
acted upon this advice. The section consists of quotations from a 
report submitted by General Barr early in 1949, with the occasional 
explanatory material added by the Department of State enclosed in 
bi'ackets. 

Report of Operational Advice Given to the Generalissimo^ the Min¬ 
ister of National Defense and the Chief of the S-upreme Staff hy 

Major General David Barr 

An early estinnite of the situation, prior to the first formal meeting 
of the select combined group, convinced me of the futility of continu¬ 
ing to hold isolated Manchurian cities which were totally dependent 
upon air for both civilian and military supply. The combined air¬ 
lift capacity of Chinese civilian and military transports foil far short 
of the enormous toniiage requirements. The cost of air-lift replace¬ 
ment. maintenance and fuel—in a country bereft of gold credits— 
could only result in economic <lisastcr, while making only inelTectual 
contributions to the supply effort. 

Early in March, therefore, when the Communists had withdrawn 
their main forces from the vicinity of Changchun and Mukden, after 
their winter offensive, I strongly urged the Generalissimo to take 
advantage of this opportunity to make a progressive withdrawal from 
Manchuria. He was aghast at this proposal, stating that no circum¬ 
stances would induce him to consider such a plan. Hopeful of a com¬ 
promise, I suggested the withdrawal into Mukden of the Cluingchun, 
Kirin and Ssupingchieh garrisons. To this the Generalissimo replied 
that political considerations precluded the abandonment of Chang¬ 
chun, the ancient capital of Manchuria, but that he would consider 
a plan for withdrawing the Kirin garrison into Changchun. Tlie 
Kirin garrison was accordingly withdrawn at a later date. 

In my next conference with the Generalissimo, and after his reiter¬ 
ated determination not to consider a withdrawal from Manchuria, I 
proposed that an early olfensive be launched to open rail communica¬ 
tions iKJtween Chinchow and Mukden. The Generalissimo enthusias¬ 
tically concurred, and instructed his staff to prepare a plan in con¬ 
sultation with my as.sistants. 

At a meeting at the Ministry of National Defense War Room on 8 
March 1948 General Lo indicated tliat a general plan for the opening 
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of n corridor to Mukden had been prepared and approved by tlie Gen¬ 
eralissimo. ... On 5 May 1948, a coordinated attack from Mukden 
and Chinchow would be mounted to open a corridor along the railroad 
between those two points. 

The lack of a broad strategic plan for operations was so obviously 
missing that I inquired if such a plan existed. I was told that the 
Chinese Armed Forces were then operating under a “Six Months 
Plan’' and that a “Two Year Plan” had been prepared but was not 
yet approved by the Generalissimo. 

During the period between the date of the above meeting and 17 
March 1948, the following events occurred: 

The Nationalist C9th Army evacuated Kirin on 12 March and with¬ 
drew into Changchun. 

Ssupingchieh was captured by the Communists on the night of 12 
March. 

Air lift of 23,000 Nationalist troops from the Kaifeng-Loyang area 
to Sian was initiated. For this air lift, all available military trans¬ 
port aircraft was employctl, the operation extending over seveml 
weeks to the detriment of other operations I considered more impor¬ 
tant. General Hu Tsung-nan, an old friend of the Generalissimo, had 
prevailed upon him to reinforce his Sian garrison to an extent which 
was later to prove disastrous to the Nationalists in East Central China. 
Tlie loss to the Communists of the Kaifeng-Chonghsien-lK)yang area 
was a direct result of this shift of troops to the west. It has been my 
contention throughout that the strategic importance of Sian was 
higlily overrated. To this day, a large number of Nationalist troops 
remain at Sian which could have been far more profitably employed 
elsewhere. 

The greater part of two Nationalist divisions were destroyed in the 
mountains northeast of Sian because of poor reconnaissance and no 
march security. 

A meeting was held at the Ministry of National Defense War Room 
on 17 Iklarch 1948. In discussing the coming offensive to open a corri¬ 
dor to Mukden, the Chinese stated that it would take six months to 
repair the railroad between Chinchow and Hsinmin. 

On being questioned as to the amount of destruction the Nationalists 
were able to achieve prior to the evacuation of Kirin, the Chinese wore 
vague. I pointed out that a largo amount of the arms and ammunition 
in the hands of the Communists was captured Nationalist equipment 
and that the practice of permitting such material to fall into the hands 
of the Communists was prolonging the war. Although I stressed this 
point many times after that, it was of little avail. The Chinese seemed 
inherently unable to destroy anything of value. 
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At a meeting with the Generalissimo on 24 Marcli, I discussed with 
him the following subjects, among others: 

(1) The food situation in Mukden and our ability to assist by 
immediate delivery of 12 United States C—IG s out of a total of 20 
available in Japan for turnover to the Chinese. 

(2) That United States ammunition from the Pacific, destined for 
Mukden, had not j'et been moved to that city although it had arrived 
in Shanghai. 

(3) The necessity of a definite and detailed plan for the opening of 
a line of communication to Mukden. In this connection, the Generalis¬ 
simo again assured me that he intended to hold Mukden at all cost. 

(4) The Generalissimo stressed the need for .45 caliber ammuni¬ 
tion for use in the lai’ge number of submachine guns being used in the 
Nationalist Army. 

In connection with paragraphs (1) and (4) above, I was able to 
forward a memorandum to the Generalissimo on 29 March informing 
him that 1 million rounds of .45 caliber ammunition were being made 
available to him and that the transfer of 1C to 20 United States C—4()’s 
had been approved. 

A meeting was held at the Ministry of National Defense War Room 
on IG April. . . , Following the above meeting, I called on Gen¬ 

eral Yu Ta-wei, Minister of Communications, and learned that his 
office had received no instructions regarding the reconstruction of the 
Chinchow-Hsinmin railroad. He stated, however, that ho had been 
informed of the plan and was going ahead with his preparations. 

On the 29th of April, at a conference with the Supreme G-3, he again 
assured my staff that the Mukden attack would be launched on 5 May. 
He stated that the Generalissimo had ordered the attack to jump off 
not later than the 5th day of filay. . . 

On the 30th of April, my staff interviewed an officer of the Com¬ 
bined Service Forces installation in Mukden. He had only been in 
office 4 days but liad been sent to Nanking by Wei Li-huang to plead 
with the ilinistry for food and gasoline and additional air transport 
to carry it in. Ho stated that the Arm^’ had food for about 3 weeks 
and that he needed 3 million gallons of gasoline. He stated that ho 
liad had a meeting with the Supremo Staff and that ho could get no 
cooperation from the Chinese Air Force but had arranged with the 
civilian air lines to fly in an additional month’s supply of food. (Com¬ 
ment: Each day brought new facts to confirm my belief that General 
Wei Li-huang had no intention of mounting the proposed attack on 
5 May.) 

On 1 May 1948 my staff, in conference with the Supremo G—3, w’as 
informed of a victory northwest of Sian in which parts of the 2d, 4th 

8445.'t8—I 
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ami fitli Conimunist columns in that area were destroyed by the 82d 
XaUonalist Division and other troops of General Ma. A dispatch 
from General Li, Deputy Supreme G-3. then in Mukden, stated that 
^^’ei Li-huang wanted reinforcements from North China before stag¬ 
ing liis attack. General Lo Tseh-Kai, Supremo did not believe 

then that the attack would be mounted. He stated that Wei Li-huang 
was coming to Nanking to confer with the Generalissimo. (Com¬ 
ment: I determined then that if the attack did not take place as 
planned, I would recommend to the Generalissimo that Mukden be 
evacuated c^uickly before the Communists could stage their spring of¬ 
fensive, since Muktlen and Changchun could not be indefinitely sup¬ 
plied by air.) 

Having been notified that General Chiang. Deputy Chief of Staff 
of the Mukden Head(|uarters was in Nanking. I arranged a conference 
with him at the Ministry on 4 May 1948. General Chiang led off with 
a lengthv description of recent Communist movements from the north 
towards'the Mukden area, of their excellent state of supply and train¬ 
ing and of the assistance they were receiving from Russia. It was 
obvious that lie was leading up to the news that the proposed Na¬ 
tionalist attack to open the corridor to Chinchow would not bo 
mounted. 

He stated that the morale of the Mukden forces was high and 
that they wanted to fight and defeat the Communists. When asked 
“why not tlien fight now before it is too Intel”, General Chiang 
answered tliat reinforcements from North Cliina were necessary. 
He stated that a strong defense of the Mukdcn-Chinchow areas 
should be made at that time and a coordinated attack to open a cor¬ 
ridor be maile later. He advised to sit tight until the Communist in¬ 
tentions became clear and then take action. This was undoubtedly 
the policy Wei Li-huang would pui*sue in spite of all orders to Uio 
contrary from the Generalissimo and the Supreme Staff. Ihe oppor¬ 
tunity to take the initiative away from the Communists had been 
lost. It was extremely doubtful if a later attempt to open a corridor 
would be successful. 

I attended the conference mentioned above, on the aftenioon of the 
rith of May at the Generalissimo’s home. Present were the General¬ 
issimo and Madame Chiang Kai-shek, the three Mukden Generals 
mentioned above and several members of the Supreme General Staff. 
After a lengthy discoui'se by the Mukden Generals ns to the reasons 
the long awaited,Manchurian operations could not then bo staged, 
the Generalissimo asked for my opinions. I told him that I had 
heard nothing but reasons why the attack could not be mounted. 
That at a later date I was convinced the same excuses would be given 
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plus those that would develop during the interim. 1 lecommeiKkHl 
that the attack be mounted then and that if this could not be accom¬ 
plished then Manchuria should be evacuated while an opporliiuity 
still oti'ercd itself. I pointed out that O^mmunist strength in Man¬ 
churia was increasing and that if success was uncertain at this time, 
it was definitely impossible later. I funlier pointed out that (.’luing- 
chun and Mukden could not be indetinitely supplied by air. Tiie 
Generalissimo stated that because General Fu Tso-yi could not spare 
two armies from North China at that time to reinforce the Chincliow 
garrison, a reinforcement being considered necessary to the succ^ess 
of the operation, he liad decided to j>ostpone the attack to 1 August 
1048. He further stated that the troops then available in Manchuria 
would be the only ones that could be counted upon and enjoined 
the Mukden commanders to use the time available for the intensive 
training of these troops. (1 would like to point out at this time 
that the Generalissimo had directed General Wei Li-huang as early 
as the preceding winter to prepare plans and ready himself for an 
attack early in May to open a corridor from Mukden to Chinchow. 
That the Supreme G-3 and members of his division had made six 
separate trips to Mukden in an elFort to press preparations for this 
attack. That both myself and my staff luul continuously urged the 
Chinese towards this effort since early February. That General 
Wei Li-huang was able to get away with such complete disobedience 
of orders without punishment or even censure, as far as I know’, points 
out one reason why the Nationalists are losing the present war.) 

On 6 May 1948, the Sujireme G-3 had a conference with the three 
visiting Mukden Generals. General Chao hud told him that the Com¬ 
munists had learned of the i)roposed Nationalist attempt to open 
the corridor and wore moving troops to intercept the attack. Ho in¬ 
sisted that more time was needed to train and organize more troops. 
His main theme was to defend Mukden and Chinchow thus con¬ 
taining large masses of Mancliurian Communists whicli in turn 
meant the salvation of North China. The G-3 disagreed and pointed 
out that another such opportunity to wrest the initiative from the 
Communists and defeat them would not occur again. 

At a meeting on 29th May I asked whether there was any intention 
of thought being given to a withdrawal from Manchuria and was 
given a negative answer. I stated that if Chinchow fell as a result 
of inaction at Mukden, then Mukden w’as surely lost and that this 
should be made clear to Wei Li-huang. The Chief of Staff informed 
me that an agreement w’as reached at the Generalissimo's lieadquartei-s 
that if Wei Li-huang failed to assist the Chinchow garrison, ho w’ould 
be severely punished. 
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During the nioiith of May 1948, certain political and military 
developments occurred which are of interest. The National Assembly 
adjounied on 1 May after electing Chiang Kai-shek and Li Tsung-jen 
President and Vice President respectively. On 10 May the Execvitive 
Yuan resigned en bloc which brought most government efforts to a 
standstill and made decisions difiicult to obtain. A new Cabinet was 
not aj)pointed until after Inaugural Day, 20 May. General Ku Cliu- 
tung, Commander of the Ground Forces, was named Supreme Chief 
of Staff during the week ending 14 May and General Yu Han-mou 
was named as Commander of the Ground Forces. The selection of 
these ollicers to fill these highly important military posts was a dis- 
aj>j)ointment to me. Their military background left much to be 
desired. They were staunch supportei-s of the Generalissimo and it 
was obvious that their appointment was for political expediency 
rather than ability. I had met them both before and had been im¬ 
pressed by their lack of personality. 

[In view of the Chinese determination not to abandon Manchuria 
and following an inspection of certain areas there by American offi¬ 
cers. General Barr on June 2, 1948, submitted new proposals for offen¬ 
sive action in Manchuria.] 

During the period from the 20th to the 30th of Juno, my staff in 
personal conferences with the Supremo G-2 and G-3, wei*© made 
acquaintl'd with the following facts: 

Because of the serious situation forming in East Central China, the 
Generalissimo flew to Chienhsien, west of Kaifeng to personally direct 
operations. On the 24th of June he held an important military com- 
inandei's’ meeting at Sinn. In connection with this and other such 
meetings, the Minister of National Defense, General Ho Ying-chin, 
complained to me, with some bitterness, that the Generalissimo often 
issued operational orders direct without informing him or the Supreme 
General Staff. This is a well known failing of the Generalissimo’s. 
It was reported to my staff that the Chinese Air Force in a weak effort 
to support the defenders of Kaifeng, strafed Communist columns from 
elevations well above 2,000 feet. This failing was mentioned to the 
Cliinese on innumerable occasions without apparent result. Not only 
did they strafe from iiieffcctivc heights, but they also bombed from 
ridiculous elevations. It was also reported that Kaifeng was bombed 
during the Communist occupation, wdiich was later proven untrue or 
at least the results were very ineffective. 

Decision was made by the Generalissimo to defend isolated Tsinan 
to the last. (Such decisions have been costly to the Nationalists in 
troops and supplies.) I pointed out again to the Generalissimo and 
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to the Supreme Staff the futility of attempting to hold cities from 
within restricted perimetei*s by purely defensive measures against 
overpowering enemy forces. Tsinan at this time was isolated from 
Hsuchow by Communist forces at Yenchow and Taian. Although in 
considerable strength in this area the main Communist force was still 
on the Honan plains, southeast of Kaifeng. An opportunity existed 
to do one of two things. By offensive action north from Hsuchow 
and south from Tsinan, the Nationalist forces were capable of destroy¬ 
ing the Communists and reopening the corridor between Hsuchow' and 
Tsinan. The Nationalists were also capable at this time of evacuat¬ 
ing Tsinan and withdrawing into Hsuchow. Having no conhdence 
in the will to fight of the Tsinan garrison after their ineffective attempt 
to recapture Weihsien, and having heard reports of the questionable 
loyalty of some of the senior commanders, I recommended that the 
city be evacuated, and the troops be withdrawn to Hsuchow. Again, 
as in the case of Changchun, I was told that because of political rea¬ 
sons, Tsinan, the capital of Shantung Province, must be defended. 

On July 2, 1948, at the invitation of the American Military Attache, 
Brig. Gen. Robert H. Soule, I flew over Kaifeng and the area to the 
soutijeast thereof where heavy fighting was reported to be in progress. 
Reports of destruction in Kaifeng by the Chinese Air Force bombing 
and fire were proven untrue. With the exception of a few bomb 
craters outside the city walls, no effects of the bombing could be seen. 
We circled at low altitude all over the reported battle area southeast 
of the city, but W’ith the exception of a few buming houses in scattered 
villages, a few mortar shell burets, some marching troops and two 
fighter planes flying higher than we were, there was little evidence 
of the reported clash of half a million men. 

At a meeting in the Ministry of National Defense War Room on 
14 September 1948, the following observations were made by the 
Chinese: 

The G-3 stated that although completely surrounded and isolated, 
food was still coming to Tsinan from the countryside. He believed 
that an additional division could be air lifted into Tsinan to assist 
in the defense. I recommended strongly against this believing that 
the city was lost and that it only meant the loss to the Nationalists 
of an additional division. One had already been air lifted in from 
Tsingtao. I recommended, that rather than fly in additional troops, 
the present Tsinan garrison be air lifted to Hsuchow. 

On 24 September 1948 I learned that Tsinan had been captured 
by the Communists. The unexpectedly early full of the city was the 
result of a defection to the Communists of an entire Nationalist divi- 
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sioii wliicli IkkI boon entrusted with the defense of tlie western ap¬ 
proaches to tlie city. This division, former puppet troops, had been 
suspected and sliould l»nve previously been relieved. 

At a meeting with the Generalissimo on the 20th of September, the 
following matters, among others, were discussed: 

The Generalissimo expressed deep disappointment over the out¬ 
come of the battle of Tsinan and stated that its fall was unexpected. 
He said that it was necessary for a study to be made on Chinese 
strategy, tactics, training and organization of field units in order that 
the mistakes committed at Tsinan would not be repeated. He said 
that the old strategy of liolding strong points or key cities at all cost 
would have to go. 

The Generalissimo said that my reasoning was very sound and 
expresse<l tlie hope that I would attend the weekly military operational 
conference held each Wednesday in the Ministry of Defense War 
Room. lie asked that T give his operational officers the benefit of 
my experience and advice. I stated that I would be glad to comply 
with his request. 

fin view of Communist activity around Chinchow the Generalissimo 
had ordered General Wei in Mukden to take aggressive offensive 
action to relieve the pressure further south. General Rarr made the 
following comment on a meeting held October 1 in the Ministry of 
National Defense War Room:] 

T pointed out that the situation in Chinchow was extremely critical, 
that five days had passed since General Wei Li-huang had received 
orders to attack to the west and that there had been no indication of 
such an attack getting under way. I recommended that the Mukden 
t roop.s break out to the west of their position at once, ready or not. 

At a luncheon meeting on 7 October 1048 the following mattei's were 
discussed and recommendations made: 

General Ho Ying-chin announced that it had been determined to 
organize, train and equip an additional 28 strategic reserve divisions 
(three regiments in each) over and above the nine presently being 
organized and trained. I pointed out that little progress had been 
made in the original plan to form nine divisions and asked how he 
expected to handle 28 more. He replied that there were that many 
in the south and west that had been depleted in combat, were partially 
equipped, and could be brought up to strength and equipped with 
Thiited States aid supplies supplemented by Chinese production. He 
stated that his representatives would confer shortly with Brigadier 
General Laurence Keiser, my Ground Division Senior Adviser, on 
tlie plan. This was another example of Chinese grandiose planning 
without thought or regard to the possibility of its implementation. 
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General Ho stated that the Generalissimo was in I’oiping. {I'he 
Generalissimo did not return to Xankiii*’: until after the fall of 
Mukden and Chinchow. He directe<l this operation from Teiping 
witliout (he assistance of Ids Supreme Stall whom ho failed to kee[> 
informed as to what was taking place. In s^iite of this unortliodox 


procedure, the plans made and orders given were souml and had lliey 
been obeyed, the results would probably have been favorable.) 

At a meeting in the Ministry of National Defense War Koom on 1-) 
October 1948, the following matters were discussed: 

General ^Vei Li-huang had used only 11 divisions in his breakout 
to the west instead of 15 as ordered. He had been direcletl to employ 
his 52d Army to reinforce his operations. The attack had commenced 
on 9 October, 13 days after receipt of orders to attack immediately. 
Progress had been very slow to date. 

In discussing the situation at Changchun, 1 learned that the gar¬ 
rison commander, (ieneral Chcmg 'rung-kuo, had received in>lructions 
from M’ei Li-huang to coordinate his breakout with Wei Li-huang's 
attack, immediately before, during or immediately after. To date 
there had been no indications of any effort on his part to comply with 
these confused instructions and the situation at Changchim was 
obscure. 


At a meeting in the Ministry of National Defense War Room on the 
20th of October 1948, the following matters were discussed; 

A briefing by the Supreme G-2 and G-3 disclosed the loss to the 
Communists on 20 October of Changchun after the defection of the 
majority of the garrison and the suicide of the garrison commander, 
General Chong Tung-kuo. This report of suicide w’as later fouml 
to be untrue. It was reported also that Chinchow had fallen with 
four of the victorious Communist columns nlreaily moving south to¬ 
wards Hulutao. The efforts of the Nationalists to attack north from 


the Chinsi-Hidutao area had been completely unsuccessful while the 
movement southwest from Mukden of Genenil Wei Li-huang‘s armies 
was disappointingly slow. 

I asked whether or not plans had been prepared for the evacuation 
of the Chinsi-PIulutao area and upon being answered in the negative, 
I recommended that plans be made then to include shipping nece.ssary 
for the evacuation of heavy equipment and supplies, and suggested 
that the troops fight south down tlie corridor. 

I asked if it was known what General Wei Li-huang intended to do, 
since Chinchow' had fallen, and suggested that he shoid<l evacuate 
Mukden entirely and fight soutliwest with the idea of entering North 
China. I pointed out that if he returned into Mukden, the Nationalist 
Government could not supply him much longer by air and that his 
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position would deteriorate into a second Changcliun. General Ho 
Ying-chin agreed and stated that he had put this question up to the 
Generalissimo who was still in Peiping, but had received no reply. 

In a visit to G-3 on the morning of 28 October 1048, my staff 
learned of the defeat of General Wei Li-huang’s forces west of 
Mukden on 27 October. I I'ccommended that the 11 Nationalist di¬ 
visions then in the Chinsi-Hulutao area, be evacuated by sea at once 
or make a determined effort to fight their way soutli into north China 
before the main Communist strength could return to prevent it. I 
further recommended that the troops in Yinkow, and all that could 
roach Yinkow from Mukden, also ho evacuated by sea at once. I 
could not refrain from pointing out that if Wei Li-luiang had moved 
southwest promptly after receiving his orders on the 25th of Septem¬ 
ber, instead of delaying until the 9th of October, and then had 
moved with speed in the attack, he would have saved Chinchow and 
could have brought all his strength into North Chinn. General Ho 
admitted that I was correct, but stated that his hands were tied and 
that the Generalissimo had directed the entire operations alone from 
Peiping without reference to him or to the Supreme Staff. In this, of 
course, the Generalissimo was wrong, but the orders lie issued to 
General Wei Li-huang for the conduct of operations in Manchuria 
were sound. Hud they been carried out with determination and speed 
there was every chance of success. Chinchow, though sorely pressed, 
held out against the Communists long enough to enable the Mukden 
and the Hulutao-Chinsi forces to converge to their rescue had they 
moved promptly and fought witl\ suflicient determination to get there 
in time. The Nationalist troops, in Manchuria, were the finest sol- 
diei-s the Government had. The largo majority of the units were 
United States equipped and many soldiers and junior officers still 
remained who liad received United States training during the war 
with Japan. I am convinced that had these troops had proper lead¬ 
ership from the top the Communists would have suffered a major 
defeat. The Generalissimo placed General Tu Yu-ining, an officer of 
little worth, in charge of field operations, properly relegating to Gen¬ 
eral Wei Li-huang over-all supervision from Mukden where he could 
do little harm. But Tu Yu-ming also fought the battle from Mukden, 
placing the burden of active command in the field to General Liao 
Yao-hsiang, Commanding General of the 9th Army Group. Lino 
was a good general but was killed early in the action. Without top 
leadersliip and in the confusion that followed the Communists were 
able to segment the Nationalist forces and destroy them piecemeal. 
General Wei Li-huang and General Tu Yu-ming deserted the troops 
and were safely in Hulutao at the end. The efforts of the troops in tlxo 



THE MILITARY PICTURE 1945-1049 


335 


Chinsi-Hulutfto urea to relieve Chinchow were also futile. Instead of 
mounting an all-out attack with full force initiallj', which could have 
swept aside the Communists who were weakened by withdrawals sent 
against Wei Li-huang, the attack was developed slowly with troops 
being thrown in piecemeal. The attack soon bogged down with the 
troops showing little will to fight. The loss of Manchuria and some 
300,000 of its best troops was a stunning blow to the Government. 
To me, the loss of the troops was the most serious result. It spelled 
the beginning of the end. There could be no hope for Xortli Cliina 
with an additional 300,000 Communist troops now free to move against 
its north flank. 

[Following the loss of forces in Manchuria the center of activity 
shifted to Hsuchow’.] 

At a meeting in the Ministry of National Defense War Room on 
the 25th of November 1918, the following matters were discussed: 

The Supreme G-2 and G-3 briefed the assembly on the current 
military situation. The strength of the Hsuchow garrison was given 
as 270,000. Regarding supplies, it was stated that ammunition was 
sufficient but a food sliortage existed. I strongly recommended that 
Hsuchow be evacuated at once and that its troops move south against 
the rear of the Communists forces below Shusien. The G-2 reported 
that the Mukden-Chinchow i*ailroad had been restored. It had taken 
the Communists just 25 days to restore this line, a project the Nation¬ 
alists had insisted would take 6 months when discussions were under 
way conceiving the proposed Nationalist 5 May attack which never 
materialized. 

At a meeting in the Ministry of National Defense War Room on 1 
December 1948, the following subjects were discussed: 

The usual G-2—G-3 briefing disclosed that four of the nine Nation¬ 
alist armies at Hsuchow were not being employed in the attack to the 
south. I recommended that the attack be an all-out one and that all 
troops be emploj’ed with a view toward evacuating the city entirely. 
I again stressed the necessity for speed. General Ho Ying-chin stated 
that the orders issued had been to that effect. 

[Despite belated efforts of the forces in the Hsuchow area to with¬ 
draw to more easily defensible positions these forces were surrounded 
and destroyed by the Communists as were units moving to their relief. 
As it became apparent that the remaining military forces of the Gov¬ 
ernment w’ere powerless to stop the Communist armies and that their 
defeat was inevitable, steps were taken to decrease the size of Jusmao, 
for American military personnel associated with it did not have the 
diplomatic immunity accorded attaches. With the certainty that 
Nanking would fall in the immediate future and with the disorganized 
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condition of tlie Chinese armies, its period of usefulness had passed 
and orders were issued for its removal from China. On December 18 
in a tele/rrain to the Department of the Army General Barr stated in 
part: “Marked by the stigma of defeat and the loss of face resulting 
from the forced evacuation of China, north of the Yangtze, it is ex- 

Ireinelv douhtfiil if the Xational Government could muster the neces- 

% 

sary poi)nlar snp])oi*t to mobilize sufficient manpower in this area 
(South China) witli which to rebuild its forces even if time permitted. 
Only a policy of unlimited United States aid including the immedi¬ 
ate employment of United States armed forces to block the southern 
advance of the Communists, which I emphatically do not recommend, 
would enable the Nationalist Government to maintain a foothold in 
soutlicrn China against a determined Communist advance. . . . 

The complete defeat of the Nationalist Army . . . is inevitable.”] 

[General Barr summarized his views of the causes for the Govern¬ 
ment’s defeat as follows:] 

ISIany pages could bo written covering the reasons for the failure of 
Nationalist strategy. I believe that the Government committed its 
first politico-military blunder when it concentrated its efforts after 
V-fl i)ay on the purely military rcoccupution of the former Japanese 
areas, giving little consideration to long established regional senti¬ 
ments or to creation of eflicient local administrations which could 
attract wide popular support in the liberated areas. Moreover, the 
Natit)nalist Army was burdened with an unsound strategy wdiich was 
conceived by a politically influenced and militarily inept high com¬ 
mand. Instead of being content with consolidating North China, 
the Army was given tlio concurrent mission of seizing control of 
Manchuria, a task beyond its logistic dapabilities. The Government, 
attempting to do too much with too little, found its armies scattered 
along thousands of miles of railroads, the possession of w’hich was 
vital in view of the fact that these armies were supplied from bases 
in central China. In order to hold the railroads, it was also necessary 
to hold the large cities through which they passed. As time went on, 
the troops degenerated from field armies, capable of offensive combat, 
to garrison and lines of communication troops with an inevitable loss 
of offensive spirit. Communist military strength, popular support, 
and tactical skill were seriously under-estimated from the start. It 
became increasingly difficult to maintain effective control over the 
large sections of predominantly Communist countryside through 
which the lines of communication passed. Lack of Nationalist forces 
qualified to take the field against the Communists enabled the latter 
to become increasingly strong. The Nationalists, with their limited 
resources, steadily lost groimd against an opponent who not only 
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shaped his strategy around available human and material resources, 
but also capitalized skillfully on the Government’s strategic and 
tactical blundei-s and economic vulnerability. 

Initially, the Communists were content to fight a type of guerrilla 
warfare, limiting their activities to raids on lines of communication 
and supply installations. The success of their operations, which 
were pvirely offensive, instilled in them the offensive attitude so neces- 
sai*}’ to success in war. On the other hand, the Nationalist strategy 
of defense of the areas they held, develoi>ed in them the ‘wall psy- 
cholog)-’ which has been so disastrous to their armies. As the Com¬ 
munists grew stronger and more confident, they were able, by concen¬ 
trations of superior strength, to surround, attack, and destroy 
Nationalist units in the field and Nationalist held cities. It is typical 
of the Nationalists, in the defense of an area or a city, to dig in or 
retire within the city walls, and there to fight to the end, hoping for 
relief which never comes because it cannot be spared from elsewhere. 
The Chinese have resisted advice that, in the defense of an area or a 
city, from attack by modern methods of warfare, it is necessary to take 
up positions away from the walls where fire and maneuver is possible. 
Further, they have been unable to be convinced of the necessity for 
withdrawing from cities and prepared areas when faced with over¬ 
powering opposition and certain isolation and defeat, while the 
opportunity still existed for them to do so. In some cases their reasons 
for faihiro to withdraw and save their forces were politicjd. but in 
most cu.scs, they were convinced that by defensive action alone, they 
could, through attrition, if nothing else, defeat the enemy. Because 
of this mistaken concept and because of their inability to realize 
that discretion is usually the better part of valor, large numbers of 
Nationalist troops were lost to the Government. 

It must bo understood that all through the structure and machinery 
of the Nationalist Government there are interlocking ties of interest 
peculiar to the Chinese—family, financial, political. No man, no 
matter how efficient, can hope for a position of authority on account of 
being the man best qualified for the job; he simply must have other 
backing. In too many cases, this backing was the support and loyalt}' 
of the Generalissimo for his old army comrades which kept them in 
positions of high responsibility regardless of their qualifications. A 
direct result of this practice is the unsound strategy and faulty tactics 
80 obviously displayed in the fight against the Communists. 

Cooperation among and coordination of effort between the Armed 
Forces leaves much to be desired. The Ground Forces, being the old 
and dominant arm, is the source from which the large majority of top 
military positions are filled. These officers, mostly old and loyal con- 
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temporaries of the Generalissimo, have little or no knowledge of the 
newer arms; the Air Force and the Navy. Ihe Chinese Air Force, 
consisting of 81/3 groups, is far in excess of what 0 countrj- bereft of 
gold credits can support. Although it has among its personnel over 
five thousand United States trained pilots, it accomplished little, other 
tlian air-lifting troops and operating its transports for pei-sonal gams. 
There was an ever present reluctance to take a chance on losing equip¬ 
ment or pei'sonnel, which was clearly rellected in their constant refusal 
to operate at other than high altitudes. There was an ingrained 
resentment in the Chinese Air Force against killing Chinese Com¬ 
munists who had no air support. All of these factors are important 
and unfortunate because the Chinese Air Force, unopposed, could 
have rendered invaluable support in ground operations had its capa¬ 
bilities been properly employed. From a military viewpoint, the 
case of the Navy is not so important since its employment, right or 
wrong, could have had little effect on the final outcome; all operations 
were land based. From an economic viewpoint, the Navy could have 
been of inestimable value in suppressing smugglers in Hong Kong- 
Canton watei-s had it been willing to suppress and not participate. It 
was completely relieved of this mission in March 19-48, and reputedly 
millions of dollai-s in customs revenue continue to be lost to the 
Government. * 

It might be expected that the Communists, being Chinese them¬ 
selves, would also suffer from these faulty Nationalist traits and charr 
acteristics, and to a certain o.xtent they do, but they have wisely 
subordinated them and made their ideology of Communism almost a 
fetish. By means of total mobilization in the areas they control, 
propaganda, and the use of political commissars within their armed 
forces, they maintain loyalty to the established order. Their leaders 
are men of proven ability who invariably out-general the Nationalist 
commanders. The morale and fighting spirit of the troops is very 
high because they are winning.* 


III. AMERICAN ADVISORY GROUPS IN CHINA 

LEGISLATION AND AGREEMENTS 

As of V-J Day American forces in Chinn numbered approximately 
60,000 men. Though redeployment to the United States was com¬ 
menced soon thereafter, Headquarters, United States Forces Chinn 
Theater, and its component units continued to provide assistance to 
the Chinese Government, planning and implementing the redeploy- 


•Thla concludes the quoted portion of General Barr’s report 
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ment of the Chinese Nationalist Army, supervising the turnover to 
the Chinese of military supplies, and conducting and assisting in the 
repatriation of Japanese forces. Simultaneously tlie Marines in 
North China were repatriating Japanese and maintaining control for 
the Government of the lines of communication in that vital area, a 
service of great military signiScance in view of the fact that all avail¬ 
able Chinese and American facilities were being strained to enable 
the Chinese to occupy other key areas and in view of the logistical 
difliculties which would have faced the Chinese if they had occupied 
this area at an early date and depended for supplies on Central China, 
to which no railroad connections had been opened. 

Concurrent with this assistance plans were prepared for the form¬ 
ation of military advisor}* groups which had been requested by the 
National Government. Annex 170 sets forth a memorandum of con¬ 
versation between President Truman and Dr. T. V. Soong on Septem¬ 
ber 14, 1945, in which the question of American military assistance 
to China was discussed. It was the original intention of the United 
States in 1945 that military assistance would be designed to assist 
in the reorganization and consolidation of the various Chinese armies 
under the terms of general principles which had already been agreed 
to by the National Government and the Chinese Communists. This 
whole concept was implicit in the mission of General Marshall. It 
was the hope at that time that civil strife could be avoided and, 
therefore, no American military assistance could, as President Truman 
stated, be diverted to fratricidal warfare or to support undemocratic 
administration. 

With this in view the Nanking Headquartei*s Command was acti¬ 
vated on February 20, 1946. On February 25, 1946, the President 
issued a directive to the Secretaries of State, War, and the Navy as 
follows: 

“The Secretaries of War and the Navy are authorized and directed 
to establish jointly a U. S. Military Advisory Group to China. The 
strength of the Advisory Group shall not exceed one thousand officers 
and men e.xcept as authorized by me in the light of possible future 
political and military developments. 

‘The Secretary of State will conduct the necessary negotiations 
with the Chinese Government. 

“Tile object of this Advisory Group w’ill bo to assist and advise the 
Chinese Government in the development of modern armed forces for 
the fulfillment of those obligations which may devolve upon China 
under her international agreements, including the United Nations 
Organization, for the establishment of adequate control over liberated 
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arcus in China, including Manchuria, and Formosa, and for the main- 
lonancc of internal peace and security.” 

Pursuant to the receipt of this directive the military services moved 
to formalize the status of the advisory groups as such and to assign 
them appropriate missions. There were initially two groups an 
Army Advisory Group which included army, air and supply advisers, 
and a Naval A<lvisory Group. Legislation was likewise requested in 
order to provide authorization for their operation after the expiration 
of tlio President’s wartime powers under which they were initially 
being cslablislied. A bill to provide military advice and assistance to 
the Republic of China was introduced in the Senate on June 13, 1040, 
ns S. 2337 of tbc 70th Congress, 2d session. A similar bill was intro¬ 
duced into the House on June 14, 1040, as 11.H. 070;>. The Committee 
on Foreign Alfaii-s of the House reported favorably on H.R. 670"), but 
no other action was taken in the 70th Congress on these bills, both bills 
dying with the termination of the 2d session of the <0th Congress. A 
Alilitary and Naval Missions Bill (H.R. 2313 and (TjO, 80th Con¬ 
gress) providing for the detail of such missions to foreign countries 
was introduced in the succeeding Congress, passing the Hou^ but not 
the Senate, where it was referred to tlie Senate Armed Services Com¬ 
mittee. The Navy obtained legislative authorization for the establish¬ 
ment of a Naval Advisory Group through Public Law 512 of the 7i)th 
Congress, which authorized the transfer of 271 ships and craft to 
China and the detailing of 300 navy personnel to assist the Cliinese in 
naval mattei-s. Pending the procurement of legislative authorization 
for the other components of the advisoiy gi-oup and pending decision 
on the advisability of establishing joint or separate groups, it was 
determined not to negotiate a formal agreement with the Chinese Gov¬ 
ernment. Informal discussions, however, resulted in a draft agree¬ 
ment which governed Sino-Amcrican relations in this regard during 
tlio existence of the groups. On September 17, 1948, advisory per¬ 
sonnel in Cliina wore charged with the establishment of a joint advi¬ 
sory group, knoAvn ns JusMAo-China, consisting of Army, Navy, and 
Air units, together with a Combined Services Group and a Joint Advi- 
S 017 Staff. JussiAO was formally activated on November 1, 1048; 
because of the deteriorating militai^ situation its removal from China 
was ordered prior to the end of the year. 

THE JOINT ADVISORY STAFF 

In order to coordinate the activities of the separate components of 
JusMAO in their dealings with various agencies of the Chinese Govern¬ 
ment, the Joint Advisory Staff, was established. This group was 
charged with the responsibility of reviewing advisory papers being 
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transmitted to the Chinese Minister of Defense, und of providing 
advice to ai)propiiate ollicers of the Ministry of Defense and of the 
Supreme Staff. In view of the conflicting lines of authority which 
hud existed under the duplicating divisions of the old National ^\’ar 
Council, the Chinese Minister of National Defense faced a dillicult 
problem in establishing clearly defined opeiating procedures. Among 
the projects embarked on by the Joint Advisory Statf were tlie for¬ 
warding of advice on the operaliotis and functions of the Supreme 
Staff, and on the various pei-sonnel, intelligence, training and supply 
activites which it supervised in its overall direction of all the anned 
forces of China. 

THE NAVAL ADVISORY DIVISION 

The Navy Advisory Group, and its successor, the Naval Advisory 
Division of Jusmag, were primarily concerned with assisting the 
Chinese Government in naval mattei-s, training Chinese crews to man 
the ships transferred under Public Law ol'2 (l.'U sucli ships were 
eventually transferred) and rendering the Chinese technical advice 
on the operation and maintenance of these vessels. The activities of 
the group were designed to i)lace the Chinese Government in a better 
position to protect and improve the safety of navigation in its watei*s 
and to make it possible for the Chinese to assume naval responsibility 
in that area, particularly with regard to the repatriation of Japanese 
and the movement of Chinese armies. To accomplish these objectives 
a Naval Advisory Staff was established at Nanking and a joint 
advisory organiziition was initiated through which advice was for¬ 
warded to the Chinese Ministry of National Defense. The senior 
member of this group advised the ranking oflicers of the Chinese Gov¬ 
ernment on purely naval matters and similar stuff advisory relation¬ 
ships existed on all levels of the organization. A training gioup was 
establislied at Tsingtao to form and train Chinese crews wliich were 
to operate the ships transferred to the Chinese Navy. This unit pro¬ 
vided not only afloat training of crews but also conducted shore-based 
schools. It assisted the operating units of the Chinese Navy in 
maintenance, repair, and spare parts procurement and in every w’ay 
had an immediate and direct influence on the indoctrination ami li nin- 
ing of the Cliinese Navy. Other imits of this group w’ero established 
at Shanghai to assist in the activities being carried on at the Kiang^van 
Dockyard, and at Canton to assist in anti-piracy and anti-smuggling 
operations. A final report prepared by Naval Advisory Division 
personnel listed among the accomplishments of the Naval Advisory 
Mission the following, to name only the most significant: 

The initial rehabilitation of the Cliinese naval force and the intro¬ 
duction of modern naval thought into the various levels of the Navy 
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with a resultant reorganization of Cliinese Naval Headquarters; 
introduction of an elemental operating system, an operating corps, and 
an oflicer training program for this corps; establishment of a modern 
naval medical service; assistance in the organization of systematic 
pei'sonnel procedures; establishment of a modern naval training center, 
and the ultimate training in this center of over 300 Chinese officers 
and 3,000 Chinese enlisted men. 

Since the Chinese Navy was not opposed by a Chinese Communist 
Navy it was never combat tested, though the assistance provided by 
tlie Naval Advisory Group enabled the Cliinese Navy to reach operat¬ 
ing standards it would not otherwise have achieved. The Chinese 
Navy did not satisfactorily perform what could have been a major 
service, the complete interdiction of junk traffic by which Communist 
forces in Shantung received supplies and reinforcements, nor did it 
perform satisfactory service in those operations in the Gulf of Chili 
when by bombardment it could have rendered notable assistance to 
ground forces engaging the Communists in the Hulutao area. 

During the closing months of 1948 and the early months of 1949 
there was evidence that the morale of Chinese naval personnel was 
so low and the will to fight so lacking that Chinese Naval Headquarters 
had hesitated to permit naval vessels freedom of operations lest tliey 
desert to the Communists. 

THE AIR ADVISORY DIVISION 

The Air Division of the Army Advisory Group, forerunner of the 
Air Advisory Division of Jusmao, was established to assist in the 
modernization of the Chinese Air Force and to provide the Chinese 
technical advice on the maintenance and operation of such an air force. 
During the war United States and Chinese air force personnel had 
been integrated into a Chinese-Amcrican Composite Wing of the 14th 
Air Force, and in combat operations conducted by this unit the Chi¬ 
nese performed creditably. Chinese pei'sonnel to man this unit and the 
post war Chinese Air Force were for the most part American-trained 
under a program through which, according to the Department of the 
Air Force, prior to and succeeding V-J Day over 5,000 Chinese 
received intensive instruction under a United States supervised train¬ 
ing program. 

During the war transfers of airplanes and other air materiel were 
initiated in order to provide the Chinese Government with an air force 
commensurate with its needs. After V-J Day transfers of planes and 
equipment were continued under a program designed to provide the 
Chinese with an 8V^ group air force, until a total of 936 planes had 
been made available, the bulk of these after V-J Day. Because of the 
close wartime cooperation between American and Chinese air force 
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pei'soiuiei the estiiblislunent of an air force unit in (lie Advisory Grou]> 
represented a continuation of certain wartime assistance. -Vfter the 
inactivation of the Chinese-Anierican Composite Win«r. United .States 
Army Air Corps cadres were placed with 13 Chinese .Vir Force units 
and those advisory units were already in operation, when on February 
20, 1040 establishment of a Military Advisory Group was authorizetl 
by the President. 

Though the ultimate objective of the .\ir Division was to assist 
in the development of a modern air force, much of its early activities 
consisted of giving the Chinese Air Force advice on receiving, 
storing, and maintaining the vast amounts of United Stales surplus air 
equipment made available to it. Simultaneously, .stei)s were taken to 
lay the groundwork for an air force organization fitted to ('hine.se 
needs and capabilities. Work in this regard continued throughout 
the existence of the Air Division and as experience dictated, changes 
in organization wei-e recommended. 

In August 194C, Air Division teams advising Chinese lighter grotips 
actively engaged in combating the Communists were withdrawn on 
the order of General Marshall to i)revent further involvement in the 
Chinese civil conflict. Advice and guidance continued, however, on 
problems such as planning an adequate training system for the Chinese 
Air F orce, establishing an adequate personnel management system, 
instituting coordinated supply procedures, developing suitable tables 
of organization and equipment for the Chinese Air Force, and develop- 
mg proper operational procedures. 

Air Division teams were established at certain Chinese Air Force 
bases such us Peiping, Chengtu and Hankow’, and personnel were as¬ 
signed to provide appropriate advice to units such as the Chinese 
Flying School at Hangchow’ and the Air Technical Service Command 
at Shanghai. ' 

Despite the advisory assistance provided, the Chinese Air Force 
never attained satisfactory operating standards. Bombing operations 
were usually conducted from such an altitude that accurate bombing 
of military targets was impossible; strafing of enemy troops was car¬ 
ried on at altitudes of from 1,500 to 2,000 feet; supply drops to be¬ 
leaguered garrisons and units were made from such altitudes that 
considerable quantities of the supplies dropped fell into the hands 
of the beseiging Communists. 

In the final report prepared by the Air Advisory Division the fol¬ 
lowing comments wore made: 

“Without a doubt (China’s ravaged economy cannot support an 
establisliment based on tactical groups even if the present exorbi¬ 
tant personnel overhead were par^ in half. Without some economic 

844538—40-26 
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recovery it cannot afford an air force of any size. Their air plans 
appear to take no cognizance of national economy nor do they indi¬ 
cate a sense of values witli respect to the internal economy of the air 
force. A big organization for face-building purposes is uppermost 
in their thinking. Aid through low cost support or outright grants 
encourages this prodigality. 

“The Caf has questionable value as a military ally mainly because 
of their inability to conduct their administrative and logistical func¬ 
tions satisfactorily. It will take years of basic and specialized educa¬ 
tion to correct this deficiency. Direct supervision by U. S. personnel 
down to the departmental level in squadrons would be nece^ry to 
produce acceptable results. Their fighting qualities in the civil war 
have been of an e.\tremely low order. However, during the Japanese 
War when they had a cause in which they believed, they performed 
creditably while following American flight leaders. 

“An advisory ])rogram is inextricably tied to an aid program. 
Advisoi-s invariably find that aid assists them to accomplish their mis¬ 
sion. Advisory groups arc used by the recipient nations, purposely 
or not, as a powerful means of fostering inci-eases or in obtaining 
favorable action on aid requests. If the recipient requests advice 
merely to get aid, the advisory relationship is not sound and should 
not bo undertaken. It is believed that China presently falls in this 

category. ..... 

‘‘It is not believed thut an objective of ‘a China that is militarily 

strong’ can be attained in the foreseeable future even if it is desirable. 
Therefore an advisory program based on this objective ns a considera¬ 
tion is not considered feasible.” 

THE COMBINED SERVICE FORCES ADVISORY DIVISION 

The Combined Services Division of the Army Advisory Group, 
later reorganized under Jusmao as the Combined Service Forces Ad¬ 
visory Division, was established to advise and assist the Combined 
Service Forces of the Republic of China in the development of effec¬ 
tive supply techniques and procedures. 

During the closing year of the war against the Japanese, through 
the efforts of Headquarters, United States Forces China Theater, 
United States and Chinese forces in China cooperated closely in the 
development of an efficient supply system under the direction of a 
combined Chinese-Aniericon sUff. Chinese commanders had tradi¬ 
tionally been hesitant to commit their forces and equipment to battle 
since men and rifles lost in combat were usually not replaced, and tiie 
commander would find himself without a unit commensurate with 
liis rank. Because of tliis particular fact, the development of supply 
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and replacement procedures was necessaiy in orcler to instill in com* 
manders a willingness to risk their units in combat. In 4leveloj)ijig 
such a supply system during the war, American persotinel partici¬ 
pated with Chinese in all phases of supply work. The establishment 
after V-J Day of a Combined Services Division represented, therefore, 
a continuation of wartime assistatjce. This group, among other con¬ 
tributions. rendered the following assistance: 

Provision of advice on the development of an organizational pat¬ 
tern for a Chinese supply S3’stem; 

l*rovision of advice and assistance on the organizatioti ami con¬ 
duct of training courses for all service schools; 

J*rovision of advice and assistance in the inventory, requisitioning, 
withdrawal, and disposition of United States surplus equipment sold 
to China and being handled bj’ the Board of Supply of the Executive 
Yuan; 

Provision of advice and guidance for such vital activities as the 
medical, finance, ordnance, signal, transportation, and engineering 
services. 

THE GROUND FORCES ADVISORY DIVISION 

The most important of the various C(jinponents of Jusmac and its 
predecessor organizations was the Ground Forces Advisory Division, 
successor to the Army Advisory Group which was established to pro¬ 
vide an organization to advise and assist the Chinese Ground Forces. 
In this connection a brief review’ of the activities along these lines 
being conducted under the direction of Headquarters, United States 
Forces China Theater, as of V-J Daj’ is pertinent. In order to de¬ 
velop a Chinese Army capable of effective operations against the 
Japanese, General Stihvell had embarked oti a program initiall}’ con¬ 
ceived on a more limited scale by the Mngruder Mission, to train and 
equip 39 ground-force divisions. Under his direction five such divi¬ 
sions were trained and equipped in Burma, subsequentlj' performing 
creditably in combat, and an organization was established in China 
to carry on similar activities there, though little had been accomplished 
in the latter ax’ea because of the limited military supplies being flown 
over the hump. Under General Wedemeyer the 39-division program 
was carried forward. The additional number of personnel and the 
added tonnage of supplies arriving in China made possible its rapid 
implementation. Another and by far the most significant factor in 
its successful development was the close cooperation which existed 
under the direction of Headquarters, United States Forces China 
Theater, between Chinese and American personnel on all levels. This 
mutual cooperation was of significance since the prime problem facing 
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United States forces in China under the command of General Wedc- 
meyor was tlic combination of Chinese manpower and resources witli 
American equipment and training to develop militar 3 ' forces capable 

of meeting the Japanese in combat. 

In order to assist in the development of integrated plans between 
the Chinese and American units then operating in China, joint Chi- 
nese-Anierican staff meetings were held at Chungking and at other 
appropriate centers, though command of the forces of each country 
ixmained solely with the ollicers of that country. Schools were estab¬ 
lished to prepare Chinese military personnel for all phases of work 
with ground forces operations. United States officers wore assigncxl 
to ground units to give operational advice on all levels and under all 
conditions, including active combat. This program to train and equip 
Chine.se divisions progresse<l so satisfactorily that by mid-August 1045 
Cliinese forces were concentrated in South China for a major offensi\c 
operation—which was overtaken by V-J Day prior to its initiation. 
Thus, ns of V-J Day, there existed effective United States-Chineso 

cooperation <in all pluises of ground force activitj’. 

Following V-J Day United States forces in China continued cer¬ 
tain assistance to the Chinese Government, particularly in the rede¬ 
ployment of Chinese armies, the repatriation of the Japanese, and in 
effecting arrangements for the transfer of surplus militai’y material. 
The Ground Forces Section, Nanking Headquarters Command, was 
the agency originally established to continue providing advice and 
assistance after the inactivation of major United States headquarters. 
This section, organized in April of 1946, was succeeded by the Army 
Advisory Group. Initially the advice and assistance which it could 
render were limited to the organization and functioning of Chinese 
(iround Forces Headquarters, and to the establishment and operation 
of schools. The Division was not authorized to make recommenda¬ 
tions concerning the organization or equipment of ground force units, 
nor to carry on advisory activities directly involved in the training 
of the Chinese units. These functions were the responsibility of the 
Peiping Executive Headquarters in connection with its efforts to re¬ 
duce the size of the Nationalist and Communist armies under the 
terms of the Tripartite Agreement. Following the inactivation of 
the Peiping Executive Headquarters, the restriction on advice con¬ 
cerning the organization and equipment of Government units was 
lifted. The prohibition against advisory activities directly concerned 
with the training of Chinese Government units and the operation of 
training centers was relaxed later to permit Army Advisoi*y partici¬ 
pation in various Chinese Ground Forces training centers. The pro¬ 
hibition against participation in training activities north of the 
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Yangtze River (except for the Cavalry Scliool at Tienshui and tlu* 
Army School at Hsuchow) was never relaxed. Consideration will be 
given later to the policy determination underlying tlie decisions not 
to relax certain of the provisions governing atlvisory group activities. 

In a report prepared by the (jiound Korces Advisory Division of 
JusiiAG immediately prior to its inactivation, the following analysis 
of projects accomplished and unfulfilled was presented : 

‘‘The tangible results of the advice and assistance given to the 
Cliinese Ground Forces during this period are in general terms: 

“a. The development of the Ground Forces Ileadquartere into an 
organization capable of operating in a barely satisfactory manner. 

“b. The establishment of the Ground Forces School svstem and the 
operation of the Infantry and Artillery Schools and the Ground Stall 
College in a fairly efllcient inatiner. 

“c. The establishment of the system of Training Centei*s. 

“d. Training of the 204th and 2()5th Divisions at Taiwan. 

“e. A decided improvement in the operation of the Army Militarv 
Academy at Chengtu, and its branch Oflicer Training Classes at Tai¬ 
wan and Hankow, and in the operation of the Cadre Schools at Tai¬ 
wan, Nanking, and Canton. 

“The principal accomplishment of tl>e Ground Forces Advisory 
Diyi.sion during this period was the indoctrination of thousands of 
Chinese oilicers with United States principles of organization, with 
United States staff methods and procedures, and with United States 
methods of instruction. The results of this indoctrination together 
with the benefits which may result from the close association of many 
Chinese officers with United States Army oflicers cannot be evaluated 
at this time. I hose results would have become increasingly apparent 
during the next two or three years. 

“The Ground Forces Advisory Division did not accomplish those 
things which it was hoped would be accomplished by the end of 1948. 
The progress of the Chinese Ground Forces as a whole has not been 
satisfactory. The following have adversely affected the desired prog¬ 
ress of the Chinese Ground Forces to a degree far greater than was 
expected in the summer of 194G. 

“a. The requirements for the prosecution of the civil war. 

“b. The continued deterioration of Chinese currency in terms of 
its purchasing power. 

“c. The lack of funds and the consequent lack of equipment, suj)- 
plies, housing, etc. 

“d. The lack of positive ‘command pressure.’ 
e. The passive and, at times, active resistance to change when that 
change would reduce the power or prestige of the individual affected. 
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“f. Tlie fact that uach decision was not based primarily on military 
considerations alone, but was influenced to a considerable degree by 
‘political’ and ‘personality’ considerations and the desires (at times, 
almost the demands) of subordinate commandei-s. 

‘‘g. Incompetence of individuals occupying key positions and, until 
early 1948, tlie pliysical absence from Ground Forces Headquartei-s of 
the Chief, Chinese Ground Forces. 

•‘li. The failure of commanders of nil echelons to delegate authority 
and responsibility to their staffs and subordinate commandei*s.” 

The activities of the Group m<»st directly concerned with assisting 
the Clnnese Government in its civil strife were those connected with 
advisory group participation in Chinese training centei'S. In July 
1947 the Cliinese Ministry of National Defense issued a directive 
establishing a grtmnd force training center in Taiwan and in December 
1947 it ordered atlditional centers established. In October 1947 the 
Department of State informed the War Department that it agreed 
lo the i>articipation of the Army Advisory Group in the training 
activities of tlie Taiwan divisional training center. 

Tlie memorandum to the War Department setting forth tlie position 
of tlie Department of State read as follows: 

“The Department of State is prepared to agree to participation 
by the Aag in the training center at Takao provided that (1) Aao 
will not participate in any other similar training center without prior 
concurrence of the Department; (2) the assistance in the form of 
materials supplied by tlie U.S. will be limited to training aids; (3) 
eveiy effort will be made to minimize publicity to the effect that this 
action constitutes direct U.S. participation in the civil war; (4) 
arrangements be made that U. S. officers concerned shall be briefed by 
the Embassy on the political situation in Formosa to the end that they 
will so conduct themselves as to avoid Aao and the training center 
from being drawn into the controversy which has developed between 
the island inhabitants and the authorities of the Central Government.” 

'Die 205th Chinese Divisioh was selected as the first unit to be trained 
in this center, but it was not until the middle of November that arrange¬ 
ments for this had been completed by the Chinese. The fli'st group of 
American advisers arrived in Taiwan for pei'manent duty in December 
1947. In March 1948 authorization was granted for advisory group 
participation in the training activities of the Nanking Training 
(.’'enter, and in July further authorization was gninted for participa¬ 
tion in the training work of Chinese Army Centers at Canton, Hankow, 
and Cliengtu. Limited participation in the Hsuchow Center was 
likewise authorized. 



THE MILITARY PICTURE l‘M.>-1949 


349 


Tiie final report of the Ground Forres Advibory Division contained 
an evaluation of the work of these training centers, the substance of 
wliich is given in the following paragraphs: 

Of these Chinese training centers, only tho one at Taiwan produced 
satisfactory results. In this center two divisions, the 201th and 20.">th. 
were highly trained according to Chinese standards, and two addi¬ 
tional ones, the 201st and 20Cth, received training which was average 
by Chinese standards. At Canton the 154th division likewise received 
training judged average by Chine.se standards, but unsjitisfactory by 
American standards. These were the only significant results produceil, 
although the center at Nanking made a valuable contribution in the 
training of cadres for certain of the other training centei-s. Opera¬ 
tions were handicapped by a lack of funds and technical equipment, 
the failure to relieve units.south of the Yangtze to pai ticipate in train¬ 
ing activities, and the failure of the Chinese to attempt to implement 
effectively this program despite the Generalissimos directive that a 
modern training and replacement system would be operated. The 
Nanking center, primarily designed to train individual replacements 
for divisions which could not be relieved from front line duty to 
receive training, was likewise handicapped by the indifference of the 
(diine.se to this need and their unwiliingne.ss to implement the 
Generalissimo’s directive initiating such a training program. Through 
the center, none i-eceived any significant degree of training owing to 
the unwillingness of the Chinese to leave them in the center for any 
appreciable period. The failure of the military to carry out the 
Generalissimo’s directive in this instance was typical of many similar 
situations where ordere issued by senior Chinese officers after 
consultation with advisory group personnel were successfully evaded 
by subordinate officers. 

Though the center at Hankow could have accomplished its mission 
of training individual replacements, it suffered from the same diffi¬ 
culty as the one at Nanking. The Canton training center, primarilj’ 
designed to train cadres, W’as ordered established in December 1047. 
In the next two to three months Chinese staff members were a.ssignod, 
but prior to the end of May little else was accomjilished, when officers 
from the advisory group were permitted to inspect the area, which 
proved completely unsuited for the projected activities. The center 
^as moved to Canton in June and on Julj’ 1 American advisers 
departed to assume duties there. A preliminary cadre training course 
initiated in early August of 1948 was highly successful due to tho fact 
that 19 American trained instructors were available. However, this 
school did not start re^lar operations until the first of November 
because the three divisions concerned did not furnish their cadres 
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until that time, nor were the cadres ever made available simultaneously 
for full and effective training. 

The unsatisfactory results which attended the efforts of United 
States advisory personnel to develop in the Chinese Army cffectiAC 
(rainin*; and replacement proccdiii’es may he attributed in part to the 
Chinese attitude toward replacements and their traininji. Recruit¬ 
ment was at all times disorfranized. Separate commanders were fre- 
cpiently authorize<l to jjo into an area to prooirc “recruits, pe^lerall^ 
coiiscri])ls or lueu impressed into duty. Provincial governors ho had 
tli(‘ir own replacement problems jjave little heed to Government levies. 
Conscripts enroute to army centers would frequently be impressed by 
local coinmandci's. Those who did arrive at army centers were fre- 
quontl)’ assi"nod immediately to units withoiit further traininjj. At¬ 
tempts to modernize this sy.stem met with widespread opposition, and 
it was at one time reported that field commanders had demanded that 
no drastic change he made in the Chinese system. At various times 
in many of the Ground Forces Advisory Division projects it became 
apparent that the lack of positive command pressure made successful 
operations diflicult. if not impossible. Tn view of the resistance to 
change to more efliicient procedures which would have reduced the 
prestige of individuals affected, this lack of command pressure doomed 
many projects to incomplotion. Operations were influenced therefore 
to a large degree not by military ncce.ssity but by political and per¬ 
sonal factors, and the desires of the individuals concerned rather than 
the basic military needs of the country. 

This inability to prod the Government into effective action where 
personal interests were involved was accentuated by the incompetence 
of the individuals occupying high positions in the military chain of 
command. Advisory activities were further complicated and hin¬ 
dered by the fact that the Chief of the Ground Forces, General Ku Cliu- 
tung, was not present at Ground Forces Headquarters but remained 
in command of a field unit. No decision could bo made by bis senior 
f)fficer8 without prior reference of the question to him. 

Similar unsatisfactory results met the advisory group’s efforts in 
May 1948 to encourage tlic Chinese in the estnblishment south of the 
Yangztc of a 38-division strategic reserve to be composed of divisions 
not involved in combat, which were to be trained to high standards for 
use against future eventualities. Lack of adequate planning by appro¬ 
priate Chinese headquarters for personnel and transportation, and 
failure to develop the training centers previously described hindered 
any effective action on this plan. When military conditions became 
critical in October 1948 the Government, recognizing the need for such 
a strategi(5 reserve force, requested further assistance from the advisory 
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«;iouj). but jitleinpts to initiate action on this program were overtaken 
by the rapidl}’ developing military situation. In the final advisory 
group report it was noted that because of the Chinese characteristics 
of not agreeing to decentralized authority, unwillingness to place 
responsibility on command levels, and a tendency to compartmentalize 
all work, a large number of advisei-s would be required to carry such 
a project forward. The conclusion set forth in this report was that 
effective advisory results in such a situation depended on advisory 
assistance and indirect control at least down to the regimental level. 

COMPARISON or AID TO CHINA WITH AID TO GKEECK 

As it became evident to all observei's that the Communists were win¬ 
ning the war, despite American aid and assistance to the National Gov¬ 
ernment in the form of the advisoiy mission and transfers of equip¬ 
ment and grants, the role of the advisory groups was reviewed. A fre- 
(luently recurring suggestion was that it be increased in size, that 
considerable additional quantities of military equipment be made 
available for transfer to the Chinese through it, and that the directive 
governing its operations be relaxed, to permit more direct United 
States involvement in the training and operations of Chinese army. 
The most frequently raised question was that Clxina be put in the 
same category as Greece with respect to the receipt of military aid 
and advisory assistance. 

In this connection a brief comparison of the commitments involved 
if this had been embarked upon is pertinent. Greece, a country of 
about 51,000 square miles, has a population of 7.4 million, approxi¬ 
mately that of greater Shanghai and its environs. China is com¬ 
prised of approximately 450 million people. In Greece, armed forces 
of between 150,000 to 200,000 men have been opposing guerrilla units 
containing approximately 20,000 effectives, holding no cities or centers 
of population and being restricted for the most part to mountain border 
areas. It is recognized, however, that the Greek guerrillas received 
supplies from the Communist countries to the north of Greece. The 
Chinese Nationalists by late 1947 had a superiority over the Commu¬ 
nists of only about 2^ to 1, with 2^ to 3 million Government troops 
lacing 1 to V /2 million Communists, w’ho at that time controlled ap¬ 
proximately one fourth of China’s lands and people. To have sup¬ 
ported the Government’s military operations in China to the same 
comparative degree as those in Greece were supported would have 
required an advisory group of many thousands, unpredictably large 
amounts of equipment, and the involvement of United States advisors 
in the direction of modern large-scale war, and rather than repre¬ 
senting a calculated risk it would have represented an incalculable 
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ri>:k. To have einhaikecl on such a project tliis Govenunent would 
liave justly felt that there should have been more assurances of possible 
success than had been provided by the previous record of the Chinese 
Cioveriunent in its military operations. There was no reason to think 
that the furnishing of additional military assistance would substan¬ 
tially alter the pattern of military developments in China unless a 
great number of Americans were involved, possibly in actual combat, 
and unless this Govenunent were prepared to underwrite permanently 
the success of the Chinese Government's military operations. Nor 
was there any evitleiu'e that the means were in sight to enable the 
Chinese Government, even with extensive United States economic as¬ 
sistance, to delay more than temporarily the rapid deterioration of 
economic and political coiulitions. Further involvement of this na¬ 
ture would, however, have lH*en most accej)tablc to the Chinese 
Government. 

In this connection it should be noteil that during consideration 
by the Congress of an aid program for (dtina in 1918, the House in 
the enabling bill placed China in the same category as Greece with 
regard to the receipt of military aid. 'I'he Senate Foivign Kelations 
Committee, however, ivwrote the j)rop«)sed bill, specifically wording 
the ])ortion dealing with additional aid through grants in order to 
avoid having (’hina placed in the same category as Greece with respect 
to military aid. 

During debate in the Senate on March 29,1948, regarding the China 
aid program, Arthur II. Vandeid>erg, Oiairman of the Committee on 
Foreign Kelations of the Senate, made the following statements: 


“'i'he Committee on Foreign Relations wishes to make it unmistaka¬ 
bly clear, in this, as in all other relief bills, that there is no implication 
that American aid involves any continuity of obligation beyond 
specilic, current commitments which Congress may see lit to 
make. . . . We do not—we cannot—underwrite the futui*e. 

. . It is a duty to underscore this i*e.servation in the case of 
China because we find hei*e many imponderables as a i*esult of the 
military, economic and social pressures which have understandably 
undermined her stabilities, and prevented or postponed the internal 
reforms which oven her surest friends readily concede to be not only 
desirable but essential for the Chinese people and for the Nationalist 
Government. . . . We cannot deal with the Chinese economy on 
an over-all basis, us we have done in the European recovery program. 
China is too big. The problem is too complicated, ... As in 
rho case of Greece and Turkey, your Committee recognizes that mili¬ 
tary aid is necessary in order to make economic aid effective. It pro¬ 
poses to make inilitni*y supplies available, at China’s option. For 
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fliis or any other pmpose, at China's option, a "rant of !?irto,()0i>,0(i0 
is included in the hill. . . . \ ovir Committee believes, as a matter 

of elementary prudence, that this process must he completely clear 
of any implication that we are underwriting the military campaign 
of the Nationalist GovernmeJit. No matter wliat our heart s desire 
might be, any such implication would be impossible ov^r so vast an 
area. Therefore, for the sake of clarity, we prefer to leave the initia¬ 
tive, in respect to these particular funds, in the hands of the Nationalist 
Government. . , . Under another law, the United States will con¬ 

tinue to furnish military advisers to the (ioverninent of China at her 
request. . . . Their capacity is advisory only. Nothing in the 
Iiending bill ultei-s these limitations in any aspect. . . . \\ e have 
undertaken to write this new jnovision into the law in a fashion which 
least commits us to make jnilitaiy cooperation on oui' own re-iponsi- 
hility.” 

During the same debate Senator Connally said : 

“There is an item of $100,000,000 which is not earmarked. . . . 

It is in the nature of an outright grant to China for her use, under 
her own responsibility for whatever great and cj-itical need may ai ise. 
There is not a word in the bill regarding military supplies or military 
aid. It is, of coui*se, entirely probable that the $100,000.0t)0 grant 
may, if the exigency should arise, be utilized by the Central Govern¬ 
ment of China for the purchase of munitions, equipment and arms. 
. . . This measure is the best plan or device we could bring about 

in the Committee to exteiul aid to Chinn, without making haul and 
fast commitments which we <lid not feel it was wise to make.” 


The Greek-Turkish proviso was deleted by the Congres.s prior 
to the passage of the enabling bill. Following passage of the enabling 
legislation the House of Representatives inserted into the appi-opria- 
tion bill passed by it on June 4, 1948, the proviso that aid beiiig extend¬ 
ed to China be placed in the same particular category as that being 
extended to Greece and Turkey. On June 15,1948, the Senate approved 
certain amendments to tlie foreign-aid jippropriation bill, 1949, one of 
which removed the Greek-Turkish proviso cojitained in the House 
bill. On June 19, 1948 the foreign-aid appropriation bill was sent to 
conference. The conference report shows that the total amount of aid 
to China w’as reduced from $463 million to $400 million, the Greek- 
Turkish proviso was removed, and the $125 million grants were thus to 
be made available to China in accordance with section 404 (b) of the 
China Aid Act of 1948. The Foreign Aid Appropriation Act, 1949, 
was then pas.sed by tlie Congress on the same day.* 


*For an explanation of various figures, seechapler VIII. 
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IV. MILITARY MATERIEL AND SERVICES PRO¬ 
VIDED THE CHINESE GOVERNMENT SINCE 
V-J DAY* 

SUMMARY 

Any assessment of military aid provided to the Chinese Govern¬ 
ment by the United States since V-J Day must take into account the 
fact tliat no dollar value can be put on three of the most vital forms of 
aid—that rendered by Headquaiiers, United States Forces China 
Tlieater, in planning the redeployment of the Chinese Army and the 
repatriation of the Japanese, aid rendered by the Marines in North 
China in occupying key areas and maintaininfr control for the Gov- 
ennnent of essential lines of communication, and aid provided by the 
advisory groups. 

Apart from these forms of aid, tlic American Government since V-J 
Day has authorized military aid for tlie Cliinese Government in t!ie 
form of grants and credits totaling approximately 1 billion dollars. 
During this same period an additional 1 billion dollars of economic 
aid has been autliorized. It was, of coui'se, inevitable that economic 
assistance had indirect military value. 

Tliere is set fortli in annex 172 a detailed account with accom¬ 
panying tables of the various categories of this American aid. 
Among the most important of these were 781 million dollars of 
post-V-J Day lend-lease aid, including suflicient materiel to complete 
the remaining 50 percent of the wartime program designed to equip 
39 Chinese divisions, 101 million dollars of surplus military equip¬ 
ment including over 300 aircraft and very largo quantities of ammu¬ 
nition, and 125 million dollars under the China Aid Act of 1948, ex¬ 
pended largely for military equipment during 1948 and 1949. 

It is evident from a review of these transfers of military equipment 
that American aid to the Chinese Government since V-J Day in the 
form of materiel and services has been extensive. It has likewise been 
continuing except for that period starting during General Marshall’s 
mediation efforts when there was a ban on the export of munitions 
from this country and its Pacific bases. 

SECRETARY MARSHALL’S TESTIMONY ON THE 1946 EMBARGO 

The prohibition on the export of munitions from the United States 
to China was placed at a time when the truce between tlie armies of the 
Chinese Government and the Chinese Communists was bi-eaking down 
and hostilities were increasing on a wide scale. In this connection 

*• See annex 171 for a etudy of American military matfirlel and services pro¬ 
vided to tbe Chinese Government since V-J Day. 
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Secretai'y Marsliall’s testimony before the House Committee on Foi- 
eigTi Affairs on February 20, 1048, is of interest. Certain portions of 
the testimony follow: 

“Mr. Yorts. As I understand it, we had an embargo for 10 months 
on shipment of arms to China and then the ammunition that we did 
authorize to be shipped, which they purchased, has not gotten to 
the troops yet. Now, why is that? 

“Secretary Marshall. Do you mean tlie original embargo and then 
the later developments? 

“The embargo was in August, 1940, and the release was in May of 
1947. 

“Mr. VoBYS. That is about 10 months. 

“Secretary Marshall Yes. 

“Mr. VoRYs. As I understand it, the so-called generalissimo ammu¬ 
nition which was authorized to be shipped has not gotten to the troops 
yet. I am infoimcd that part of it had not left the United States. 
Now, why is*that? They cannot fight without ammunition. 

“SecreUiry Marshall. That is quite evident. 

“This particular matter is a shipping proposition. Mr. Butterworth 
can give you some of the iletails but 1 can stale some of the things 
offliand.® 

“In the fii'st place, the embargo was placed in August, I think, of 
194G, by me, because at that time the situatioi was thivatening to break 
down entirely. The fighting in north China had been held pretty 
largely in abeyance since the agreements reached on January 10,194G, 
except in Manchuria, where a new focus of fighting had developed. 

“In the endeavor to mediate this, and prevent its spreading all over 
North China, we were put in the position of acting in a mediatory posi¬ 
tion on the one hand and shipping in military supplies on the other. 
At that time the Chinese Government had sufficient munitions for their 
armies and there was no embarrassment to them. 

• Details were glren in the following letter of Feb. 24, 11)48, from Secretary 
Marshall to Representative Charles A. Eaton : 

'‘You win recall that In the course of the public bearings on February 20, 1948, 
before the Foreign Affairs Committee of the House of Representatives on tbo 
China aid bill Mr. Vorys queried whether the Chinese Government had received 
the 80 'Called generalissimo (7.02) ammunition sold to the Chinese Government oy 
the Foreign Liquidation Commissioner under a contract dated June 25,1047. 

“It has been ascertained from the Department of the Army that tbo Chinese 
Government shipped this ammunition from Seattle to China on July 14 and 
August 11,1047. Tbo first shipment represented slightly more than one-third of 
the ammunition and the second shipment covered the balance. 

“Would you please be so good as to apprise Mr. Vorys of this Information and 
to Incorporate It in the record of the hearings.^ 
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“Tlune wore incidents, such as the explosion of the dump in Shsinj:- 
hfii, juul more particularly the very heavy reported losses of munitions 
to the {'omnuinist foices by defeats suffered in the field by the. Govern¬ 
ment forces. When the release date was given which was effected by 
taking off any refusal to grant export licenses— 

‘•Mr. VouYs (interposing). I may have used the word ‘embargo’ 

impi-operly. 

‘•Secretary Maijsh.vll. It was in effect an embargo, on military sup¬ 
plies. "fhere were amendments to that in relation to spare parts for 
airplanes, and items of that sort. 

“Of coui-se, tliei-e was a great deal that was coming in through the 
surplus property (|•ansactions, to the degree that we could reach a 
settlement with the Chinese authorities who were negotiating the 
surplus property agreements. 

‘•Then we come to the period in May, when that export license 
embargo was removed. Since that time I think there was only one 
important commercial conlra<-t made by the Chinese Government.” 

The prohibition on the export of munitions from the United States 
or its Pacific bases to China became effective in the United States on 
July 21), and in the Pacific in mid-August 104G. On October 22, 
1J)K), the ban was modified to permit the Chinese to purchase civilian 
end-use items under the Group Program for the Chinese Air 
Porce and on October Ill, ID 10. the Far Eastern field office of the Ofia; ® 
ivas authorizeil to notify the Chinese Government that it was ready 
to negotiate the sale of such civilian end-use items. The Chinese in- 
formetl the Ofix; that they were interested in procuring these items 
fuiiy if eventual provision of items for this program was likewise 
assured, though civilian end-use items would have been valuable in 
the maintenance and operation of transport planes and airport instal¬ 
lations. The Chinese concluded no contracts covering these items until 
over a year later on November G, 1947. 

In April and May 1947, prior to the lifting of the ban on the export 
(*f arms and ammunition, the United States Marines turned over 
(abandoned) to the Chinese Government forces in North China the 
considerable quantities of small arms and artillery ammunition men¬ 
tioned in annex 173. These and similar transfei-s continued during 
the summer months until by early September approximately G,500 
tons of ammunition had been transferred at no charge to the Chinese. 

On May 20, 1947, the Secretary of State directed that the prohibi-* 
lion on the issuance of export licenses covering the shipment of arms 
and ammunition be removed. 


*()incc of tlu‘ PtirfiKii LlqiiUIiitlon Cuiiiiiilssloiicr. 
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There is set forth in annex 173 a <lesoription of the |)iiiKij)al con- 
li-acts for surplus military equipment and commercial contracts wliiih 
the Chinese Government concluded during the year following tlie 
lifting of the embargo. As will be noted these contracts covej-ed vei-y 
considerable quantities of arms, ammunition and combat planes. 


AMERICAN KQUfPMKXT CAPTl RED RY THE CHINESE COMMUNISTS 


Mucli of the equipment furnished by (he t^nited States to C'hina 
pi'ior to and after V-J Day has fallen into the hands of the Com¬ 
munists—the greatest losses starting in inid-Sei)tember 1048. though 
substantial losses had occune<l before (hat time. In a report of early 
November 1948, the Embassy stato<l that in the battles of Tsinan, the 
I>iaoaning Corridor, Changchun and Mukden, the Nationalists lost 33 
divisions, over 320,000 men, including 8 divisions 80 j>ercent United 
.States equipped. Losses of equipment inchnled approximately 1(X),000 
American rifles and 130,000 rifles of other origin, together with large 
quantities of military' materiel. It was indicated that there was vir¬ 
tually no de.struction of equipment accomplished by the Nationalists 
prior to their defeats during tlic period under consideration. 

In early DDceml)er 1948 the Military Attache at Nanking repoited 
that “seventeen originally United States equipped divisions have been 
totally lost—Chinese Communist forces claims are that 70 i>er cent 
of United States equipped forces lost by November 2. After the fall 



Army] high ranking officer told an American ollicer 80 per cent of 
United States equipment had been lost by capture and attrition. It is 
believed the figure of 80 per cent loss of all United States equipment 
is a sound basis on which to determine amounts lost—of (his amount at 


least 75 per cent exclusive of ammunition has been oaplnred by the 
Communists.” It is now estimated that in the 45/2 months from the fall 
of Tsinan in September to the full of Peiping at the end of Jamuiry, 
the Government lost approximately a million men and 400,000 rifles. 
Ijo.sses since the end of January include those in the Naiiking-Shunghai 
area in April and May. Losses of uir force materiel, while not so seri¬ 
ous, have occurred, and it is at present known that the Communists 
have acquired by defection a number of planes of American origin. 

The most significant loss of naval equipment was that of the cruiser 
Chungking^ transferred to the National Government by the Britisli, 
though there have likewise been defections of minor naval units. 

There is some question as to whether the Russians supplied the Com¬ 
munists with Russian equipment. It is certain, however, that largo 
stocks of Japanese equipment were abandoned in Manchuria in sucli 
» way as to enable the Communists to gain possession of them. Charges 
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have been made in tlie press that the Russians utilized Japanese equip¬ 
ment from Manchuria to manufacture Japanese-type equipment for 
(he Communists. As indicated previously, of the Japanese stocks in 
China on V-.J Day the Government seized by far the larger portion. 
Also bearing on the question of equipment is the relative capacity of 
arsenals operated by the Nationalists and the Communists. Until 
the Government's military collapse in the fall of 1948, the major 
arsenals in China and Manchuria were held by the Government—15 
major arsenals and 5 subarsenals producing quantities of small arms 
and sjuall arms anununition adequate to sustain nonnal operations of 
the Chinese Army. The Government also had access to arms markets 
in foreipi countries other than the United States and in the years fol¬ 
lowing V-J Day jnirchased considerable quantities of military nta- 
tcriel through such sources. 

ADKQUACY OF THE GOVERNMENT’S MILITARY SUPPLIES 

Prior to the defeats sufTered late in 1918, the Government enjoyed 
a marked superiority in equipment over the Communists in all types 
of equipment. This fact confirms the statements of military observers, 
including General Barr, that the defeats suffered by the Chinese Na¬ 
tionalist armies were not attributable to a lack of equipment.’ 

General Barr on November 10 reported to the Department of the 
Army as follows: 

“I am convinced that the military situation has deteriorated to the 
point where only the active participation of United States troops 
could effect a remedy. It has been obvious to me for some time that 
nothing short of a United States organization with the authority and 
facilities available to you on V-.T day including a United States fed 
and operated supply pipeline could remedy the situation. Military 
materiel and economic aid in my opinion is less important to the 
salvation of China than other factors. No battle has been lost since 
my arrival duo to lack of ammunition or equipment. Their military 
«lebaclcs in my opinion can all be attributed to the world’s woi*st 
leadership and many other morale destroying factors that lead to a 
complete loss of will to fight. The complete ineptness of high military 
leaders and the widespread corruption and dishonesty throughout 
the Armed Forces, could, in some measure, have been controlled and 
directed had the above authority and facilities been available. 
Chinese leaders completely lack the moral courage to issue and enforce 
an unpopular decision. . . . 

“I do not believe that the United States should advise or assist in 
any way such a [coalition] government, W’ith its Communist domi- 


’.gee nDQox 174. 
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nated Armed Forces, and recommend, that in this event. Jusmag be 
withdrawn in accordance witli plans outlined . . . [on] 13 Novem¬ 
ber. . . . 

“The Generalissimo has lost much of his political and popular 
support. It is unknown to what extent the nation would support his 
attempt to continue the present government in a new move. It is 
believed that such a move will only delay the end of the war and that 
the Communist forces will eventually overwhelm the government 
wherever it locates itself. This will occur before the Government, 
even with United States assistance, can train, equip, and put into the 
field sufficient forces to stem the tide. For this reason unless all-out 
United States military assistance, including employment of United 
States Forces, which I certainly do not recommend, is given the gov¬ 
ernment in its new location, I recommend that Jusmao be withdrawn 
in accordance with present plans.” 

In the final report of Jusmao the portion dealing with the 125 mil¬ 
lion dollar grants contains this statement: “In general troops in 
combat have had adequate supplies of weapons and ammunition, and 
their revei'ses are attributable to other causes than lack of equipment.” 


- 



CHAPTER VIII 


The Program of American Economic Aid 

1947-1949 

Tho economic niul financial assistance priven to China by tlie United 
States durinpr World War II, heginninpi: with the lend-lease assistance 
of 1941 has been outlined in chapter I. The problem of additional 
assistance has been noted in other intervening chajders, especially in 
chapter VI. The aid in inonej’ and supplies given in support of the 
juilitary etlorts of the C'hinese Oovenunent has been described in 
chapter VII. This chapter continues the account of economic and 
financial assistance rendered during 1947, 1948, and the fii*st months 
of 1949. Before this assistance is described, however, it will be helpful 
to present a brief survey of the economic situation in China in 1947. 


I. THE ECONOMIC SITUATION IN 1947 

INTP:RNAL KCONOMtC FACTORS 

Fundamental in the situation whicli cau.ed the United States Gov¬ 
ernment to i)i*ess for comprehensive reforms was the increasingly seri¬ 
ous economic situation during the fii*st half of 1947. Mention has 
previously been made of the accelerating pace of inflation which was 
occasioned primarily by the financing of large Government budgetary 
deficits with new currency notes. The domestic price level in China 
had risen steadily througliout the war with Japan. This process had 
continued without any real check through 1946. Indeed, the nite of 
price increases had far outstripped the rate at which new currency 
was being issued, a signal that public confidence in the monetary unit 
had fallen significantly. 

This continuing depreciation in the value of the Chinese currency 
was of course a matter of concern to the responsible officials of the 
National Government. Through 1946 and into 1947, the Government 
sought to maintain control of the inflationary process by open market 
sales of gold from official reserves. This provided opportunities, 
of which advantage reputedly was taken frequently, for collusion 
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between informed Government officials and speculatoi's. bile the 
Government's absorption of onriency by means of gold sales undoubt¬ 
edly allayed somewhat the rate of price increase, the i)olicy had no 
effect upon the basic inflationary forces, while it dissipated the Gov¬ 
ernment's forei^i exchange assets without a compensating inflow of 
commodities. Although there was no sharp, panicky decline in the 
value of the currency througli 194« as in later yeai-s, prices rose steu<lily 
during 1946 at an average rate of about 12 percent per month. The 
absence of explosive price rises was due, in large part, to the great 
influx of imported consumer goods (including Lnura stocks) in the 
immediate post-war period. 

In January 1947 the Shanghai price level rose at a rate well above 
the 1946 average and in early February there occurred a violent up¬ 
heaval in the Shanghai money market, marked most spectacularly by 
a rise in the ]>rice of the United States dollar in terms of C. N. C. 
(Chinese National Currency), from approximately 7,700 to 18,000. 
This “crisis” apparently was brought on by a wave of speculative 
activity in Shanghai rather than by the introduction of any iin])ortant 
new factor. It came, however, as a severe shock to the National Gov¬ 
ernment and was a factor contributing to the resignation in March 
of the Prime Minister, Dr. T. V. Soong. The Government’s action, 
which came promptly, was drastic ami initially effective. It outlawed 
speculative activity in gold and foreign exchange, abandoned the gold 
sales i)olicy, and fixed a new official exchange rate of C. N. 12,000 to 
the United States dollar. The police measures against exchange and 
gold speculatoi’s w’ere successful only temporarily, as was true in a 
later experiment of tlie same nature, but the immediate crisis was in 
fact surmounted. 


CHINESE REQUESTS FOR AMERICAN AID 

It was during this period of inflationary upsurge that the National 
Government renewed its requests for American aid. On February 
4, Prime Minister Soong called on the Ambassador to express his con¬ 
cern and alarm over the deteriorating economic situation. On Feb¬ 
ruary 6, he gave to the Ambassador an aidf-memoire dealing directly 
with the need for American financial aid: 

“I am not trying to be an alarmist. Last summer when people were 
freely predicting that economic collapse >vould come in a matter of 
weeks, I told General Marshall and youi’self that it would be a ques¬ 
tion of many months before the eventuality had to be faced. 

“Even as General Marshall was leaving, I expressed the hope that 
although the economic situation in China is particularly difficult to 
predict and while 1947 will be a year of terrific difficulties, it might be 
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possible H) liolcl througl) lx*cjiuse there were then visible signs of im- 
proveiiiont particularly in exports aiul in prosi)ects of increased agri¬ 
cultural production. The rapid turn for the worse during the last 
few weeks as evidenced by the figures I have given you have radically 
altered the picture. 

“We had all hoped that we would not have to approach the United 
States Government for financial assistance until the State Council 
and the Executive Yuan have been reorganized. Tlic economic situa¬ 
tion, however, has forced our hands. 

“In fact, the economic situation has led the minor parties to sit on 
the fence, as thej’ would naturally not like to be identified with a 
government that might collaj)sc. Moreover, this situation has un¬ 
doubtedly stimulated tlie Communists to greater efforts to weaken 
the government and refuse to be in a conciliatory mood. 

“I am convinced that only one thing will steady the economic situa¬ 
tion and improve the political outlook and that is some concrete form 
of American assistance and support. Perhaps the simple.st, most 
helpful form of assistance would be an immediate credit of $150 mil¬ 
lion for cotton or cotton and wheat for a term of ten years as it would 
immediately favorably affect our balance of payments, secure the wilh- 
<lrawul of fapi ‘ as the prodiicts are sold, assure the people of concrete 
American assistance. Politically it will encourage the wavering ele¬ 
ments in the minor parties to join the government, and it would en¬ 
courage the progressive members of the Government to press forward 
for a speedy reorganization. A smaller sum than the figure men¬ 
tioned will not have the effect necessary in this emergency. 

“On the other hand the nature of this credit goes as far as possible 
from any charge of direct aid for military use. 

“In addition if someone like Blandford, in whom the Chinese Gov¬ 
ernment had confidence and had given access to all economic informa¬ 
tion could visit the United States immediately before General Mai'shall 
leaves for Moscow, he would bo able to explore what further American 
financial and advisory assistance might be given and under wdiat cir¬ 
cumstances this aid might come. 

“I consider this particularly important as it w’ould mean continuing 
aid with a definite program of action for both China and the United 
States.” 

At this point the immediately critical aspect of the Chinese economic 
problem was related closely to the state of domestic public opinion and 
public confidence within China. As has been noted, the underlying 
factors in the situation were almost without exception heavily un¬ 
favorable: a grossly unbalanced budget, a large deficit on current 


' Fapi is a Chinese term for national currency. 
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balance of payments account, widespread disruption of inland trans¬ 
portation, and a low volume of internal industrial production and 
trade. On the other hand, China still had official reserves of gold 
and United States dollars in excess of 400 million dollars. Foreijin 
exchange assets of private Chinese citizens ]>robably wei'e at least as 
large. Cessation of domestic gold sales bj’ the Chinese Government 
meant that it would be possible to finance essential im])orts out of 
official reserves for a considerable period without depleting these re¬ 
serves l>elow the point of minimum working balances. The mobiliza¬ 
tion of privately held foreign exchange assets obviously presented 
difficult problems, but it could be hoped that some achlitional resources 
could be obtained through this means. The National Government still 
held important industrial assets taken over from the Japanese, notably 
a large portion of the cotton textile industry. If placed on the market 
for sale on terms inducive to private buyei-s, these assets might have 
provided an important counterinflationar}’ source of revcnvie while 
beginnings were being made upon a reform of the hopelessly inade¬ 
quate budgetary and tax-collecting mechanisms. 

Moreover, substantial programs of external assistance to China were 
either at the peak of their implementation or represented significant 
potential contributions to the Chinese economy. The Us'RRA pro¬ 
gram for China had got under way slowly. This had been due, in 
large measure, to the limited absorptive capacity of Cliina, particularly 
the inadefjuacy of distribution facilities at Shanghai, and in part to 
the shipping strike on the west coast of the United States during the 
fall of 194C. As a result of its delayed implementation, it was clear 
that the large Unriuv China program would be carried on throughout 
1947, considerably beyond the cessation of Unrra in other areas of 
the world. Scheduled deliveries of Uxrha goods to China during 
1947 amounted to a total value at Chinese ports of close to 300 million 
dollars. 

The Lend-Lease “pipe line” credit from the United States of 51.7 
million dollars, and the Canadian credit of 60 million dollars, had 
been only partially drawn upon by January 1947. Surplus property 
under the 1946 bulk sale agreement was just beginning to arrive in 
China. Of authorized Export-Import Bank credits for China, 54.6 
million dollars had not been drawn. In April 1947 the United States 
Maritime Commission authorized the sale to China of surplus war- 
built merchant vessels on terms involving credits of 16.5 million 
dollars. All these programs made available a continuing flow of 
usable and salable resources into the Chinese economy. 

Despite the substantial volume of external resources, both Chinese 
and foreign, available to China during this period, it was recognized 
by the Department of State that additional assistance to China might 
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serve in some dcfrice to strengthen public confidence in the National 
Governient and to aid that Government in obtaining the support of 
minor political parties. 

CONSIDEU VTION OF EM’ORT-IMPORT RANK CRKUITS 

One possibility was the extension of credits by the E.xport- 
Iinport liank, which still had under earmark for China the sum of 
i)00 million dollai's recommended by General Mai'shall in 1946. 
Earlier discussions of credits to China with officials of the Hank had 
met with a negative response, the Ihudc view being base<l mainly upon 
the fact that developments in China cast the gravest doubts \ipon the 
National Government's capacity to service additional loans. On 
March 4, 1047, Secretary Mai'shall directed tlint discussions between 
the Department and the Bank be resumed, specifically with reference 
to loans for iTconstrnction of the Canton-Hankow Railway, the de¬ 
velopment of a new harbor at Tangku, and for rehabilitation of certain 
coal mines. The Bank expressed its continuing skepticism reganl- 
ing China's ability to repay additional loans and its doubts ns to the 
appropriateness of the policy of using Export-Import Bank fund?, 
for reconstruction purposes. Nevertheless, it was stated that the 
Bank was ready to consider specific applications for credits. 

At this time, however, the National Government was preparing the 
details of a request not for individual project credits but for a large- 
scale comprehensive program of financial assistance. This was made 
known to the American Embassy in Nanking on April 12, and on May 
8 Ambassador Koo in a conversation with Secretary Marshall asked 
on instructions fi*om his Government that a loan of 1 billion dollare be 
advanced to China. On May 13 Ambassador Koo sent to the Secretary 
of State an informal memorandum summarizing his earlier statement 
and adding that details of the plan for the proposed loan would be 
submitted “w'hen it becomes clear that the request for the loan is accept¬ 
able in principle to the United States Government.” 

Acceptance “in principle” of the Chinese loan proposal was felt 
to bo impracticable in the absence of information as to the details of 
the proposal. The Chinese Embassy was so informed on May 22. 
At the same time, the Department of State made it clear that a more 
detailed explanation of the Chinese proposal would receive careful 
examination. 

Subsequently, on May 27, the Chinese Embassy submitted a further 
memorandum requesting that the 500 million dollars earmarked by 
the Export-Import Bank for China be advanced to finance the pur¬ 
chase of equipment and materials for a list of reconstruction projects, 
and that an additional 500 million dollars bo sought from the Con- 
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gress, to be available over a three-year period, for the purchase of 
commodities such as cotton, wheat, and petroleum, which, upon their 
sale in China, would provide the Chinese currency needed to meet 
internal costs of the reconstruction program. 

Cliina's need for foreign financial aid was sharply distinguished 
by the Department of State from that of ceitain European countries 
for which tlie extension of assistance was being actively considered by 
the United States Oovernmont. The virtuall}’ complete exhaustion 
of the foreign exchange resources of these European countries made 
it imperative that aid be given on an emergency basis if they were to be 
able to continue the impoit of vital necessities. China’s foreign 
exchange reserves in mid-1947 were, by contrast, still substantial in 
relation to the minimum import deficit of that country. Thus, it was 
appai'ent that a request to Congress for the appropriation of funds for 
a large-scale program of aid to China could not be justified at that time 
as an emergency measure to enable continued importation of essen¬ 
tial commodities. This was among the considerations reflected in 
Secretary Marshall’s statement to Congress on ^^ay 20 that no furtlier 
requests for foreign-aid funds were contemplated during the curi'ent 
session. The Chinese Embassy was informed of this statement with 
reference to its request for 500 million dollai*s to l>e authorized by 
Congress. 

The question of renewal of the earmark of 500 million dollars by 
the Export-Import Bank was already under consideration, quite apart 
from the Chinese Embassj^’s request for extension of credits by the 
Bank in that amount. It was concluded by the Export-Import Bank 
that there was no realistic prospect that China could receive or effec¬ 
tively use 500 million dollars for i*econstruction projects within the 
coining fiscal year, and that the earmark as such should not be con¬ 
tinued beyond its expiration on June 30. The Department of State 
concurred in this decision, at the same time making clear its position 
that the lapse of the earmark should not preclude consideration of 
specific requests for ci-edits to China. In connection with the lapse of 
the earmark, the Export-Import Bank on June 27 issued the following 
statement: 

“. . . the Bank is prepared to consider the extension of credits for 
specific projects in*China notwitlistanding the expiration on June 30 of 
the earmarking of $500,000,000 of the Bank’s fund in April 1946 for 
possible further credit to Chinese Government agencies and private 
enterprises. 

“The Bank has heretofore taken action to bring to an end its pro¬ 
gram of large emergency reconstruction credits and is reverting to 
its primary objective of financing and facilitating specific American 
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exports and imports, including the financing of American equipment 
and technical services for productive enterprises abroad which will 
contribute generally to foreign trade expansion. 

‘*In its consideration of any application, the Bank will observe the 
basic principles which guide its lending activities in all areas of the 
world. In jmrsuance of the policy laid down by Congi'css, the Bank 
will make only loans which serve to promote the export and import 
trade of the United States, whicli do not compete with private capital 
but rather supplement and encourage it. which are for specific pur¬ 
poses, and which, in the judgment of the Board of Directors, otTer rea¬ 
sonable assurance of repayment. As a general rule, the Bank extends 
ci”edit onlj' to finance purchases of materials and equipment produced 
or manufactured in the United States and technical services of Amer- 
ican firms and individuals, as distinguished from outlays for materials 
and labor in the bon-owing country.” 

Prior to this announcement, the Department of State on June 17 
informed the Chinese Embassy of the decision to permit expiration of 
the earmark. It was noted, however, that the Department was pre¬ 
pared to support early and favorable consideration of loans to China 
for individual reconstruction projects. 

Pursuant to the couveivation with representatives of the Depart¬ 
ment of State on June 17, the Chinese Ambassador on Juno 27 
submitted to the Export-Import Bank a list of credit applications 
totalling 2C8.3 million dollai-s for reconstruction projects. These wore 
not accompanied by an indication of priority nor were they in genenil 
supported by suflicient financial and economic analyses to provide an 
adequate basis for conclusive consideration by the Bank. On July 
31 the Ambassador requested an Export-Import Bank credit of 200 
million dollars for purchases of raw cotton during 1947 and 1948. This 
application was refused by the Bank on the ground tliat China’s avail¬ 
able cotton supiilies were adequate for mill requirements until mid- 
1948. The Bank, however, indicated its readiness to consider an appli¬ 
cation for a cotton credit in the spring of 1948. 

At the time of the Bank’s consideration of the proposed cotton 
credit, the Department of State representative on the Board of Direc¬ 
tors, while concurring in the above action, recalled that when the ear¬ 
mark of 500 million dollars was permitted to lapse, a press release 
had been issued expressing the Bank’s willingness to consider individ¬ 
ual credits to China. He went on to make the following general 
statement which he requested be incorporated in the records of the 
Bank: 

“From the standpoint of U.S. foreign policy tlie Department of 
State urges early and favorable consideration of individual Export- 
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Import Hank credits to China in accordance with the statutes which 
guide the Bank’s lending activities. The Department is concerned 
because of the urgency of tlie situation in China and regards it as 
highly desirable from the standpoint of U.S. foreign policy that 
there be some prompt manifestation of economic assistance to that 
country. The Department hopes that the Board of Directors of the 
Export-Import Bank will at an early date conclude their considera¬ 
tion of the individual loan applications which have been submitted 
by the Chinese Government or by private enterprise, with a view 
to decision as to the extent to which such projects can qualify for 
Export-Import Bank financing.” 

During the late winter and early spring, the Congress had been 
considering the proposed United States Foreign Relief Program, 
which was intended to meet the requirements of individual countries 
for emergency assistance in the post-UNiutA period. Although the 
case of China was not identical with that of certain European coun¬ 
tries—in the sense that unless emergency aid were made available to 
certain European countries, essential imports could not have been 
obtained—the Department of State nevertheless believed that China’s 
inclusion in the program was justified on the ground that it would 
be desirable to assist Cliina to consei^'e its dwindling reserves of 
foreign exchange for purchases other than commodities needed for 
current consumption. Of the 322 million dollars appropriated by 
the Congress, therefore, a sum of 27.7 million dollars was earmarked 
for a China program and an agreement to govern the extension of tliis 
aid was concluded with the Chinese Government on October 27, 1947. 
This amount, plus an additional sum of 18 million dollars set aside 
for China in a supplemental appropriation in December, was expended 
for purchases of rice, wheat, wheat flour and medical supplies for 
distribution in China’s coastal cities where, at the instigation of the 
Department of State, rationing systems were instituted. 

PROPOSALS FOR A SILVER LOAN 

Concurrent with its feonsideration of Chinese requests for Export- 
Import Bank and Congressional loans, the United States Government 
was confronted with a tentative Chinese proposal for large-scale 
assistance as an extreme measure to bring about currency stabil¬ 
ization in China. The rapidly deepening Government budgetary 
deficit had sent the note issue and prices to astronomical figures. 
In its search for a remedy, the Chinese Government made cautious 
inquiries of the United States Embassy in Nanking regarding the 
possibility of a largo United States loan of silver which it was 
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jn’oposed slioulfl be minted and introduced into circulation as a 
partial substitute for and stabilizing influence on the pajwr currency. 
During tlie second week of June 1947, the Governor of the Central 
Ihink approaciied officers of tlie Einbassj’ with proposals along tliis 
line. lie emphasized that the}’ were purely tentative and informal, that 
no detailed plans had been worked out, nn<l that lie would prefer to 
await Washington’s infoj’inal response before drawing «ip more specific 
plans. At the same time he submitted an undated and unsigned ‘‘memo¬ 
randum on the Chinese (airrency’’ for transmittal to Washington. 
I'lie Embassy, in forwariling the memoramlum, described it as “a 
hasty and rough job whi<“h somewhat cursorily disposes of some of the 
leclnu<‘nl comments’’ (hat the Embassy had made, but suggested tliat, 
in view of the deterioration in the Chinese currency sitiintion, careful 
consideration be given to any reasoned proposal ailvaiu-ed by tlie Gov¬ 
ernor concerning use of silver. 

Four days later the Secretary of State made a request of Secre¬ 
tary of the Treasury Snyder for the opinion of Treasury e.xperts as to 
whetlior or imt a silver loan to ('hina would be practical and would 
establish among the Chinese ])eople their former confidence in the 
silver dollar to offset tlieir existing lack of confidence in paper 
currency. He emphasized that he did not l)elieve that a silver loan to 
China would be favorably considered by Congress at its current ses¬ 
sion ; that he did not have in mind proposing such a loan to Congres.s; 
btit that he wanted to clarify for himself the various possibilities with¬ 
out regard to these considerations. 

Pursuant to Secretary Marshall’s inquiry, officers of the Treasury 
and State Departments jointly considered the Chinese silver proposal. 
They reached n conclusion that was sent to the Embassy for transmit¬ 
tal to the Chinese Government in the following message of. July 9, 
1947: 


“It is thought that a loan for currency stabilization is not possible 
at this stage. Such a loan would, in any case, require Congressional 
action. It is recognized here that reintroduction of silver coins may 
ultimately provide a means of achieving stabilization, but it is con¬ 
sidered that (1), no monetary measure could have an appreciable 
effect in the face of continued massive deficit spending, and (2), as 
the proposal sketched in the Central Bank Governor's memorandum 
indicates, if adopted, the flight from fapi might be more seriously 
accentuated.” 

This view was subsequently confirmed and elaborated by the Treas¬ 
ury Department, wdiich, in response to Secretary Marshall’s inquiry, 
stated: 
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“The Treasury Department is of the opinion that there is little merit 
to the proposal to introduce silver currency in China under existing 
conditions. Opportunities for graft and favoritism are involved in 
this proposal such as were afforded under the gold sales program of 
1942. The depreciation in the value of the paper currency would 
occasion a drain upon the government stocks of silver coins, a large 
part of which may go directly into hoarding. It is our view that the 
completion of the program of substituting silver coins for paper cur¬ 
rency might involve an impossibly large volume of silver coins under 
such circumstances. It is also j)Ossible that the introduction of silver 
coins on a partial scale such as is proposed by the Chinese Government 
might actually bring about a situation where the paper currency would 
depreciate in value faster than it would without the silver coins, and 
accelerate the deterioration in Chinese fiscal conditions. Any associa¬ 
tion on the part of this Government in the provision of an hiitial 
stock of silver coins might involve it in a moral responsibility to pro¬ 
vide much larger amounts of silver which would be required for the 
development of a new currency. 

“In the presently thin world silver market, any program for the 
remonetization of silver in China would inevitably drive up the price 
of silver, and entail an outlay on the order, possibly, of half a billion 
dollai-s. Even if the presently circulating paper currency were com¬ 
pletely replaced by silver coins there is no pre.sent indication that the 
Chinese government’s budget would be balanced and that the govern¬ 
ment would not again resort to the issuance of paper currency to 
finance its deficit. 

“China’s basic economic difficulties are a cause rather than a result of 
the increasing instability of her currency. I do not need to elaborate 
on this theme—the heavy government deficits which are being met by 
continuous expansion of the paper currency, and the luck of internal 
peace are at the root of China’s troubles. In our opinion, the appro- 
jmiate time for a revision of the Chinese monetary system will come 
when a broad program of internal reform is developed. A remone¬ 
tization of silver at that time >vould have advantages and disadvan¬ 
tages which w'ould need to be review'ed in the light of existing cir¬ 
cumstances, and other possible financial and monetary measures which 
might be taken.” 

TUE MOUNTING ECONOMIC CRI.SIS IN CHINA 

Meanwhile, tlie economic situation in China had continued to 
woi*sen. After the initial brake to inflation provided by the emergency 
measures in February, prices had resumed their upward trend. By 
August the Shanghai wholesale price index had reached a point 300 
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percent above the February level, and the open market price for the 
United States dollar had risen to 45,000 C.N. In Septeml>er and 
October this upward movement continued without check. No serious 
effort had been made to institute even the minimum improvements in 
hud< 2 :etarv and fiscal practices needed to alter the conditions givinj; 
rise to inflation. 

Similarly, the drain on China's foreign exch.ange reserves had con¬ 
tinued. By October official gold and United States dollar reserves 
were estimated to have fallen to a level of abo\»t 300 million dollars, 
witlj no prospect that their eventual depletion could be avoided. 
Private exchange holdings had not been tapped. A step toward a 
more realistic approach to the import-export problem had been taken 
wlien the principle of a fixed dollar e.xchange rate was abandoned in 
August in favor of a policy of flexible official rates. After giving an 
initial impetus to exports, however, exchange policy gradually reverted 
to the previous practice of more or less rigid official exchange rates. 

Progress had been made in certain sectora of the Chinese economy. 
Food production had increased, the textile industry was producing at 
higher levels than in 1946, and the Chinese shipping industry had been 
fully restored. These developments, unfortunately, were more than 
counterbalanced by the spread of civil strife, the continuing and 
widespread disruption of inland transportation, and the progressive 
reduction in the volume of domestic trade. 

At this stage, as at every point in the giadual deterioration of the 
Chinese economy, the downhill movement cotdd have been halted only 
by vigorous action on the part of the Chinese Government. Civil strife 
by this time had become an irrevocable commitment. To wage it effec¬ 
tively, there was needed a drastic overhaul of the Government’s eco¬ 
nomic mechanism. Critically needed were controls over the expendi¬ 
ture of funds by the military, a drive to tap noninflationary sources 
of revenue, moves to end the waste of assets flowing in from earlier 
foreign aid programs, and, above all, the development of a national 
economic program geared to the requirements of large-scale military 
operations. 

Action in these directions obviously was uniquely a responsibility of 
the Chinese Government. At the same time, it was recognized by the 
Department of State that, even if all practicable steps were undertaken 
by the National Government, there would bo an interim period before 
significant results could be expected. This deteriorating economic 
situation was a vital significant part of the over-all picture which led 
Secretary Marshall to recommend in July to President Truman that 
a comprehensive survey be made by General Wedemeyer.* 

* See np. 255 IT. 
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II. PREPARATION IN THE UNITED STATES OF 

THE CHINA AID PROGRAM 


INTRODUCTION 

For some months in niitl-1947 tlie Department of State had been 
working with the National Advisory Council on International Mone¬ 
tary and Financial riobleins in making studies of China's balance of 
payments position for possible use in connection with an aid progiam 
for China. By September 1047 it had become apparent that the 
foreign exchange assets of the Chinese Government wouhl b_\ early 
1048 have been reduced to a point at which they would be insuflicient 
to finance a flow of imports essential to continuation of a minimum 
level of economic activity and civil order in the coastal cities. 
This observation was based on the belief that the foreign exchange 
resources which would then be available to the Chinese Govern¬ 
ment (approximately 1234 million dollai*s in gold and United States 
dollars on January' 1, 1048, as reported by the Chinese Govern¬ 
ment) represented the minimum amount required for purchase of 
military imports and for maintenance of working balances. It was 
estimated conservatively that private Chinese gold, silver and other 
foreign exchange assets had increased to at least 500 million dollai-s, 
but inobilization of such assets in support of China’s foreign exchange 
position appeared unlikely. 


SECRETARY MARSIIALL'S RECOMMENDATIONS TO CONGRESS 

In consideration of China’s need for funds to substitute for the 
Chinese Government’s rapidly diminishing foreign excliange assets, the 
Department of State in October 1947 undertook the fonnulation of an 
economic assistance program for China to be presented to the Congi-ess 
during the early part of its 1948 session. This undertaking was noi 
based upon the premise that additional foreign aid would or could 
solve China’s economic problems. Rather, it reflected the view that it 
was necessary to assist the Chinese Government so that that Govern¬ 
ment might be provided with an additional opportunity to initiate 
measures directed toward a fundamental improvement of its position. 
On November 10, in a statement before a joint session of the Senate 
Committee on Foreign Relations and the House Committee on Foreign 
Affairs, Secretary of State Marshall announced the intention of the 
Department to present to Congress a program of aid for China: 

“The situation in China continues to cause us deep concern. The 
civil war has spread and increased in intensity. The Chinese Com¬ 
munists by force of arms seek control of wide areas of China. 
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“The United States and all other world powers recopnize the Na¬ 
tional Government as the sole lepal government of China. Only the 
Government and people of China can solve their fundamental prob¬ 
lems and regain for China its rightful role as a major stabilizing 
influence in the Far East. Nevertheless we can he of help and, in tlie 
light of our long and uninterrupted record of friendship and inter¬ 
nal ional cooperation with China, we should extend to the Government 
ami its people certain ecoiunnic aid and assistance.” 

On the following day, during hearings before the Senate Com¬ 
mittee on Foreign Relations, Secretary Marshall, in reply to a ques¬ 
tion regarding the funds that would be involved in a program of 
aid for Cliina, stated that it would be very diflicult to give any firm 
estimate at that time but that he would tentatively say that the 
amount would be in the neighborhood of 25 million dollars a month 
or a total of some 300 million dollars. Dtiring hearings before the 
House Committee on Foreign Affaii’s on the next day, Secretary 
Marehall said of the situation in China: 

“It is very decidedly one where we have found the greatest dilliculty 
in trying to calculate a course where money could be appropriated 
with, as I put it, a 70 percent probability of efTective use in the 
situation. 

“Now, that is what we have been trying to develop. We could not— 
and I add this to what I said earlier this morning—find through the 
ordinary agencies, the Export-Import Bunk, any basis for getting 
ahead with certain enterprises in China which we thought wo\ild bo 
helpful; so it is going to be necessary to turn to Congi*ess for action 
on its part. What wo have in mind, very briefly, is in relation to 
their import program from overseas outside of China, to see what 
can bo done toward a stay of execution in the deterioration of their 
monetary situation so ns to give them a chance, with reasonable action 
on their part, and very energetic action on their part, to take some 
measures toward restoring the financial situation.” 

PREMIER CHANG CHUN’S REQUEST OF NOVEMBER 17, 19t7 

On November 17 General Cliang Chun, the Chinese Premier, ad¬ 
dressed the following letter to the Secretary of State: 

“At this moment when you are shouldering the heavy responsibility 
of formulating the initial plans for aiding Europe and China, I feel 
compelled to send you this message for your pereonal considerotion. 

“For over six months I have been in charge of the Executive Yuan. 
While I am in no wdse in despair of the eventual outcome of the fight 
which the Generalissimo and my colleagues are putting up, I must 
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frankly admit that both the military and economic situations are today 
far more critical than at the time when I assumed otHce. Though tlie 
Government forces have retaken the Sliantung Peninsula, thereby de¬ 
priving the Communists of one of their strongholds and bases of sup¬ 
ply, the dislodged and scattering Communist units are now operating 
in more and wider areas than before. This not only calls for greater 
military elTorts but also for fresh and urgent economic measures. 
Furthermore, the Govermnent position in Manchuria, if allowed to re¬ 
main too long on the defensive may become out of control, politically 
as well as militarily. This explains why there is such an outcry on 
the part of the Chinese i)ublic to see China given both emergency as¬ 
sistance and a long-range aid program. I am sure that in whatever 
form or language this desire may be expressed, you will regard it 
with undei-standing and sympathy. In sending these words to you, 
I am fully conscious of my own responsibility in helping China merit 
the effort which you have so generously exerted in the past and which 
you are continuing to e.xert now.” 

To this message the Secretary replied as follows: 

“Thank you for your letter of November 17, in which you give mo 
your views on the present situation in China. As Dr. Wang Shih- 
chieh doubtless told you, we are taking steps to complete the Group 
Program insofar as the equipment is still available and are making 
arrangements for China to be able to purchase ammunition from 
supplies in the Pacific Islands as well as from manufacturere in the 
United States.^ 

“A program to provide economic and financial assistance to China 
is being prepared for presentation to the Congress. 

“I am confident that despite the special difficulties which you face 
and the enormity of Cliina’s needs, you will appreciate that we are 
endeavoring to be of all possible help within the limits imposed by 
existing conditions in China, the United States and elsewhere. 

“I send you my warm personal greetings with assurance that 1 
will do within my power all that I can to be of assistance.” 

THE CHINESE REQUEST OF NOVEMBER 21 AND 24, 1947 

On November 24 the Chinese Embassy at Washington handed the 
Department of State a memorandum quoting an informal aide- 
Tnemoire, i-equesting American aid, which had been presented to the 
American Ambassador at Nanking three days before: 

“1. The Chinese Government welcomes Secretary Marshall’s state¬ 
ment that the American Government should extend economic and 

Tlie lullitury usiiecU are dlacu&ied In chapter VII. 



374 


U. S. RELATIONS WITH CHINA 


fiiiiinciiil aid to China and that a deOnite proposal is under consid¬ 
eration for early action. Such aid is indeed essential if China is to 
avoid financial and economic breakdown and achieve stability. 

“i!. Secretary Maivhall indicated tentatively that American aid 
might be of the order of U. S. $300,000,000 of which U. S. $60,000,000 
might be available prior to June 30, 1948, and that he hoped that 
definite proposals would be ready when Congress meets next January. 
The prospect of such aid is gratifying, but the most recent data show 
that the financial situation has become so critical that emergency aid 
is immediately needed and cannot wait until April of ne.\t year. 
'Ihese data were inhunially supplied to the American (lovernment 
through its Nanking Embassy on November 18. The Chinese Gov¬ 
ernment therefore earnestly hopes that, pending the working out of a 
comprehensive program as mentioned below, the American Govern¬ 
ment may find it possible to provide by action of Congress interim 
emergency aid to cover the deficit in China's international balance of 
j)ayments at the rate of at least U. S. $25,000,000 monthly beginning 
with January next. 

“3. The Chinese Government fully recognizes that, in order to deal 
with the present and prospective situation in China, a comprehensive 
and carefully juepared program is needed in which external aid 
and internal measures of self-help are closely integnited. The imme¬ 
diate need is for emergency aid and action to check the inflation and 
))rcvcnt a breakdown. But it is also clear that the time has come 
for China to embark upon a program of fundamental internal re¬ 
form. 'I'he program .should cover currency and banking, public reve¬ 
nues and expenditures, the armed forces, foreign trade, land policy 
and rural conditions, rehabilitation of essential industries and com¬ 
munications and administrative methods. As a result of China’s 
sullerings and losses during eight yeare of war and the subsequent 
('ommunist lebcllion, China cannot carry out such a program unaided. 
The Chinese Government, therefore, in keeping with the long history 
of Chinese-American cooperation, hopes it may count upon American 
material and technical assistance in carrying out this program. 

*‘4. For the purpose of discussing interim emergency aid and devis¬ 
ing plans for further action on the lines indicated above, the Chinese 
Government would be prepared to send to Washington a small techni¬ 
cal mission or to receive in Nanking a similar mission from the Ameri¬ 
can Government. 

“The Chinese Government would appreciate an early reply from the 
American Government concerning the views indicated above.” 

The Department of State replied to the Chinese request as follows: 

“The Department of State has given sympathetic consideration to 
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tlio ineniorandum from the Chinese Enibass}- dated November 24, 
1047, and desires to support steps by which U.S. Government assist¬ 
ance can be integrated with internal measures of self-help in China in 
order to contribute toward an effective program for economic recovery. 

“In accordance with statements made at the conference on November 
13 between the Secretary of State and the Chinese Ambassador, the 
Department of State is actively proceeding with formulation of defi¬ 
nite proposals for submission to the Congress in January. It is con¬ 
templated tliat there should be consultation between our two Gov¬ 
ernments at an early date with respect to various aspects of these 
proposals. If, at that time, the Chinese Government desires, the 
United States would welcome a small technical mission in Washing¬ 
ton.” 

AMBASSADOR STUARTS COMMENTS 

During the course of work on the China aid program, Ambassador 
Stuart on November 24, 1947, sent the following pertinent general 
comment to the Department: 

“I have the honor to comment further on some of the spiritual or 
liuman factors in the civil war as they are revealing themselves more 
clearly in tlie midst of rapidly deteriorating military and fiscal trends. 
Tlic Communist organizers have a fanatical faith in their cause and 
are able to inspire their workers and to a large extent their troops and 
the local population with belief in its rightness, practical benefits and 
ultimate triumph. As against this the Government employees are 
becoming ever more dispirited, defeatist, and consequently listless or 
unscrupulously self-seeking. This of course still further alienates the 
liberal elements who ought to be the Government’s chief reliance. Even 
the higher oflicials are beginning to lose hope. The effect on military 
morale is disastrous. In this drift toward catastrophe they clutch 
at American aid as at least postponing the inevitable. This is all 
that such monetary aid can do unless there is also among the Kuomin- 
tang leaders a new sense of dominating purpose, of sacred mission, 
of national salvation, expressing itself in challenging slogans, arous¬ 
ing them to fresh enthusiasms, leading them to forget their pei*sonal 
fears, ambitions and jealousies in the larger, more absorbingly w’orth- 
while cause. It seems to me that this idea can be urged upon them 
under two emphases. 

“(1) Freedom. There can be absolutely no freedom of thought or 
action under Communist rul6. The contentment that comes from a 
measure of economic security is conditioned on mute acceptance of 
party dictation. The zeal is generated by what is in largo measure 
false and malicious indoctrination. If the Kuomintang could appreci- 
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ate the propagandist value of exposing this and go to the opposite 
extreme in guaranteeing freedom of speech, publication and assembly, 
at wliatever seeming ris>k of subvei'sive activities, it would win the 
loyalty of the intellectuals as nothing else could. The really harmful 
agitation of Communist agents in newspaper offices, schools or even 
in tiovermnent bureaus, could be safelj’ left to the constructive ele¬ 
ments in each unit concerned. An aggressive ideological warfare over 
this issue by the Kuomintang might be made tremendously effective. 
But the Government wouhl have to take an adventurous leap and cease 
to rely upon its secret service and other suppressive agencies. 

*'(2) The People's Livelihood. The third of the famous Three 
Prijiciples is being constantly honored in speeclies and published 
articles. The Communists have gone a long way toward its realiza¬ 
tion but the Government shows up lamentably in comparison. True, 
it has had incessant foreign and domestic conflicts, but making all 
allowance for its difficulties the record to date has been extremely dis¬ 
creditable. If, however, all who do not want China to be commmiized 
could be enlisted in a movement to support the Government in effect¬ 
ing better local administration, there might well be a resurgent revolu¬ 
tionary movement that would attack at once graft and the ineffTiciency 
among Government officials and the wantonly destructive policy of 
the Communists. Both could alike be described as the present form 
of treasonable or unpatriotic activity, to be resisted and eliminated as 
they would a foreign foe by all who love their country. 

“American aid could be based on the desire to help the populace in 
Government territory to have the twin benefits of the freedom essential 
to democracy and tiie economic welfare which is the only protection 
against Communist penetration. If conditioned upon hearty Gov¬ 
ernment determination to achieve these two objectives for its people, 
it would first of all supply the new hope without which the leaders 
could scarcely recover from their depression of spirit and would give 
us the strongest leverage in furnishing the desperately needed aid as 
at each stage there is evidence of progress or in stopping it whenever 
the forces of reaction or of corruption assert themselves. . . 

“SOME FUNDAMENTAL CONSIDERATIONS ON AMERICAN AID TO 
CHINA” 

On December 22,1947 the Chinese Government handed Ambassador 
Stuart the following memorandum entitled “Some Fundamental Con¬ 
siderations on American Aid to China”.: 

“1. The American plan for aid to China should be a long-range 
four-year project, the purpose of which would bo to assist China to 
achieve political and economic stability, including curi*ency reform. 
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To attain this object, the funds for relief and rehabilitation to l^e 
obtained from the United States would require U.S. $500,000,000 for 
the first year, the same amount for the second year, U.S. $300,000,000 
for the third year, and U.S. $200,000,000 for the fourth year, totaling 
one and one-half billion U.S. dollars. 

“2. With regard to the relief fund obtained under the plan, the 
Chinese Government should appropriate a fund in Chinese currency, 
equivalent to the value of relief commodities supplied by the United 
States. This fund should be put to such uses as to benefit production 
and to curb inflation. There should be consultation and agreement 
between China and the United States in majiping out schemes for 
spending of this fund; and the American Govenmient should receive 
full information concerning its actual disbursement. 

“3. China will, on her accord, employ e.xperienced American per¬ 
sonnel to a.ssist her in the planning for financial, monetary, and other 
administrative reforms. She will likewise employ American techni¬ 
cal e.xperts to participate in the execution of certain construction 
undertakings. The Chinese Government itself will express the afore¬ 
said intention to the American Government at an appropriate moment, 
with the request that the latter will assist in the selection of such per¬ 
sonnel. The employment of these personnel will not, however, be 
made an international legal obligation of the Chine.se Government in 
order to avert infringement on China’s sovereignty and administrative 
integrity. 

“4. The American aid to China plan shall contain no political con¬ 
dition other than what may be stipulated in the aid plan for Europe. 
On the other hand, terms which wdll be stipulated in the aid plan for 
Europe may apply, wherever practicable, to China. 

“5. As regards the supply of military equipment and ammunition, 
China should be allowed to purchase in the form of loans the surplus 
and other military material from the American Goveniment. The 
total of such loans is tentatively estimated at U.S. $100,000,000 for 
the year 1948. Prior to the submission of lists for such purchases, 
the Chinese Government will consult the American Military Advisory 
Group in China.” 

WASHINGTON DISCUSSIONS WITH CHINESE REPRESENTATIVES 

During the last quarter of 1947, concurrent with the preparation of 
a Cliina aid program, a number of conferences were held between offi¬ 
cers of the Department of State and two representatives of the 
Chinese Government who had come to Washington to offer technical 
assistance in the drafting of the program: Dr. Arthur Young, an 
American who for twenty-odd years had been an adviser to the Chi- 
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ncpp Ministry of Financp, and Dr. Kan Lee, a special representative 
of tlip Ministry of Foreijrn Affairs. In discussing with them its plans 
for United States assistance to China, the Department stressed the 
great importance it attached to the execution by the Chinese Govern¬ 
ment of “rough and ready” measures of financial, economic and admin¬ 
istrative reform. It was recommended to Young and Lee that 
(hey urge upon the Chinese Government the immediate preparation 
of such measures with a view to their prompt application, both prior 
to and concurrent with the anticipated extension of American aid, in 
order that the effectiveness of the aid might be maximized. 

In January 1048 tlic Chinese Government, pursuant to the invitation 
of the Department of State, despatched a small technical mission to 
Washington. This mission, headed by Pei Tsu-yi, former Governor 
of the Central Rank of China, met frequently with representatives 
of the Department of State and other agencies concerned with formu¬ 
lation of the China aid progiam. The mission submitted for review 
with United States Government representatives a presentation of 
Chinese economic difficulties and remedial measures that might be 
instituted by the Chinese Government. 

PREMIER CHANG CHUN'S STATEMENT OF JANUARY 28. 1948 

On January 28, 1948, the Chinese Premier, General Chang Chun, 
issued a w idely publicized statement expressing the Chinese Govern¬ 
ment’s detennination to undertake sweeping reforms in administra¬ 
tive, 6nancial, economic and military fields. The statement read 
as follows: 

“As a result of her suffering and losses during more than 8 years 
of war and the subsequent Communist rebellion, China is now facing 
unprecedented economic difficulties. In order to overcome these 
difficulties, the Chinese Government, in the light of the long history 
of Chineso-Ainerican friendship, has requested economic and tech¬ 
nical assistance from the United States. It was with gratification 
that the Chinese Government noted the inclusion of Cliina in the 
interim-aid bill and the announced intention of the United States 
Government to take early action during the present session of the 
Congi*oss to provide substantial aid for China. The Cliinese Govern¬ 
ment fully recognizes that in order to secure the maximum benefit 
from external aid an adequate and practicable program of domestic 
measures of self-help is needed. This program should at the begin¬ 
ning lay stress on financial and economic measures of immediate im¬ 
portance which will be followed or accompanied by certain other 
reforms in the fields of general administration and military 
reorganization. 
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The mii'm fiuunciiil and economic reform measures which the Chi¬ 
nese Government intends to undertake are: 

“(1) Control and readjustment of Government expenditures both 
in Chinese national currency and foreign currencies so as to realize 
all practicable economies. 

“(2) Improvement of the national, provincial and local tax systems 
and the administration thereof with the dual object of increasing the 
yield and placing the tax burden upon economic groups that are best 
able to pay. 

“(3) With a view to insuring greater efficiency in the performance 
of their duties, the treatment of civil servants as well as officers 
and men will be gradually raised. Simultaneously, a program will 
be enforced for the gradual reduction of Government personnel. 

“(4) Strengthening and extension of control over the supply of 
essential commodities of daily necessity with a view to checking specu¬ 
lation and the abnormal rise of prices. 

“(5) In order to insure the maximum elfectiveness of external aid, 
every effort will be made toward laying the basis for a more stable 
monetary system. 

“(G) Banking and credit systems to be reformed through the cen¬ 
tralization of control in the Central Bank of China and the mainte¬ 
nance of a counter-inflationary policy. 

“(7) Promotion of exports through removal of obstacles to export 
movements. 

“(8) Improvement of import control; but as soon as conditions 
permit, the emergency control measures shall be modified. 

“(9) Improvement of agricultural production and rural conditions 
and land reforms through the adoption of such i*ccommcndations of 
the China-United States Agricultural Mission as are suitable for 
early introduction. 

“(10) Rehabilitation of communications and essential industries 
as far as conditions permit in order to increase production and reduce^ 
dependence upon abnormal imports.” 

PRESENTATION OF TUE CUINA AID PROGRAM TO CONGRESS 

Following a period of detailed planning by the Department of State 
in consultation with other departments concerned, and final review by 
the National Advisory Council, a program of economic aid for China 
was submitted to the Congress by the President on February 18, 1948. 
The presentation of the program was accompanied by a special mes¬ 
sage from the President, and the Secretary of State testified on 
February 20 before the House Committee on Foreign Affairs in sup¬ 
port of the program.® At the same time, the Ambassador issued a pub- 


* See annex 175 (a) and (b). 
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He .sliitciuciit ill ChiMii designed to explain the purpose of tlie proposed 
program of American assistance.'* The program as presented called 
for an appropriation of 570 million dollars to be available for expendi¬ 
ture until June 30, 1049, a period of approximately 15 months con¬ 
sidering tlie time that would be required for Congressional action. It 
was envisaged that 510 million dollars of the total would be used to 
finance minimum imports of essential civilian types of commodities 
chiefly foodstuffs and industrial materials, while GO million dollars 
would be programed ffir a few selected industrial and transportation 


reconstruction projects to be initiatc<l prior to June 30, 1949. 

Subsequent to tlie jmblic pr(‘sentation of the China aid program to 
Congress, tlie Secietary of State read the following statement to 
the ('ommiltee.s on Foreign Affaii's and Foreign Uelations in execu- 


(ive session: 


I am assuiiitii^ your fainliiarlty with the general outline of the Chinese pro¬ 
gram whicli I |)resented at the opening hearing on this subject. There Is a great 
deal that directly bears on the problem which l.s not In the public interest of this 
country, and particularly of the Chinese Government, to state for the open record. 
A public statement of many of the factors which have led to the falhires of the 
Chinese Government in both the military and e<'onomlc Held, however nccurale. 
would bo destructive of morale to that Government and its army. Moreover, It 
would actually he helpful, even stimulating, to the morale of the Coinniuulst 
1‘urty. and csiMK-lally the Cojumunlst army. Therefore, It has been very difficult 
to make a frank public statement of the case. 

Considering Uie military nsiiet'ta of the problem It was clear from V-J Duy 
In 1JH5 that the Chinese Government was confronted by a lullltury situation which 
made It, In the opinion of virtually every American authority, Impossible to con¬ 
quer the Coiniuunlst armies by force. Googruphlenlly, Uie odds were too heavy 
against the Government—thousands «>f miles of communications bordered by 
mountains nffording easy relrents for guerrilla forces, numerous vulnerable river 
cros.slngs and tunnels easily subject to destruction; the strategical and tactical 
characteristics of guerrilla warfare pi‘rmltting a concentration of guerrilla forces 
at a deslrtnl imlnt where the Government was weakest; and the governmental 
military necessity of covering all points, therefore all weakly and thus vulnerable 
Ic) surprl.se attack. 

. There was constant Insistence on the part of the GeiierullKslino and his high 
military and iwlltical group that the only way the ls.sue could be settled was by 
fitrce. I ha<l endeavored to persuade them time after time that It was not within 
their capahlllty to settle the matter by force. The odds were too heavy against 
Iheni, Furthermore, there was conspicuous Ineptitude and widespread corrui>- 
tion among the higher leaders. The consequent low morale of the Chinese Govern¬ 
ment armies has been a factor of great Importance to the military situation. 

We have lind many proposals for this Government to s\«pport Urn Chinese mili¬ 
tary program. That is easy to say, but extraordinarily difficult and dangerous 
to do. It Involves obligations and responsibilities on the part of this Government 
nhlch 1 am convinced the American people would never knowingly accept. Wo 
cannot csca|>e the fact Umt the deliberate entry of tliis country Into the armed 


*• See annex 170. 
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effort in China inrolTes possible consequences in which the financial cost, tliongh 
tremendous, would bo insignificant when compared to the other liabilities inevi¬ 
tably involved. 

So far, I have been discussing the Government military forces. On the other 
side, the Communist forces have bronglit alH>ut terrible destruction and virtually 
wrecked the economy of China. This was their announced purpose—to force an 
economic collapse. The development of the situation was predicted by me to the 
Chinese Government frankly and forcibly many times in the summer and fali 
of 1040. The Government failures have been even worse than I anticipated. 

We have furnished Important aid to (Miina since V-J Day. Military aid In* 
eluded the transportation by U S. facilities of Chinese Government troops from 
points in west China to tlie major cities of central and nortli China and from 
coastal points to the port of entry into Manchuria for the nwctipation of Japa¬ 
nese-held areas. At tlie end of the war the U.S. had largely e<)uipp<*d and par¬ 
tially trained :i9 Chinese divisions. Additional equipment was transferred to 
the Chinese to complete these divisions and to replace worn-out <*qulpment. 
Military lend-loase aid to the Chinese Government amounted to more than $7()0 
million. The Chinese Government obtained the arms and equii>ment of the sur¬ 
rendering Japanese armies In Cldna proper (b^dow the Great Wall) and Formosa, 
a total of approximately 1,235,000 men. The Cldnesc Communists obtained large 
quantities of Japanese arms in Manchuria, through direct or indirect Soviet 
connivance; the number of surrendering Japanese troops in Manchuria is esti¬ 
mated at 700,000. 

The National Government ha.s had its own arsenals, whhdi, while small by 
U.S. stnndard.s, did rci)r€sent nn efferllve addition to its military potential. 
Japanese-nrme<l Chinese puppet troops with their equipment were taken over by 
the Cldnese Government In large numbers—(*stinmted as 780,(KK). 

Under Public I>aw 512 the U.S. has transferrwl to the Chinese Navy as a 
gift 07 naval craft and has tralne<l Chinese naval i>ers(»nnel to man these vessels. 
The U. S. Military Advisory Group at Nanking has furnl.slied advice and assistance 
on a staff level to the Chinese Government in organisational und training matters 
and Is now participating in traloing of Ciiineso troops on a division level in 
Formosa. 

Tlie U. S. Marine Corps landed about 55,000 men In north China after V-J Day. 
In addition to disarming the Japanese, the Marines guardCHl railways and coal 
mines in north Cldna until September 1040 to ensure an adequate supply of coal 
for the vital Industrial areas in north and central China. At the time of their 
withdrawal In tJie spring and summer of 1047, the Marines ‘'abandoned” certain 
military matdrlel, including munitions, to the Chlne.se Government forces. The 
U. S. Army and Marine Corps were largely responsible for the removal of 
approximately 3,000,000 Japanese soldiers and civilians from Chinn. 

We have been supplying munitions under surplus property arrangements and 
the Chinese have made some purchases of munitions commercially. In rceeat 
months the Chinese have cdhcluded contracts with Oki.c for most of the U. S. 
military surplus suitable to Chinese needs, including amnninltlon, transport 
planes and other military materiel. Arrangements are now being completed 
to sell to the Chinese under surplus arrangements the remaining available ammu¬ 
nition In Hawaii and in the Zone of the Pacific. 

There have been long delays in completing the necessary contracts largely' 
because the Chinese officials concerned persisted In tlme-consundng maneuvers 
to secure an even greater bargain than our people felt authorized to agree to. 

On the civilian side, commercial vessels have been transferred to tlie Chinese 
Government and large amounts of civilian goods valuable to the Chinese economy 
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were sold to the Chinese Government under surplus arrangements at prices rep¬ 
resenting only a small fraction of their procurement cost. The Elxi>ort-Import 
Bank has extended credits to the Chinese for reconstruction purposes and the 
import of cotton. The U.R. contributed a major sh.are of the Unur.v program 
for Chinn. Authorized U.S. aid from V-J Day until the present date, exclusive 
cf surplus property sales, totals .$l,4:{2.OO0.UOO. at least half of which was 
tjiilitary ns.sistance. 

TTie Chinese Government has received aid from other foreign sources. The 
non-U.S. share of the U.vrr.v program and certain foreign cretiit.s together 
total approximately $2r.O million. The Chinese Government obtained the large 
.Tapanese industrial and other holdings in Chinn having a roughly estimated 
value in lO-l.'l dollars of $11,000,000,000. (This figure allows for a 50 i)erccnt 
reduction of the value of Japanese holdings in Manchuria due to Soviet removals, 
civil war and related damage and general under-mointenance in the post-war 
period.) 

All of the foregoing means, at least to me. that a great deal must be done by 
the Chinese autliorltle.s tltcinselvcs—and that nobody else can do it for them— 
if that Government is to maintain Itself against the Ounmunlst forces and 
agrarian policies. It also moans that our Government must be exceedingly 
<-nreful tbat it does not become committed to n policy involving the absoritUon 
of its resources to an unpredictable extent once the obligations arc assumed 
of n direct responsibility for the conduct of civil war in China or for the Chinese 
economy, or both. 

There Is another point that I wish to menUon in oonslderntlon of this matter. 
There Is a tendency to n^el that wherever the Coiumunist Influence is brought to 
boar, wo should itninedlutely meet it, head on ns it were. 1 think this would be 
a most unwise procedure for the reason that we would bo. in effect, handing 
over the Initiative to tlie Communists. They could, therefore, spread our 
Influence out so thin that It could be of no particular effectiveness at any one 
point. 

We must be prepnre<l to face the possibility that the present Chinese Govern- 
merit may not be successful in maintaining Itself against the Communist forces 
or other opiiosltloii that may arise in China. Yet, from the foregoing, it can 
only be concluded that the present Government evidently cannot reduce the 
Chinese Communists to a completely negligible factor in China. To achieve that 
objective In the ImnxMlInte future it would be ncce-ssary for the United States 
to underwrite the Chinese Govemment’s military effort, on a wide and probably 
<-onstnntly increasing scale, as well ns the Chinese economy. Tlio U.S. woxild 
have to be prepared virtually to take over the Chinese Government and admin¬ 
ister Its economic, military and governmental affairs. 

Strong Chlne.se sensibilities regarding Infringement of China’s sovereignty, the 
Intense feeling of nationalism among all Chinese and the unavailability of 
quallflcd Ainoricnn personnel in the largo numlKjrs required argue strongly 
against attempting any such solution. It would bd Impossible to estimate tlio 
Unal cost of a course of action of this magnitude.. It certainly would be a 
coDtlnulng operation for n long time to come. It would Involve this Government 
In a continuing commitment from which It would practically be Impossible to 
withdraw, and It would very probably Involve grave consequences to this nation 
by making of Chinn an arena of intoriiational conflict. An attempt to underwrite 
the Chinese economy and the Chinese Govemment’s military effort represents a 
burden on the U.S. economy ami a military responsibility which I cannol 
rccomend as a course of action for this Governmeat. 
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On the other hand we in the Executive Branch uf the Guvernmi-ut have an 
intense desire to help China. As a matter of fact, I have struggled and puzzled 
over the situation continuously since my return. Our trouble has been to lind 
a course which we could reasonably Justify before Congress on other than 
emotional grounds. It has been a long struggle to concoct an ecoiiouiie progruui 
and clear it through the various (Joveriiiueut agencies—tlie National Advisory 
Council, and, of course, the Budget Bureau, where they properly have to b>- 
very factuaL 

We are already committed by past actions and by popular sentiment among 
our people to continue to do what we can to alleviate suffering in China and to 
give the Chinese Government and people the possibility of working out CbinaS 
problems in their own way. It would be against U.S. interests to demonstrut.- 
a complete lack of confidence in the Chinese Government and to add to its dilU 
culties by abruptly rejecting its request for assistance. Tlie p.-<ycbologieid effet t 
on morale in China would be seriomsly harmful. 

We hope that the program we are presenting to Congress will a.ssist in arrc.si 
ing the accelerating trend of economic deterioration to proviile the Chinese Gov¬ 
ernment with a further opjxjrtunity to lay the groundwork for stabilizing th.- 
sltuutiou. In these circumsfuuces, 1 consider that this program of economic 
assistance, propo.sc*d with full recogultlon of all the unfavorable factors in tli.- 
situation, is warranted by American inicrest.s. 

The problem of U.S. aid to Chinn must be considered in the light not only of 
the foregoing but also In its relation to other Important factors. 

China does not itself possess the raw material and industrial resources which 
Would enable It to become u first-class military power wilhin the foreseeable 
future. The country is at present in the midst of n social and jaditical revolu¬ 
tion. Until this revolution is completed—and it will take a long time—there 
)8 no prosi)ect that sulllclent stability and order can be established to iw^rmii 
China’s early development into a strong state. Furthermore, on the side of 
American Interests, we cannot afford, economically or militarily, to Uike over 
the continued failures of the present Chinese Government to the dissipation of 
our strength in more vital regions where we now have u reasonable opportunity 
of successfully meeting or thwarting the Communist threat, that is. in the vital 
Industrial area of Western Eiiroix} with its traditions of free in.«itltutions. 

Present developments make it unlikely, as previously Indicated, tliat any 
amount of U.S. military or economic aid could make the present Chinese Govern¬ 
ment capable of reeshibllshlng and then mainialning its control throughout all 
of China. 

The Issues in Chinn are thoroughly confusetl. The Chinese Communists have 
succeeded to a considerable extent in identifying their movement with the popular 
demand for change in pre.sent conditions. On the other hand, there have been 
DO Indications that the present Chinese Government, with its traditions and 
methods, could satisfy this popular demand or create conditions which wouhl 
satisfy the mass of Chinese people and prevent further violence and civil 
di.sobedience. 

I know from my own personal experience tliat large numliers of young 
Chinese, college graduates, have gone over to tlie Communist Party, not because 
they favored the ideology of the Party but because of Uielr complete disgust with 
the corruption among the officials of the Chinese Government. In the opinion 
of these young men, the Communist Party was trying to do sometiilng for the 
common people, and no one accuses the Communist leaders or officials of per¬ 
sonal graft. For this reason the Communist military forces are not all of the 
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same way of tliinklng. I have recently been told by our represenUtlves In 
XIanchuila and other places that It Is quite apparent that considerable groups 
are within the ranks of the Communist army because they are opposed to the 
iniquities of the political party In power, the Kuoiiuntang, and its failure to do 
anything constructive for the common people and not because of any belief in 
Coiiinuniist lOeology. 

At present, tlie Chinese Government is not only weak but Is lacking in self* 
discipline an<l inspiration. There is little evidence that these conditions can be 
hiislcnlly corrected by foreign aid. In these circumstances, any large-scale U.S. 
effort to assist tlie Chinese Government to oppose the Communists would most 
probably degenerate into a direct U.j«. undertakltig ami responslbiUty, involving 
tlie ccinmitmeiit of sizeable forces and resources over an indefinite period. Such 
a dissipation of U.S. resources would Inevitably piny Into the hands of the Itus- 
slnns. or would provoke a reaction which could iwsslbly. even probably, lead to 
another Siwnisli type of revolution or general hostilities. 

In these elrcuinstances. tl>e costs of an all-out effort to see Communist forces 
resisted mid destroyeil In China would, as indicated above, be impossible to 
estimate; but the magnitude of the task and the probable costs thereof would 
clearly be out of all proportion to the re.sults to be obtained. 

It was not intended tliat Amerietin aid shotdd be equated with 
China’s total foreign exchange deficit. In the first place, no reliable 
estimate of Cltina’s total foreign exchange expenditures over the next 
15 months was available. Sucii an estimate would have had to in¬ 
clude expenditures for military purposes as well ns for civilian im¬ 
ports, but the Chinese Government had spent very little since the 
war for imports of military equipment and supplies and had not 
formulated a program of military procurement. It was believed 
that necessary military expenditures could bo financed in the dis¬ 
cretion of the Chinese Government out of its own foreign exchange 
reserves and due allowance was made for this contingency. Further¬ 
more, China's receipts of foreign exchange from exports and remit¬ 
tances were so erratic that it was extremely diflScult to project the 
capacity of the Chinese Government to pay for its essential civilian 
imports out of current earnings. 

There were, however, certain available criteria which wei*e applied 
in formulating the pix)giani. The capacities of China’s cotton mills 
were known and their needs for raw cotton could be estimated, as could 
the petroleum requirements of selected industries and transportation 
facilities. Thus, a floor and a coiling ns well were available for two 
major categories of China’s import requirements. Experience gained 
in previous aid programs had demonstrated that China’s capacity 
for effective internal distribution of other commodities, such as food 
and fertilizer, was extremely limited due to high costs generated by 
inflation and to the ciimbei-some and inefficient administrative struc¬ 
ture of many Chinese organizations. It was decided, therefore, to 
program aid impoils of commodities other than petroleum and cotton 
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on tlie basis of past imports as modified by Chinese Government esti¬ 
mates of minimum import requirements. 

It was recognized that the comprehensive reconstruction of (’hinese 
industry and tiansjmrtation would require foreign ca])ital of great 
magnitude. It was evident, however, that a large scale reconstruction 
program could not be carried out successfully amidst the existing dis- 
oiganization and hyperinflation. A high proportion of the cost of 
each reconstruction project woidd have to be met in Chinese currency to 
cover domestic expenditures for labor an<l materials. Thus, the infhi- 
tionarj consequences of an ambitious reconstruction program might 
well have been .so extreme as to have crippled the program itself ami 
substantially increased the rate of economic deterioration in the econ¬ 
omy as a whole. It was decided therefoie to concentrate on a few of 
the most serious obstacles to permanent imj)rovement of the C'hinese 
economic situation. These obstacles were the shortage of electric 
power, coal and fertilizer, and the serious disrepair existing in Cliina s 
railroad facilities. 

Other considerations, such as the availability of specific commodi¬ 
ties and competing <!emands ui)on American resotirces, were of cotti-se 
brought to bear on the exact amount of aid requested. The total 
amount programed, however, was estimated as approximating the 
maximum of commotlities that Cliina could ab.sorb effectively within 
a limited time period and, on the basis of conservative estimates of 
prospective exports and remittances, this amount was believed to be 
be^'ond China's means to finance out of current earnings. Such im¬ 
provement as China could have effected in exports and remittances 
would have increased the amount of foreign exchange available to the 
Chinese Government for additional imports or for accumulation of 
reserves. 

The Secretary of State had stated in his initial testimony on the aid 
program before the House Foreign Affaii-s Committee that “provision 
of a currency stabilization fund would, in the opinion of our monetary 
experts, require large sums which would be largely dissipated under 
the pre.sent conditions of war financing and civil disruption.” Never¬ 
theless, in the course of Committee hearings, interest was evidenced in 
the possibility of lending stability to the Chinese currency through a 
United States loan or grant of silver for monetary circulation within 
China. Pui-suant to a request from the House Foreign Affairs Com¬ 
mittee, the Department of State in late March submitted to Chairman 
Eaton of that Committee a statement analyzing the silver proposal with 
reference to China. The statement had been prepared in collaboration 
with the Treasury Depaitment and the Federal Reserve Board 
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and was entitled “Possible Use of Silver for Monetary Stabilization in 
China in Connection with China Aid Program.”'* A copy of the 
statement also was submitted to the Senate Committee on Foreign 
Relations. The analysis led to negative conclusions which were stated 
briefly in the opening summary paragrapli of the statement as follows; 
“Tlie China Aid Program docs not provide for the use of silver to 
bring about monetary stability in China. It does not do so for throe 
main reasons: one. because conditions in China do not now furnish a 
basis for any lasting currency stabilization; because even if basic 
conditions now favored stabilization of the currency and price level 
it would not he i)ractical to restore the silver standard in China; and 
three, because the introduction of silver as an emergency measure 
at this time would involve such technical difliculties as to make it a 
costly and uncertain venture.” 

It was clear that the proposed aid program could not, of itself, 
bring about a decided cljangc for the better in the rapidly deteriorat¬ 
ing Cliinese economic picture. Other factors remaining equal, it was 
believed that the proposed aid would serve to prevent an acceleration 
of the inflation that was certainly’ in prospect in the absence of aid. 
The expendable commodities would help to prevent starvation in 
the coastal cities, maintain employment in the cotton mills, and keep 
other industry and transportation from breaking down, while the 
capital goods would make possible some permanent improvement in 
important sectors of the economy. Moreover, receipts from the sale 
of these goods within Cluna by the Chinese Goveriunont would to some 
extent merely serve to maintain the level of income that the Govern¬ 
ment had been receiving. There would still remain a very large 
budgetary deficit that the Chinese Government had been meeting by 
the issuance of currency. Nor would the extension of American 
material aid affect the other major problems of Chinas civil and 
military administration that represented the basic deterrents to effec¬ 
tive organization of the economy and prosecution of the Government’s 
military program.** 

Thus, it was appai*ent at the time this aid program was presented 
to the Congress that no amount of outside material assistance or 
advice could substitute for the far-rcaching stops that would have to 
bo taken by the Chinese Government itself if it were to survive. This 
was widely recognized by many Chinese individuals and officials of 
the Chinese Government including the then Premier Chang Chun, 
who had, as stated above, issued on Januai*y 28, 1948, a statement 
of intention to undertake measures of domestic reform. This statc- 

* See annex 177. 

** See annex 178 (a) and (b). 
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ment by tlie Chinese Government lent some encouragement to the 
Administration and the Congress in support of tlie hope that a pro¬ 
gram of United States aid might be augmented suflioiently by the 
Chinese themselves so that a basis could be laid for economic im¬ 
provement and political stability. 

These circumstances dictated that an initial United States aiil pro- 
*gram for China should be limited approximately to the period of a 
year rather than authorized for five years as had been recommended 
by General Wedemeyer, or for four yeai'S as was requesteil by the 
Chinese Government. The jjroposed China aid program differed 
sharply in this respect from the European Recovery Program which 
was considered simultaneously bj' the Congress. In the case of both 
Western Europe and China, the effectiveness of United States aid de¬ 
pended pidmarily upon the performance of the Government through 
which aid would be extended. But in the European situation, eco¬ 
nomic and political conditions, and the administrative structure of 
the governments concerned, made it possible to develop a long-range 
economic reconstruction i)lan, whereas in China such planning was 
clearly impossible, and the capacity of the Chinese Government to 
carry out sweeping measures necessary to permanent economic im¬ 
provement was a highly uncertain factor. Authorization of a long- 
range aid program would have represented a commitment by the 
United States Government from which it would have been extremely 
difficult, if not impossible, to withdraw, regardless of future develop¬ 
ments. Tlie China aid program was regarde<l by tlie Department of 
State as a measure which might become either the firet stage of larger 
and more constructive endeavors or the conclusion of large-scale 
United States aid to the Chinese Government. These alternative 
possibilities, and the fact that their determination would depend 
heavily on actions of the Chinese Government, were pointed out by 
the Secretary in testimony before Congress and subsequently by the 
United States Embassy to officials of the Chinese Government. 

III 4 THE CHINA AID ACT OF 1948 

The President’s request for authorization and appropriation of 570 
million dollars for economic aid to China was considered durinar March 
by the Senate Committee on Foreign Relations and the House Com¬ 
mittee on Foreign Affairs. The House of Representatives was the 
first to pass legislation for aid to China, incorporated in an omni¬ 
bus bill dealing with foreign aid on a world-wide basis. The 
House bill authomed two separate appropriations for China-totaling 
670 million dollars for a 15-month period. One authorization pro- 
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vi(h'<I 420 million <lolIars for economic ai<l uml the other amended the 
legislation under which Greece receive<l ai<l to authorize 150 million 
dollars for military assistance to China to be supervised by an Ameri¬ 
can military mission on the same basis as that which underlay pro¬ 
vision of United States military aid in Greece. This would have 
lequired assumption of responsibility by the United States Govern¬ 
ment for projiramin^r, procurement and delivery of military supplies 
for the (’hinese (lovernment and for detailed .supervision of their 
use in China, includinji operational advice to Chinese combat forces 
in the liehl. 

The Senate dealt with aid to China in an individual bill which 
authorized the appropriation of 4(53 million dollars to be available 
for obligation for the jjeriod of one year. Of this total, 303 million 
dollai-s was to be i)rovided as economic aid while the balance, 100 
million dollars, was to be set aside for ffrants on such terms as the 
President mipfht decitle. ^I'he legislative history of this bill made 
it clear that this special fund was to be disbursed at the discretion of 
the Chiiiese Government, although it was assumed that the Chinese 
Govermuent probably would elect to use it largely for procurement 
of military supplies. The Senate bill, however, made no reference 
to military aid in pioviding for (his special grant and the report of 
the Senate Foreign Relations Committee stated: 

“In view of the Chinese re(|uirement for military supplies, it may 
bo assumed that the Chinese Government, on its own option and 
responsibility, would seek this grant for such supplies. With intelli¬ 
gent planning, and careful conservation and eflicient utilization (he 
Chinese Government could achieve much >vith this sum. . . • [It] 

will bo extended in the form of grants to be used by the Chinese 
Government without any of the conditions and controls which will 
prevail with respect to the expenditure of the remaining $303,000,000. 
Presumably, therefore, this amount can be used for the procurement 
of military supplies and equipment if the National Government so 
desires. The committee agreed, however, that the broad language 
of section 3 (b) of the present bill should not be interpreted to 
include the use of any of the armed forces of the United States for 
combat duties in China.” 

Thus, the Senate and House bills dilTcred sharply in the degree 
to which they would place responsibility on the United States Gov¬ 
ernment for supervision of Cliineso Government military planning 
and operations. This difference was reconciled by the House and 
Senate confeiees in favor of the Senate bill. The conference bill, 
which was passed by the Congress on April 2, 1948, followed sub¬ 
stantially the form of the Senate bill but changed the amounts 
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autliorized for one j^eai-to 338 million dollars for economic aid and 
125 million dollars for special grants to be used in the discretion 
of the Chinese Government. The conference bill became (he China 
Aid Act of 1948 ® and was incorporated as Title IV of Public Law 472 
entitled the Foreign Assistance Act of 1948.“ 

Congress subsequently appropriated the full 125 million dollars 
authorized for special grants to the Chinese Government. However, 
despite testimony by the Department of State that the full amount of 
the President’s original request for 570 million dollars was needed 
for economic aid, the Congress appropriated only 275 million dollars 
for this purpose. The 570 million dollar program for 15 months 
presented by the President, if scaled down proportionately to a 12- 
month period, would have come to approximately 463 million dollars. 
Thus, the appropriation represented an actual reduction of 188 million 
dollars below the amount requested for economic aid. 

The preamble to the China Aid Act of 1948 declared it to be the 
policy of the people of the United States to encourage the Republic 
of China and its people to exert sustained common efforts to achieve 
internal peace and economic stability, to maintain the genuine inde¬ 
pendence and administrative integrity of China and to sustain and 
strengthen principles of individual liberty and free institutions in 
China through a program of assistance based on self-help and co¬ 
operation. It further declared it to be the policy of the United States 
that assistance provided under the act should at all times be dependent 
upon Chinese cooperation in furthering the programs. Finally, the 
preamble emphasized that any assistance furnished under the act 

“. . . shall not be construed as an express or implied assumption by 
the United States of any responsibility for policies, acts, or under¬ 
takings of the Republic of China or for conditions which may prevail 
in China at any time.” 

Section 405 of the act provided that 

. . an agreement shall bo entered into between China and the 
United States containing those undertakings by China which the Sec¬ 
retary of State, after consultation with the Administrator of Eco¬ 
nomic Cooperation, may deem necessary to carry out the purposes of 
this title and to improve commercial relations with China”. 

In addition to the supply of expendable commodities and provision 

* See annex 170. It received tlie President's approval on Apr. 3,1048. 

‘Title I (the Economic Cooperation Act of 1048) of this oiiinibiis act authorized 
the European Recovery Program, and titles II and III dealt with the Interna¬ 
tional Children's Emergency Fond and tlie Greek-Turkcy aid programs 
resjiectively. 
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of capital ^roods for reconstruction projects envisaged in the program 
presented bv the President, the Congress in section 407 of t!ie act pro¬ 
vided for a j)rograin of assistance for reconstruction in rural areas of 
China. This section authorized the Secretary of State to conclude an 
agreement with China establishing a Joint Commission on Rural Re- 
<‘onstruction in China to be composed of two Americans and three 
Chinese. It was apparent that such a program would have to be 
largely educational in character and, therefore, that the funds required 
for its operation would, for the most part, be Chinese currency. Con* 
sequently, this section provided that the rural reconstruction program 
might be financed by “an amount equal to not more than 10 per 
centum of the funds made available” for economic aid to China, and 
that “such amount may be in U.S. dollars, proceeds in Chinese cur¬ 
rency from the sale of commodities made available to China” as eco¬ 
nomic aid, or both. 

IV. IMPLEMENTATION OF THE CHINA 
ECONOMIC AID PROGRAM 

INITIATION OF THE PROGRAM 

By virtue of an advance by the Reconstruction Finance Corporation, 
the Economic Cooperation Administmtion was able to launch the 
authorized program of commodity assistance to Cliina before Congress 
acted on its npjiropriation. The China Aid Act of 1948 provided for 
an Rfc advance of 50 million dollars, and the President decided that 
this amount should be divided between economic aid and the program 
of special gi'ants to the Chinese Government in the same proportion 
that the total authorized appropriations for these two purposes bore 
to each other. Thus, 37.5 million dollars of the 50 million dollars was 
allocated by the Bureau of the Budget to Eca, and 12.5 million dol¬ 
lars was allocated to the Treasury for disbursement upon request by 
the Chine.se Government. Eca extended assistance initially in ac¬ 
cordance with the terms of notes exchanged on April 30, 1948, between 
the Secretary of State and the Chinese Ambassador in Washington. 
These notes provided that, pending the negotiation of a bilateral 
economic aid agreement, tlie extension of American aid would bo gov- 
emed by the agi'cement of October 27,1947, negotiated in connection 
with the United States Foreign Relief Program, subject to such 
modifications os might bo agreed by the two governments. 

Negotiations regarding the terms of a bilateral economic aid agree¬ 
ment between China and the United States were begun in May of 
1948 between the American Embassy in Nanking and the Cliinese 
Ministi*y of Foreign Affairs. The Act specified that aid should bo 
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provided to China . . under the applicable provisions of tl^e Eco¬ 
nomic Cooperation Act of 1948 (Title I) which are consistent with 
tlie purposes” of the China Aitl Act (Title IV). Thus, it was neces¬ 
sary' that the Department of State negotiate, after consultation with 
Eca, an agreement with China which adhered as closely as possible 
to the terms specified by Title I for aid to countries participating 
in the Organization for European Economic Cooperation. At the 
same time, due allowance had to be made for certain aspects of 
the Chinese situation that were basically different from conditions 
obtaining in "Western Europe. Variation was called for particularly 
in regard to those sections of Title I which prescribed various under¬ 
takings in the field of economic self-help to be required of European 
goveimments. It would have been futile, for e.xample, to require that 
the Chinese Government, in the midst of civil strife, rampant infla¬ 
tion and administrative disorganization, attempt to achieve objectives 
in the field of industrial reconstruction and financial stabilization as 
rigorous as those indicated by Title I for commitment by Western 
European countries. 

Negotiations were satisfactorily concluded in the first days of July 
and the Agreement was signed on July 3, 1948, by Ambassador Stuart 
and the Chinese Minister of Foreign Affaire, Wang Shih-chieh.^ In 
general, the Agreement followed the pattern of the bilateral agree¬ 
ments which were negotiated simultaneously with Western European 
countries. The language of certain articles was made almost iden¬ 
tical for those undertakings specified by Title I which applied in prin¬ 
ciple to the Chinese as well as to the European situation. Where 
circumstances differed substantially, however, some standard articles 
were modified considerably in the China Agi*cement, or unique pro¬ 
visions were added. 

UNDERTAKINGS BY THE CHINESE GOVERNMENT 

The undertakings by the Chinese Government in the Agi*eement 
which were most significant in terms of their relevance to the basic 
problems confronting that Government, or in terms of their unique 
character, can be sunvmarized as follows: 

1. In order to achieve the maximum improvement of economic con¬ 
ditions through the employment of American assistance, the Chinese 
Government agreed to (a) take the measures necessary to ensure effi¬ 
cient and practical use of economic resources available to it, including 
effective use of United States aid goods and appropriate use of private 
Chinese assets in the United States, (Z») promote the development of 
industry and agriculture on a sound economic basis, (c) take the 

’ See annex 181. 

28 
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financial, monetary, Imdgctaiy and administrative measures neccssarj’ 
to create more stable currency conditions, and (d) cooperate with 
otlier countries to increase the international exchange of goods and 
services and to reduce public and private barriers to foreign tmde. 

2. The Chinese Government agreed to make all practicable efforts 
to improve commercial relations with other countries, with par¬ 
ticular reference to the conditions affecting foreign trade by private 
enterprises in China. This undertaking was unique to the China 
Agreement and was retpiired specifically by section 405 of the China 
Aid Act. Tlic ai-ticle containing this undertaking was made fairly 
general in character, partly out of deference to the sensitivities of the 
Chinese Government, and also because the Chinese Government on 
May 22, 1948, had put into effect the provisions of the General Agree¬ 
ment on Tariffs and Trade, which detailed principles of foreign 
commercial relations. 

3. The Chinese Government agreed that all United States aid goods 
should be processed and distributed according to terms and condi¬ 
tions and prices agreed upon between the Chinese and United States 
Governments. The Clunesc Government also undertook to achieve 
fair and equitable distribution of United States aid goods and simi¬ 
lar commodities, in so far as possible through rationing and price 
control systems in the urban centers of China. Tliis also was an 
undertaking unique to the China Agreement, but it was believed that 
provisions for joint supervision over the distribution of United States 
aid goods within China by the two Governments was essential to 
minimize dissipation of such goods in the disorganized situation that 
existed. 

The commitments in the Agreement by the Chinese Government to 
take action in the field of economic self-help represented major under¬ 
takings towards large objectives. They were, however, general in 
character and expressed in relative rather than absolute terms. The 
American Government was fully appreciative of the enormous diffi¬ 
culties which confronted the Chinese Government. It did not expect 
perfection or near perfection in the performance of that Govern¬ 
ment. Nevertheless, it was evident that unless the Chinese Govern¬ 
ment and people themselves were to take effective initial steps as a 
necessary basis for the progressive solution of their economic and 
administrative difficulties, American aid, whether economic or mili¬ 
tary, would accomplish little of permanent value. The China Aid 
Act was designed particularly to afford the Chinese Government an 
opportunity to execute desperately needed measures of self-help. It 
was therefore incumbent on the American Government to make use 
of its program of aid, to the maximum extent pos.sible and appropriate, 
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lo represent to the Chinese Government the essentiality of its under¬ 
taking those measures of self-help indispensable to its sur\ ival. 

It was recognized that the self-help undertakings expressed by the 
Chinese Government in the bilateral aid agi*eement were so general 
that they provided little guidance for concrete action and ollered 
considerable falitude for Chinese failure to act. General undertak¬ 
ings to initiate basic reforms had been umlertaken unilaterally by 
the Chinese Government in the past with little to show for them. 
'^^'hat was really called for in the circumstances was the formulation 
of specific measures ami the early and progressive translation of such 
measures into a coherent program of concrete a<-tion. As indicated 
above, the Chinese Premier, Chang Chun, had voluntarily issued a 
general statement in .January 1048 of intention to carry through 
sweeping reform measures. The prompt and practical implementa¬ 
tion of the Premier’s statement luul been urged by the United States 
Government as soon as the statement was isstietl, but after .5 montlis 
there was no evidence that the statement had occasioned tin* initiation 
of first steps directed toward basic reforms. The American Govern¬ 
ment believed that it should take the occasion of the negotiation of 
the aid agreement vigorously to poi'suade the Chinese Government to 
fornudate specific measures for concrete action, and that it should 
urge the Chinese Government continuously throughout the period of 
the aid program to carry out such measures. 

Consideration was given by the Department of State to the inclusion 
of more specific Chinese commitment.s in the bilateral aitl agreement, 
or to obtain separate written commitments from the Chinese Gov¬ 
ernment. It was decided, liowever, that insistence on a formaliza¬ 
tion of detailed commitments in this manner wouhl prove unworkable 
even if attained. This decision reflected recognition of the fact that, 
while it was appropriate to call for formal general commitments on 
self-help by the Chinese Government in connection with extension 
of a large United States aid program, the specific implementation of 
such commitments was, in a purely formal as well ns in a very real 
sense, the exclu.sive responsibility of the Chinese Government. A re¬ 
quirement of written pledges on mattei's of detailed administration by 
the Chinese Government as a prerequisite to United States aid would 
place on the United States Government the responsibility for super¬ 
vising the implementation of the pledges and the obligation to suspend 
or to withdraw aid if the specific commitments were not met. This 
would have been an undertaking by the Ajnerican Government which 
probably would have led to the employment of American supervisory 
personnel in China in large numbei-s, and which unquestionably would 
have been regarded in China and elsewhere as an extx'ome infringe- 
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ment of Oiinese sovereignty. It would have involved the American 
Government, in effect, in an attempt to force the Chinese Government 
to do in its own self-interest those things which only that Government 
itself was in a position to initiate and wliich, in the last analysis, only 
the Chinese Government itself could administratively perfoim. 

In view of the above considerations, the Department of State decided 
that efforts should be intensified on an informal basis to persuade the 
Chinese Government of the necessity of early concrete measures in 
implementation of the general undertakings proposed for inclusion in 
the aid agreement. Consequently, the Embassy in Nanking was in¬ 
structed to bold a special series of informal discussions with Chinese 
Government leaders corollary to negotiations on the aid agreement, 
sueli discussions to be related in substance to the agreement but to be 
held apart from the formal negotiations. Tlie Department indicated 
that, in sucli discussions, the Chinese slionld bo pressed for oral 
assurances regarding specific measures intended. 

SPECIFIC ECONOMIC MEASURES RECOMMENDED TO CHINA 

On May 15, 1948, the Department of State transmitted to the 
Embassy nt Nanking for use in corollary discussions with Chinese 
Government leaders a list of the principal specific measures regarding 
which it was believed the Chinese Government should initiate con¬ 
crete steps. The list was not meant to be comprehensive, nor did it 
attempt to detail the administrative steps that would to involved. It 
was felt that the Embassy was in a better position to judge the more 
detailed actions that would be required. In any event, the Embassy 
was advised to encourage the Chinese to set fortli their own proposals 
for general and concrete action, reserving the Embassy’s comments 
for emphasis or addition if significant points wore neglected by 
Chinese. The following measures were those contained in the in¬ 
struction from the Department of State to the Embassy: * 

1. Government Expenditures 

(o) Establishment of budgetary control and standardization of 
accounting, based on short-term projections, in the hands of a central 
fiscal authority with power to make allocations for all expenditures 
and witli sufficient political strength to resist demands for unneces¬ 
sary expenditures. 

(6) Elimination of nonproductive expenditures not essential to 
efficient civil administration and prosecution of the war, such as 
padded army rolls, troops garrisoned in sheltered areas, Kuomintang 
Party activities, and so forth. 


* See annex 182. 
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2. Government Receipts 

(a) Administrative improvements in taxation. 

(b) Expansion of measures to protect tax revenue from currency 
depreciation, sucix as tlxe use of multiplication factors, ad valorem 
taxes and taxation at source. 

(c) Expeditious sale of Government assets wliich could be operated 
more appropriately and efficiently by private enterprise. 

3. Civil and Militart/ Adrninistration 

(а) Adoption or continuation of a realistic cost of living index as a 
standard for ensuring more adequate paj' for civil employees and 
soldiers. 

(б) Drastic and impartial weeding out of civil and militar\’ officials 
guilty of gross inefficiency or corruption. 

{c) Conscientious reduction of civil and military rolls to eliminate 
unnecessary employees. 

{d) Coordination and elimination of duplication in civil and mili¬ 
tary agencies. 

4. Distribution of Staple Commodities 

Improved administration of, or extension of, distribution controls 
or incentives to maintain and expand the flow of consumer goods 
into rural areas as necessary to increase production and movement of 
agricultural goods for urban consumption and export. 

5. Banking and Credit 

Adjustment of the banking system in order: 

(а) to give the Central Bank complete control of banking and credit 
policy for the purpose of checking speculation and ensuring more ade¬ 
quate credit for essential productive economic activity; 

(б) to establish a clearer demarcation between the functions of Gov¬ 
ernment and private banlcs and to prevent favoritism to Government 
banks; 

(c) to eliminate uneconomic banking operations, such as the Cen¬ 
tral Cooperative Bank. 

C. Agricultural Improvement 

Implementation of recommendations of the Joint XJ.S.-China Agri¬ 
cultural Mission, with special reference to enforcement of reductions 
in rente and interest rates. 

7. Foreign Trade and its Controls 

(a) Administrative improvements in import and exchange controls 
including coordination throughout China of control procedures. 
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{f}) More realistic oxclumgo rate policies. 

(c) Provision of julerjiiate credit for prodxiction and marketing of 

export goods. ... .1 

{(1) Improvement in quality and standardization of export goods. 


8. Kncoumfjcnifnt to PrU'ate F. ntcrprhc 

(^) riarification. hy action as well as by statement, of fields open 
to private enterin isc without governmental intrusion. 

(b) Elimination of special privilege in foreign trade and domestic 

enterprise. 

In addition to the measures of self-help listeil above, the Department 


instructed the Embassy to request tliat the Chinese Governnient per¬ 
mit foreign flag vessels carrying American aid cargo destined for 
inland water ports to discharge their cargo at such ports. It was 
believed that this permission was necessary for the clTective imple¬ 
ment at ion of American ai<l to interior jioints of China. lengthy 

consideration, the Chinese Governnient indicated its willingness to 
grant such iiermission on a case by case basis, but the effect of the 
decision was not great for. by the time it was made, foreign shipping 
firms had become reluctant to risk transiiortation up the Yangtze. 

In discussing the shipping problem witli Chinese officials, the Em¬ 
bassy pointed out, inter alia, that general Chinese permission for for¬ 
eign commercial vessels to carry international cargo on China s major 
inland waterways would clearly be to China’s economic intei'cst; that-, 
while all sovereign powere enjoyed full control over national inland 
waterways, a large majority of nations had for reasons of economic 
self-interest granted foreign commercial vessels right of access to 


some or all of (heir inland ports. 

In commenting on the Department’s instructions, the Embassy in¬ 
dicated that while measures of self-help had frequently been the sub¬ 
ject of pointed dii^cussions with Chinese leadere in the past, it agreed 
that an intensive effort should now be made to urge the overwhelming 
importance of immediate reforms.® On May 22, 1948, Ambassador 
Stuart, during a convei*sation with President Chiang Kai-shek, handed ^ 
him a memorandum dealing with the problems of domestic reform in 
China.'® The memorandum was represented, not as an official docu¬ 
ment, but as the Ambassador's views ns to what basic steps should be 
taken. It covered many of the points made in the Department’s in¬ 
struction of May 15, but the contents of the memorandum were ar¬ 
ranged to correspond to the ten points of I'eform made in Premier 


• See annex 180. 
'•See annex 182. 
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Chiing Cliun’s stuteniejit of Jamiarv 28, 1948. The Ambassador's 
memorandum subsequently was used by inembei-s of the Embassy as 
the basis for informal discussions with numerous other liiirh Chinese 
Government officials, to wliom the points wei-e elaborated in greater 
detail with emphasis on the urgent need for early actions of specific 
and concrete character. 


Informal contacts similar to the “corollary discussions” were main¬ 
tained with various Chinese Oovei’nment ofHcials b}’ membei-s of tlie 
United States P2mbassy and by officei's of the E<’a mission in Cliina 
throughout the period of the economic aid program. It was considered 
that American advisory assistance to the Chinese Government could 
be arranged more aj)propriatel)’ in this manner than by the designa¬ 
tion of American officials as advisei*s to various Government agencies. 
The experience of foreign advisers to the Chinese Government, of 
whom' there had been many in the past, provided little ground for 
believing that the results of such designation would be fruitful, nor 
did it seem wise that the American (lovernment should be burdened 


in this manner, even by implication, with responsibility for actions, or 
failure to act, by the Chinese Government. It appeared axiomatic 
that, if Chinese leaders were disposed to accej>l advice, they would do 
so whether the advice was given in an official capacity or on an informal 
basis. Moreover, the Chinese Govei*nment was understandably sensi¬ 
tive to the type and degree of American guidance that might be asso¬ 
ciated with American aid. It was recalled that the Chine.se Govern¬ 


ment stated in its memorandum of December 22, 1947, that while it 
intended to employ, on its own accord, American jjersonnel to assist 
in j)lanning for financial, monetaiy and other administrative reforms, 
“the employment of these personnel will not, however, be made an 
international legal obligation of the Chinese Goveniinent in order to 
avert infringement on China’s sovereignty and administrative in¬ 
tegrity.” 

On August 5, 1948, notes were exchanged between the United States 
and Chinese Governments” providing for the establishment of a 
Joint Commission on Rural Reconstruction in China and defining the 
scope and terms of the program which the Commission might under* 
take. Authority was given the Commission to formulate and carry 
cut a broad program, with emphasis on the educational aspects of 
improving agricultural techniques in rural areas. The three Chinese 
members of the Commission were appointed immediately after the 
exchange of notes and the two American members on September 10, 
1948. The Commission formally assembled in Nanking on October 


“ Sue annex 183. 
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1 and, in accordance with a provision in the aLTeement, elccUid one 
of the Chinese members as its chairman. 

PROGRESS OF THE ECONOMIC AID PROGRAM 

Tiie following brief summary of the accomplishments of the eco¬ 
nomic aid program is taken from a detailed account of the program 
published by the Economic Cooperation Administration in February 
1049 entitled Economic Aid under the China Aid Act of JD^S: “ 

“I-'ood lias la-fii irrovirled through a controlled ration system to 
nearly 13,000,0(10 inhabitants of seven major Chinese cities. Cotton 
linanced uiuler the program has kept the mills operating in Chinas 
largest industry, providing cloth for direct consumption, for barter 
to encourage the bringing of indigenous food into the cities, and for 
export to earn foreign exchange that can bo used to pay for more 
imports. Petroleum has kept in operation basic industries, and also 
provided goods for which the fanners in the countryside are prepared 
to exchange their produce. Fertilizer imports have been planned for 
use in the production of spring crops in 1949. A Joint Commission 
on Rural Reconstruction lias been established, and has formulated prin¬ 
ciples and a program for attacking some of the root causes of poverty 
and unrest among China’s vast rural population. An industrial pio- 
grain of replacement machinery and reconstruction projects has been 
initiated with the participation of private American engineering firms; 
although actual procurement and construction had to be suspended 
for the most part due to uncertainties connected with the civil war, 
much useful engineering survey work has been done. A ‘counter¬ 
part’ fund in local currency, established by agreement with the Chinese 
Government and managed jointly by Chinese and Americans, has 
been used to maintain many hospitals, welfare iirograms, and dike¬ 
building projects. 

“In spite of the growing chaos around them, tliese activities, by and 
large, have been managed with care and have been carried out suc¬ 
cessfully within their own limited terms of reference. In the case of 
.the commodity program particularly, the supplies provided have been 
an important and at times crucial factor in keeping uiu'est to a mini¬ 
mum in the main cities of the coastal areas controlled by the National¬ 
ist Government. In this narrow but significant sense, therefore, the 
efforts of Eca in China have been constructive and useful. Supplies 
financed by the United States have been and are being effectively dis¬ 
tributed to the people intended to i*eceive them.” 

Of the total 275 million dollar appropriation for economic aid to 


“See annex 184. 
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China, Eca originally had earmarked 203.8 million dollars for com¬ 
modities, G7.5 million dollai's for industrial and transportation recon¬ 
struction and replacement projects, 2.5 million dollars for dollar ex- 
/jenditures of the Joint Commission on Rural Reconstruction, and 
1.2 million dollars for Eca administration. By April 3, 1949, the 
expirj' date of the China Aid Act of 1948, 2*20.4 million dollars had 
been authorized for procurement of commodities, and about 130.2 
million dollars of these supplies had arrived in China. 

During the period of these expenditures, the economy of Nationalist 
China continued to deteriorate at an accelerating pace. The budg¬ 
etary deficit was unquestionably much more serious in 1948 than in 
preceding 3 ’eai*s. 7'lie loss of territory to Communist forces, the fur¬ 
ther dislocation of transportatioji and productive facilities and a sharp 
increase in smuggling combined to reduce receipts from taxes, Gov¬ 
ernment-operated enterprises and customs duties. Increased mili¬ 
tary e.xpenditures were incurred as the civil war spread and mounted 
in intensity. 

Prices in August 1948, as measured by the Shanghai wliolesalc price 
index, were more than 3 million times those of the prewar half year, 
January to June 1937. In the first 7 months of 1948 prices increased 
more than 45 times and the black market rate for United Stales dollar 
notes increased over 50 times. Moreover the rate of price increase for 
the period progi-essively exceeded the rate of ex])ansion of tlie note 
issue, as confidence in the currency diminished, and accordingly the 
value of the total currency outstanding contracted in terms of jmr- 
chasing power. This contraction of the purchasing power of an 
expanding note is.sue lias been observed in the later stages of currency 
inflation in other countries. 

Private capital was almost wholly directed into nonproductive chan¬ 
nels of financial speculation and hoarding of commodities, and banks 
demonstrated an increasing reluctance to extend long-term credit 
for industrial investment. The loss of economic resources through 
contraction of the area controlled by the National Government was 
illustrated most significantly by the abandonment in December 1948 
of the Kailan mines located near Tientsin. These mines had been 
supplying more than half of the coal consumed in all of Nationalist- 
controlled China. 

In the mid-summer of 1948 there was a sharp increase in the velocity 
of currency circulation which sent prices to astronomical figures. The 
Chinese Government was unwilling to print new currency notes of 
sufficiently large denominations to keep pace with prices, and it had 
become impossible to print adequate quantities of currency of lower 
denominations, which had to be used in such bulk that bushel baskets 
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were required for currency transactions. The currency had become 

almost worthless as a medium of exchange. 

On August 19, 1948, the Chinese Government announced the intro¬ 
duction of a new gold yuan currency to replace the old Chinese Na¬ 
tional currency at a ratio of G-Y.l to C.N. 3 million. The rate of 
exchange for one United States dollar was set at G.Y. 4. The Govern¬ 
ment emphasized that introduction of the gold yuan would be accom¬ 
panied by drastic financial reforms to curtail expenditures and increase 
revenue. It was represented that these reforms would reduce the 
hudgetarj’ deficit and the need for new note issue with the result that 
the internal purchasing power and the foreign exchange value of the 

new currency could lie maintained. 

Domestic prices and foreign exchange rates wore pegged and drastic 
penalties prescribed for black market operations. The public was 
required to sell its gold, silver, and foreign currency notes in Cliina to 
the Government at the pegged rates, and Chinese nationals were in¬ 
structed to register with the Government all holdings of foreign ex¬ 
change abroad. To bolster public confidence in the measures, the 
Government announced that, although the new currency was incon¬ 
vertible. it was to be backed by gold, silver and other official foreign 
exchange holdings amounting to 200 million dollars and by the secu¬ 
rities of certain Government-owned enterprises valued at 300 million 
dollars. Moreover, it was stated that the new note issue would be 
limited to G.Y. 2 billion. 

The combination of stringent police measures and initial public 
confidence served for a few weeks to keep the Chinese economy func¬ 
tioning at the frozen price and foreign exchange levels of the August 
19 reforms. The Government reported collection of more than 150 
million dollars in foreign exchange for which it paid out new gold 
yuan. 

It became evident shortly, however, that the Chinese Government 
was taking no effective action to curtail expenditures or to increase 
revenue, for new currency continued to be issued in the previous 
volume to cover the budgetary deficit. In addition, large quantities 
of gold yuan had been exchanged for foreign ctirrencies and gold, 
much of which had heretofore been hoarded, and this added greatly 
to the total volume of currency competing for goods. Between 
August 19 and October 1 the note issue had increased almost five 

times.” 

The continuing inflationary pressures revealed themselves first in 
West and North China where police enforcement was relatively 
ineffective. At Shanghai, however, Chiang Ching-kuo, the Gen- 


“See annex 167 (a)-(c). 
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ei-alissimo’s son, pursued a ruthless enforcement cainpuign. The 
I>iice differential between the coastal cities ami the hinterhuul and 
the maintenance of iiicreasinjfl}' axtificial foreij^n exoliaxige rates, 
seriously impeded the movement of food and raw materials for urban 
consumption and exjxjrt. Insistence on maintenance of the August 
19 price levels, which was almost fanatical at Shanglnii, resulted in 
the depletion of food and other commodity stocks in the cities to 
dangerously low levels, and brought about an almost conjplete stag¬ 
nation of economic activity. Finally, the regulations became so in¬ 
effective and disruptive of economic activity that they were revoked 
oflicially in the face of a downward slide of (he gold yuan which con¬ 
tinued thereafter at a rapid rate. By late April and early Mav. 
1949, the gold yuan, which had been introduced at a ratio of G.Y. 4 
to U.S. $1, had depreciated in the open market to quotations ranging 
between G.Y. 5 million and 10 million to U.S. $1. 

The Eca helped to alleviate the food crisis brought about by the 
e.xtrenies to which the Chinese Government’s emergency reform 
measures of August 19 were carried. Steps were taken to speed up 
Eca deliveries of cereals and this proved to be of crucial importance 
in allaying unrest in the major cities. However, even after the reform 
mea.sures were revoked, Chinese Government procurement of food for 
its share of the city rationing programs continued to lag seriously, 
and EJca thereafter provided a major portion of the ration I’equire- 
rnents. 

During the fall of 1948, the growing seriousness of the military 
situation in North China and Manchuria made it necessary for Eca 
to suspend preparatory work on industrial reconstruction and replace¬ 
ment projects located in those areas. In view of the rapid disinte¬ 
gration of the National Government military position which oc¬ 
curred shortly thereafter, the Eca Administrator aimounced on 
December 21, 1948, that work on the entire industrial program was, 
to a large extent, being suspended. At the time of suspension, all 
the jxrojects were still in the preliminary engineering stage, no funds 
liaving been actually committed for procurement. 

The impending fall of Peiping and Tientsin to Chinese Communist 
control confronted Eca with the problem of how its openxtions in 
North China should be handled in that event. Eca referred the mat¬ 
ter to the Department of State, which took the position that Eca aid 
should be discontinued to areas of China that came under Chinese 
Communist control. On December 30,1948, the President orally com¬ 
municated to the Acting Secretary of State his confirmation of the 
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Dcpai'tinont's j)Osition, which was recortlecl in tlie Department as 
follows: 

“1. That this Government would continue to support through the 
implementation of the China Aid Act tlie present Cliinese Government 
or a legal successor Government. However, sliould a government 
come into power which comes to terms with the Chinese Communists, 
all aid should cease irrespective of whetlier the Communists are in 


numerical ascendency or not. 

“2. When the Chinese Communists cither directly or indirectly 
llirough a coalition government take control over any area, all Eca 


supplies ashore or in the process of being unloaded can be distributed 
under conditions similar to those now pi'cvailing. However, Eca 
supplies which luive not yet reached such ports should be diverted 


elsewhere. 


“3. That the military supplies under the China Aid Act should be 
delivered in so far as possible in accordance with the advice of our 
military authorities in China.” 


The intention of tlie second sentence of numbered paragraph (1) 
quoted above was that aid should cease to those arcjis that came under 
the control of a government in which tiie Chinese Communists par¬ 
ticipated. On January 14,1949, the President’s decision was reviewed 
by the Cabinet, with tlie Eca Administrator present, at which time it 
was reaflinned. 


Tientsin fell to Chinese Communist assault on January 15, 1949, 
and a peaceful takeover of Peiping by the Chinese Communists oc¬ 
curred iluring the last days of January. AUhougli Eca stoclcs in 
botli cities were small at tlio time, the Eca representatives were 
prepared in accordance witli tlie President’s decision, to complete their 
distribution of e.xisting stocks through channels previously agreed 
upon and under appropriate supervision. In both cities, however, the 
Chinese Communists seized Eca stocks of wheat and flour, which they 
distributed to selected groups of civilian workers rather than to the 
[>opulation generally. Eca stocks of cotton yarn and cloth at Tient¬ 
sin were sealed by the Chinese Communists and Eca oflicei*s were 
unable to make any disposition of these stocks before their departure 
from the area on March 21,1949. 

Meanwhile, Generalissimo Chiang Kai-shek had retired from the 
scone in Nanking on January 21 and the reconstituted cabinet under the 
leadership of Acting President Li Tsung-jen was endeavoring to find 
a basis upon which peace negotiations could be carried on-with the 
Chinese Communists. (These developments ai*o treated in detail in 


chapter VI.) 

The Chinese Government’s official foreign exchange reserves at this 
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time consisted in liirpre part of «rold and silver bullion in Cliina. The 
Central Bank reported at the end of the fii’St (juarter of lt*49 total 
gold and silver hohliiigs of approximately ICO million <lollars, 
although other reliable sources indicated that such holdings were 
as much as SoO million dollai'S. The bulk of the bullion had been 
removed to Taiwan and Amoy before the Generalissimo retire«l. 
The Acting President later sent an emissary to see the Generalissinu) 
to arrange for tlie return of the gold and silver and on April l.'> 
the Control Yuan at Nanking passed a bill reipiesting their return 
to the Government. Althougli the Generalissimo sub^eriuently made 
available to the Government at Nanking 17 million silver coins 
from stores at Anioy. efforts to obtain the use of the reserves at Amov 
and 'I'aiwan for emergency expenditures by Nanking were generally 
unavailing. 

The Government at Nanking, in its search for means to retain some 
semblance of order in the increasingly chaotic administrative and 
financial conditions obtaining in the lower Yangtze valley, approached 
the United States Government frequently during the late winter and 
spring of 1949 seeking to obtain silver with which to meet its military 
and administrative expenditures. The pn»posals varie<l in detail from 
time to time, but essentially they all amounted to the advance of 
silver by the United States Govemment to underwrite the Chinese 
Government's budgetary deficit. The Departments of State and 
Treasury gave no encouragement to these Chinese proposals. 

On March 23, the Embassy commented on a Chinese proposal for 
silver aid as follows: 

“Although we agree that the financial situation is growing incroas- 
perilous, we can find no support on economic grounds for a cur¬ 
rency stabilization loan. The intensifying curi*ency crisis essentiallv 
arises from the internal budget deficit and not from the shortage of 
foreign exchange. The Eca commodity )mi)ort i)rogram has sub¬ 
stantially answered the latter phase of the problem. 

“Any ‘stabilization loan’ at this time would be merely budget deficit 
assistance. The deficit is an intenial Chinese problem and the Govern¬ 
ment has consistently proved unable or unwilling to act either to in¬ 
crease Government revenues or reduce expenses. Tlie fact of the defi¬ 
cit alone is not the cause but the symptom of the fundamental im¬ 
balance between the tremendous demand arising from tlie weight of 
tlie Government’s military structure, administrative incompetence and 
corruption, upon increasingly limited goods and services. No fiscal 
program involving quantitative money manipulations of the type 
monotonously recurring in the past as ‘financial reform’ can signif¬ 
icantly affect tills imbalance. We know of no Chinese Government 
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fiscal projjram proposed or in prospect wliich offers any possibility 
of effective results in meeting the monetary difficulties.’* 

On April 6, the Ambassador reported as follows: “Both the Acting 
Pi’esident and the Premier liave again and separately raised the 
fpiostion of U. S. financial and economic assistance. The Prime ^fin- 
ister is still hoping to secuie a silver loan from the U. S. and suggested 
a lien on the island of Taiwan, or on its products, as security. The 
Acting President, through his emissary . . . em])hasized the im¬ 

minent danger of collapse of the Government because of the fiscal 
situation; he asked if this did not warrant American aid sufficient to 
keep the Nationalist (iovernment going at lea.st through the peace 
talks. In response to tlie latter’s comment, I felt compelled to speak 
frankly. I pointed out the difficulties from the American standpoint 
in securing financial assistance. I calletl attention to the well-known 
fact that the Chinese Government hsid reportedly something less than 
HOO million dollars in gold and silver bullion and foreign exchange: 
that mo.st of this re-serve existed, or was made possible, because of 
previous American aid; that it would seem natural to draw upon this 
fund for the present emergency. Our officials in Washington were, 
of course, fully aware of this reserve fund. I continued that if peace 
could be secured, it woidd not be too difficult for the new Govern¬ 
ment to build up a fi*esh reserve in an atmosphere of peace and a 
period of productive activity, that if the fighting were renewed, these 
leserves would either fall under control of the Communists or *be 
consumed within a brief period of time in efforts toward further 
resistance.” 

CONTINUATION OF KCONOMIC AID BEYOND APRIL 3, 1949 

On March 31 the Chinese Ambassador submitted to the Department 
of State proposals for the interim extension of the Eca Program 
beyond April 3 to June 30,1949, and for a new economic aid program 
of 420 million dollars during the fiscal year 1950. These proposals 
wore received while consideration was being given by Congress to 
i-ecommendations from Eca and the Department of State regarding 
limited extension of the economic aid program for China. Careful 
consideration had been given during the early months of 1949 by Eca 
and the Department of State to the question of what recommendations 
should be made to Congress for continuation or cessation of American 
aid to China before the authority contained in the China Aid Act of 
1948 expired on April 3, 1949. These studies were continued in early 
1949. The following facts and observations were fundamental to a 
decision on this question. 

Foreign aid authorized for the Chinese Government since V-J Day 
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had amounted to approximately 2^54 million dollars, of which the 
United States had provided 90 percent or slightly more tlnin 2 billion 
dollai-s in the form of grants and credits. Aid authorized by the 
United States hud been divided almost equally between military and 
economic purposes. Total American grants and credits since V-J 
Day had been equivalent in value to more than 50 percent of tlie 
monetary expenditures of the Chinese Government and was of pro- 
j)ortionately greater magnitude in relation to the budget of that Gov¬ 
ernment than the United States had provided to any nation of Western 
Europe since the end of the war. In addition to its aid in the form 
of grants and credits, the United States had sold the Chinese Govern¬ 
ment large quantities of military and civilian type surplus property 
for a nominal return. Surplus property with a total estimated pro¬ 
curement cost of over 1 billion dollars had been sold China for an 
agreed realization to the United States of 232 million dollars. More¬ 
over, the United States had assisted the Chinese tiovernment through 
the provision of military advisory personnel, and had “abandoned” 
and transferred substantial quantities of military material in China, 
for which there is no estimated dollar value. Finally, between V-J 
Day and the end of 1947, the Chinese Goveriunent had drawn down the 
largest gold and United States dollar reserves it had ever lield by 
approximately 700 million dollai-s to finance cojnmodity imports and 
the sale of gold within China. 

The following summary table lists the various measures of foreign 
economic and military aid authorized for China since V-J Day. A 
more detailed description of the U. S. Government measures listed 
below is contained in annex 185. 

I. U. *V. Government Grants and Credits 


GrarUa: (Mmona of V. S. deiUra) 

Lend-lease. $ 513 . 7 

Military aid under Biou-Amcrican Cooperative 

Organization Agreement. 17. 7 

U. 8 . contribution to Unbra China program 474. 0 

U. 8 . share of Ukbea fiontribution to Botha 3.6 


Ammunition abandoned and transferred by 
U. S. Marincfl in North China (over 6,500 


tons) (no estimate of value available). 

Transfer of U. 8 . Navy vessels (P. L. 512) (valued 

at procurement cost). 141 . 3 

U. 8. foreign relief program. 46. 4 

Eca program. 275. 0 

$125 million grant under China Aid Act of 

1948. 125. 0 


Total orant«.$1,596 7 
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I. U. S. Government Grants and Credits —Contiiiuecl 


Credits * {Mittiom 0 / U. S. doH^irt) 

Leiul-lca.<5c. $181.0 

Lond-leasc ‘‘pipe line” credit. 51» 7 

Export-Import Bank credits. 82. 8 

Surplus property sales for credit: 

Sale of excess stocks of U. S. Army in West 

China. 20. 0 

Oflc dockyard facilities sales. 4. I 

Civilian surplus pn>perty transfers (under * 

August 30, 1940, bulk sale agree¬ 
ment) . 53. 0 

Maritime Coinmis.sion Ship Sales .... 16, 4 


Total credits. $411.0 


Total grants and credits 


S2. 007, 7 


II. Other Foreign Grants and Credits 


Balance of Ukrra China progrom. $184. 4 

Balance of Unrra contribution to Botha. 1. 4 

Canadian credit. 60. 0 


Total other foreign aid. $245. 8 


Total rouEiGN grants and credits since V-J Dat . . . $2,253. 5 


III. 17. 5. Government Surplus Property Sales 
(in mnilons of D. S. dollars) 



, Procurctnenl cost 

1 

AffrcvHl remUta- 
lion to U. S, 

Sale of excess stocks of IJ. S. Army in West China . 

(Not available) 

$20 

Oflc dockyard facilities sales. 

Civilian surplus property transfers (under August 

If M 

4.1 

30, 1040, iMfrccincnt). 

$000 

175. 

Maritime Commission ship sales. 

77. 3 

2a 2 

Military surplus property transfers. 

100. 8 

0. 7 

Total SORVLUS IROIEBTT BALF.S . . . . 

$1,078. 1 

> $232. 0 


i lacludos $86.5 miUioa to bo paid on credit terms as indlcstod in Tablo 1 above under cr^iU. 


Despite provision of this foreign aid, the position of the Cliinese 
Government had deteriorated steadily, both militarily and economi¬ 
cally. The Chinese Government had failed to demonstrate its capacity 
to cope with the immense and complicated forces at work in China. 
In the fields of economic policy and civil and military administration, 
the Chinese Government had undertaken no effective initial steps 
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directed toward correcting the basic maladjustments of the Chinese 
economy and the malpractices of its administration. Governmental 
expenditures and the issuance of the fiat paper money had proceeded 
at an uncontrolled and increasing rate. There had been no evidence 
of successful measures to augment revenue, nor had there been any 
evidence of elimination of maladministration in the civilian and 
military bureaucracy. The measures of attempted financial reform 
by the Government were poorly conceived, and in effect, had increased 
rather than retarded the rate of economic deterioration. 

By March 1949, tlie military position of the Chinese Government 
had collapsed to the point wliere the Chinese Communists controlled 
the major centers of [jopulation and the railroads from Alanchuria 
south to the Yangtze Valley and were in a position to take control of 
Nanking, Hankow and Shanghai by military or political means within 
a relatively short period of time, and on their own terms. The military 
collapse of the Chine.se Government had for the most part been the 
consequence of inept leadership and lack of will to light on the part 
of its armies, rather than of inadequate military sui)plies. The loss 
and abandonment of military materiel by Chinese Government forces 
had constituted a large source of military supply for the Chinese 
Communists. It was apparent that, unless there were an une.xpected 
and unprecedented improvement in the administrative and military 
operations of the National Government and in the will to fight of its 
armies, the Chinese Communists would not have difliculty in expanding 
their control throiighout the south and w’est of China if, as soon as they 
consolidated their position in the north, they chose to move southward. 
It was the considered judgment of responsible American Government 
observers in China that only the extension of unlimited American 
economic and military aid, involving extensive control of Cldneso 
Government operations by .^Vmerican military and administrative per¬ 
sonnel, and including the immediate employment of United States 
armed forces to block the southern advance of the Communists, would 
enable the National Government to maintain a foothold in South China 
against a determined advance by the Chinese Communists. It was be¬ 
lieved that under the existing circumstances, however, involvement of 
the United States in the Chinese civil war by such action would be 
clearly contrary to American interests. 

The above considerations led tlie Department of State to view un¬ 
favorably a bill (S. 10C3) that had been introduced in the Senate call¬ 
ing for 1.5 billion dollars of military and economic aid for China. 
Upon a request by the Senate Foreign Relations Committee for com¬ 
ment on the bill. Secretary of State Acheson stated the Department’s 

844638—to-29 
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views in a letter of Marcli 15, 1949, to Senator Tom Connally, Cliair- 
man of the Committee.^* 

Although the relative military capabilities of the Chinese (lov- 
ernment and the Chinese Communists were evident, the political situa¬ 
tion was highly uncertain. Acting President Li Tsung-jen had en¬ 
tered into peace negotiations with the Chinese Communists, thus 
i*ellecting a widespread desire among the Chinese people for peace at 
all costs. The intentions of the Chinese Communists were far from 
clear. Although there was little that the United States could do to 
influence the course of events in China, it would have been inconsistent 
witli the traditional relations between the United States and China 
for the United States, in the face of e.xti'eme adversity for the Chinese 
I)coplo, abruptly to cease on April 3, 1949, economic aid to the 
Chinese Government which it continued to recognize. It was believed 
that the United States should certainly continue its economic relief 
until tlic nest harvest in areas of China that remained free of Com¬ 
munist domination. 

The Department of State therefore supported an Eca proposal 
that Congress be requested to amend the Chinn Aid Act of 1948 to 
permit obligation of existing appropriations until December 31, 1949. 
It was estimated that by April 3 there would remain approximately 
54 million dollars unobligated, and that this sum would enable con¬ 
tinuation of the commodity assistance program at the existing level 
to Central and South China and Taiwan substantially until the mid- 
.summer harvest became available; that if, in the meantime, Nanking 
and Shanghai should come under Chinese Communist control, re¬ 
maining funds might prove to be suflicient to continue commodity 
assistance for a longer period in South China and Taiwan. It was 
also believed that, in so fur as funds were available, the rural recon¬ 
struction program should be continued in coastal and interior areas of 
China so long ns circumstances made it possible to do so. 

On April 14, 1949, the Congress passed legislation which, in effect, 
carried out the recommendations of Eca and the Department of 
State. Rather than amending the China Aid Act of 1948, Congress 
wrote now legislation which made available to the President such 
portion of the appropriation for economic aid as remained unobli¬ 
gated on April 3, 1949, or might subsequently be released from obliga¬ 
tion. In view of the extreme fluidity and uncertainty of the situation 
in China, the new legislation authorized the President to use these 
funds in such manner and on such terms and conditions as ho might 
determine for aid to those ai'eas of China that remained free of 


** See annex 186. 
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Chinese Communist control. Moreover, the funds were made avail¬ 
able for obligation through February 15,1950, in order that tlie expira¬ 
tion of authonty would occur while the next Congress was in session. 

THE APPRAISAL OF ACTING PRESIDENT LI 

Perhaps the aptest and most tragic summary of American inten¬ 
tions toward China and of the reasons for the present predicament of 
Cliina was given by tlie Acting President, General Li Tsung-jen. him¬ 
self. The first three paragi*aphs of a letter he wrote to President 
Truman on May 5, 1949, concern the events of the period with which 
this paper is concerned and read as follows: 

“Throughout our war of resistance against Japanese aggression, 
the United States of America continuously extended to us her moral 
and material assistance, which enabled our country to carry on an 
arduous struggle of eight long years until final victory was achieved. 
The sincere friendship thus demonstrated by the United States has 
contributed not only to strengthen further the traditional ties between 
our two countries but to win the deep gratitude and unbounded good¬ 
will of the people of China. 

‘‘This policy of friendly assistance was continued when some years 
ago General George C. Marshall, under instructions from your good 
.self, took up the diflicult task of mediation in our conflict with the 
Chinese Communists, to which he devoted painstaking ellort. All 
this work was unfortunately rendered fruitless by the lack of sincerity 
on the part of both the then Government and the Chinese Communists. 

“In spite of this, your country continued to extend its aid to our 
Government. It is regrettable that, owing to the failure of our then 
Government to make judicious use of this aid and to bring about appro¬ 
priate political, economic and military reforms, your assistance has 
not produced the desired effect. To this failure is attributable the 
present predicament in which our country finds itself.” 
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Annexes to Chapter I: A Century of 
American Policy, 1844—1943 

1 

t 

Treaty of Wanghia {Cushing Treaty), July 3, l8Jf4 ' 

[Extract] 

AimCLE II 

Citizens of the United States resorting to China for the purposes of commerce 
will pay the duties of iiiiiK>rt and exi>ort prcscrihed in the Tariff, which is fixed by 
and made a part of this Treaty. They shall, in no case, be subject to other or 
higher duties than are or shall he required of the people of any other nation 
whatever. Fees and charges of every sort are wholly abolished, and officers of 
the revenue, who may be guilty of exaction, shall be punishetl according to the 
laws of China. If the Chinese Government desire to mo<lify, in any respect, the 
said tariff, sucli modifications shall be made only in consultation with Consuls or 
other functionaries thereto duly authorized in behalf of the United States, 
and with consent thereof. And If additional advantages or privileges, of what¬ 
ever description be conceded hereafter by China to any other nation, the United 
States, and the citizens thereof, shall be entitled thereupon, to a complete, equal, 
and impartial participation In the same. 


2 

Treaty of Tientsin {Reed Treaty ), June 18,1858 “ 

[Extract] 

Abticlb XXX 

The contracting parties hereby agree that should at any time the Tu Tsing 
Empire grant to any nation, or the merchants or citizens of any nation, nny 
right, privilege or favor, connected either with navigation, commerce, political 
or other intercourse, which is not conferred by this treaty, such right, privilege 
and favor shall at once freely Inure to the benefit of the United States, its public 
officers, merchants and citizens. 

* Hunter Miller, cd., TrtaUe* and Other International Ao(e oj the United States of Amer¬ 
ica, vol. 4, pp. BD8. 860. 

* Ibid., Tol. 7. pp. 703, 804. 
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3 

Treaty of Washington {Durlingaine Treaty)^ July 28^ 1868* 

{Extract] 

AnriCLE VI 

Citizens of tlie United States visltins or residing In China shall enjoy the same 
privileges, imiuiinitics or exenipti«>ns in respect to travel or residence us may there 
he enjoyed by tlie citizens or subjects of the most favored nation ; and, reciprocally, 
Chinese subjects visiting or resliling in the United States shall enjoy the same 
privileges, iinuninities and exeii)[»tions in respect to travel or residence ns may 
there be enjoyed hy the citizens or siibjects of the most favored nation. Hut 
nothing herein contained shall be held to confer naturalization upon citizens 
of the United States In China, nor upon the subjects of China in the United States. 


4 

The Open Door Notes 

Scci'efai'y Hay to the Amhassador in Great Britain {Choate)* 

Wasiiinoton, fiepfemter 6, 1899 

Sir: The Govorninent of Ilcr Britannic Majesty has declared that Its policy 
and Its very traditions precluded it from using any privileges which might he 
granted it In Ciilna as a weapon for excluding commercial rivals, ami that fret'dom 
of trade for Great Britain In that Umpire meant freedom of trade for all the 
world alike. While conceding hy formal agreements, first with Germany and 
then with Russia, the possession of "spheres of Influence or Interest" In China 
in which they are to enjoy special rights and privileges, more e.spcclally in 
respect of railroads and ndnlng enterprises, Her Rrltannlc Majesty’s Govern- 
inent has therefore sought to innlntnin at the same time what is called the "open- 
door" policy, to Insure to tlie commerce of the world in China equality of treat¬ 
ment within sahl "spheres" for commerce and navigation. This latter policy Is 
alike urgently demanded by the British mercantile communities and hy those of 
the United Btotes, us It Is justly held by them to be the only one which will 
Improve existing condlilons. enable them to maintain their positions in the mar¬ 
kets of China, and extend their operations in the future. While the Government 
of the United Slates will in no way commit itself to a recognition of exclusive 
rights of any power within or control over any portion of the Chinese Empire 
umler sm h agreements as have within the Inst year been made. It can not conceal 
Its apprehension that under existing conditions there la a possibility, even a 
probability, of complications arising between the treaty powers which may 
Imperil the rights Insured to the United States under our treaties with China. 

This Government Is animated by a sincere desire that the Interests of our 
citizens may not be prejudiced through exclusive treatment by any of the con- 

» WllUflin Ikf. Mnltoy, cd.. Treatle*. Oonventlon$. IntemaUonal Aeti, Protocol* and Affree- 
menta Brttreen the United Statra of America and Other Poviera. vol. I. pp. 234, 230. 

* Forctgn RelaUona of the Untied Statea, 1800. p. 181. Similar Inatructlons were sent 
to Ameilcon Diplomatic ReprcBcntoUvca at Parla, BerllD, St. Petersburg, Rome, and 
Tokyo. 
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trolling powers within their so-called "spheres of Interest" In Chinn, and hopes 
also to retain there an open market fur the commerce of the world, remove 
dangerous s«»urie.s of iiiternational irritation, and hasten therehy united or 
concerted action of tlie powers at Pekin in favor of the administrative reforms 
so urgently needed for strengthening the Imperial Government and niaimaittlng 
the integrity of China in which the whole western world is alike concertjed. It 
believes tliat such a result may be greatly assisted hy a declaration by the various 
powers claiming "spheres of interest" In China of their intentions as reg.-irds 
trearnient of foreign tra<le therein. The pres«‘nt moment seems a particularly 
opportune one for informing Her Britannic Majesty's Government of tlie desire 
of tlie United States to see it make a forniul declarntion and to 1en<l its support 
in obtaining similar declarations from the various powers claiming "spheres of 
Influence" in China, to the effect that each in its resjieciive spheres of interest 
or iiiUncnce 

B'irst. Will In no wise interfere with any treaty port or any vested interest 
within any so-called “spliere of interest” or leased territory It may have In 
China. 

Second. Tliat the Chinese treaty tariff of the time being slinll apply to all 
inerchandi.se landed or shipped to all such ports us are within said "sphere of 
InUTest" (unless they be "free ports"), no matter to what nationality it may 
belong, and that duties so leviable shall be collected by the Chinese Government. 

Tlilid. That It will levy no higher harbor duties <m vessels of another nation¬ 
ality freciueiitltig any port In such "sphere" than shall be levied on vessels of Its 
own nationality, and no higher railroad charges over lines built, controlled, or 
operated within Its "sphere" on merchandise belonging to citizens or subjects 
of other nationalities transported through such "sphere" than shall be levied on 
similar merchandise belonging to its own uatioimls transported over equal 
distances. 

The recent ukase of Ills Majesty the Emperor of Russia, declaring the port of 
Ta-llen-wun open to the merchant ships of all nations during the wliole of the 
lease under which it Is to be held by Russia, removing ns It does all uncertainty 
as to the liberal and conciliatory policy of that power, together with the assurances 
given tills Government by Russia. Juslifles the expectation that Uis Majesty will 
cooperate in such an understanding as is here proposed, and our ambassador ot 
the court of St. I’etersburg has been Instnieted accordingly to submit the proposi¬ 
tions above detailed to His Imperial Majesty, and ask their early consideration. 
Copy of my instruction to Mr. Tower is herewith Inclosed for your confidential 
iDformation. 

The action of Germany In declaring the port of Kiaochao a "free port." and the 
aid the Imperial Government has given China in the establishment there of a 
Chinese custom-house, coupled with the oral assurance conveyed the United 
Siates by Germany that our Interests within Its "sphere" would in no wise be 
aff.cted by Its occupation of this portion of the province of Sbnng-tung. tend to 
show that little opposillon may be anticipated from that power to the desired 
declaration. 

The interests of Japan, the next most Interested power In the trade of China, 
will be so clearly served by the proposed arrangement, and the declarntion of Its 
statesmen within the lust year are so entirely in line with the views here 
expressed, that its hearty cooperation is confidently counted on. 

You will, at ns early date as practicable, submit the considerations to Her 
Britannic Majesty’s principal secretary of state for foreign affairs and request 
their Immediate cooslderation. 
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I inclose herewith n copy of the Instruction sent to our niiibnssador nt Berlin 
hearlDK on the above subject.* 

I have the honor to be [etc.l John Hat. 

<Sccrcfary llaxj to American Diplomatic Representatives at London^ 
Paris, Berlin, St. Petersburg, Rome, and Tokyo « 


Washington. J/arch 20, 1000 

Sib; The-Government having accepted the declaration suggested by the 

United States concerning foreign trade In China, the terms of which I transmitted 

to you in iny Instruction No.-of-, and like action having been taken by 

nil the various powers having leased territory or so-called "spheres of Interest^ 
in the Chinese Kinplre, as shown by the notes which I herewith tran.smlt to you, 
you will please inform tlie Government to which you are accredited that the con¬ 
dition originally attached to Its acceptance—that all other powers concerned 
should likewise accept the proposals of the United States—having been compiled 
with, this Government will therefore consider the assent given to It by as 

final and definitive. 

You will uhso transmit to the minister for foreign affairs copies of the present 
Inclosures.’ and by the same occasion convey to him the CNpression of the sincere 
gratification which the President feels nt Ihe successful termination of these 
negotiations. In which he sees proof of the friendly spirit which animates the 
various powers Interested In the untrnnimeled development of commerce and 
Industry In the Chinese Empire, ami a source of vast benefit to the whole commer¬ 


cial world. 

I am [etc.] 


John Hay. 


5 

Secretary Hay to American Diplomatic Representatives at Berlin, 
Paris, London, Rome, St. Petersburg, Vienna, Brussels, Madrid, 
Tokyo, The Hague, and Lisbon ■ 


Wasbinqton, July 5, 1000 

In this critical posture of affairs In China It Is deemed appropriate to define 
the attitude of the United States as far as present circumstances permit this to 
be done. We adhere to the policy Initiated by us In 1857 of peace with the 
Chinese nation, of furtherance of lawful commerce, and of protection of lives 
and proiwrty of our citizens by all means guaranteed under extraterritorial 
treaty rigliU and by the law of nations. If wrong be done to our citizens we 
propose to hold the responsible authors to the uttermost accountability. We 
regard the condition at Pekin as one of virtual annrclu’, whereby power and 
responsibility are practically devolved upon the local provincial authorities. So 
long 08 they are not In overt collusion with rebellion and use their power to 
protect foreign life and property, we regard them as representing the Chinese 
people, with whom we seek to remain In peace and friendship. The purpose of 
the President is, as It has been heretofore, to act concurrently with the other 


* Not prlntod. 

■PorcIgD RcJatlooi, 1809. p. 142. 

* Not printed. 

•Foreign Relations 1900. p. 209. 
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powers; first, io oiienlng up conimunfcatloD witli Pekin hq< 1 rescuing the Amer¬ 
ican ofiicials, missionaries, ami other Americans who are in danger; secondly, 
In affording all possible protection everj-wbere in China to American life and 
property; thirdly, in guarding and protecting all legitimate American interests: 
and fourthly, in aiding to prevent a spread of the disorders to the other provinces 
of the Empire and a recurrence of such disasters. It is of course too early to 
forecast the means of attaining this last result; but the policy of the Government 
of the United States is to seek a solution which may bring about permanent 
safety and peace to China, preserve Chinese territorial and administrative entity, 
protect nil rights guaranteed to friendly powers by treaty and international 
law, and safeguard for the world the principle of equal and impartial trade witli 
all parts of the Chinese Empire. 

You will communicate the purport of this instruction to the minister for 
foreign affairs. 

John IIat. 


6 

Treaty Between the United States and China for the Extension of the 
Cmnniercial Relations Between Them^Signed at Shanghai^ October 
8,1903 ® 

The United States of America and His Majesty the Emperor of China, being 
animated by an earnest desire to extend further the commercial relations be¬ 
tween them and otherwl.se to promote the interests of the t>eopIos of the two 
counlrii‘s, in view of tlie provisions of the first paragraph of Article XI of the 
final Protocol signed at Peking on the seventh day of September, A. D. 1001, 
whereby the Chino.se Government agreed to negotiate Uie araeiidmenta deemed 
necessary by the foreign Governments to the treaties of commerce and naviga¬ 
tion and otlier subjects concerning commercial relations, with the object of facili¬ 
tating them, have for that purpose named as their Plenipotentiaries:— 

The United States of America— 

Edwin n. Conger, Envoy Extraordinary and Minister Plenipotentiary of 
the United States of America to China— 

John Goodnow, Consul-General of the United States of America at 
Shanghai— 

John F. Seaman, a Citizen of the United States of America resident ut 
Shanghai— ^ 

And His Majesty the Emperor of China— 

Lii Hai-hunn, President of the Board of Public Works— 

Sbeng HsUao-bual, Junior Guardian of the Heir Apparent. Formerly 
Senior Vice-President of the Board of Public Works— 

who, having met and duly exchanged their full powers which were found to he 
in proper form, have agreed upon the following amendments to existing treaties 
of commerce and navigation formerly concluded between the two countries, and 
upon the subjects hereinafter expressed connected with commercial relations, 
with the object of facilitating them. 

*/6W., 1003, p. 91. 
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Article I 

In nccorOnnce with International usage, anil na the tll(>lonintlc representative 
of China has the right to reslile In the capital of the United States, anil to enjoy 
there the same prerogatives, privileges and Imnninitles ns are enjoyed hy the 
similar representative of the most favored nation, the diplomatic representative 
of the Uniteil States shall liave the right to r<*?lile at the capital of His Majesty 
the Emperor of China. He shall be given audience of Ills Majesty the Km- 
peror whenever necessary to present his letters of credence or any communha- 
tion from the President of the United States. At all such times he shall he 
received In a place and In a manner befitting his high position, and on all such 
occasions the ceremonial observed toward him shall be that observed toward 
the representatives of nations on a footing of equality, with no loss of prestige 
on the part of either. 

The diiiloinntic representatives of the United States shall enjoy all the pre¬ 
rogatives, privileges and immunities accorded by international usage to such 
representatives, and shall In all respects be entitled to the treatment extended 
to similar representatives of the most favored nation. 

The English text of nil notes or dispatches from United States ofDclals to 
Chinese ofUvials, and Uie Chinese tc.xt of all from Chinese officials to United 
States officluls shall be authoritative. 

Article II 

As Chinn may appoint consular officers to reside In the United States and to 
enjoy there the same attributes, privileges and immunities as nre enjoyed by 
consular officers of other nations, the United States may appoint, as its Interests 
may require, consular officers to rcsiilc nt the places in the Empire of China that 
are now or that may hereafter he opened to foreign residence and trade. They 
shall hold dli'cct official intercourse and corre.spundence with the local officers of 
the Chinese Government within their consular dl.strlcts, either personally or in 
writing as the case may require, on terms of equality and reciprocal respect. 
These officers shall be treated with due respect by uU Chinese authorities, and they 
slinll enjoy nil the nttrlhutcs. privileges end Immunities, and exercise nil the 
jurisdiction over their nationals wlilch nre or may hereafter be extended to 
similar officers of the nation the most favored in these rcs|>ects. If the officers 
of either government are disrespectfully treated or nggrleveil in any way by the 
outliorltles of the other, they shall imvc the right to make representation of the 
same to the superior officers of their own government who shall sec that full 
inquiry and strict justice be had in the premises. And the said consular officers 
of either nation sholl carefully avoid nil acts of offense t(^lhe officers and people 
of the other notion. 

On the arrival of a consul duly accredited nt any plnce in Clilna opened to 
foreign trade it shall be the duty of the Minister of the United States to inform 
the Board of Foreign Affairs, which shall, In accordance with international 
usage, forthwith cause the proper recognition of the said consul and grant 
him autliorlty to act 

Asticlc III 

Citizens of the United Stotes may frequent, reside and carry on trade, in¬ 
dustries and manufactures, or pursue any lawful avocation, in nil the ports or 
localities of China which nre now open or may hereafter be opened to foreign 
residence and trade; and, within the suitable localities at those places which 
have been or may be set apart for the use and occupation of foreUiners, they may 
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rent or purchase houses, places of business and other buildings, and rent or 
lease in perpetuity land and build thereon. They shall generally enjoy as to 
their persons and property all such rights, privileges and immunities as are or 
may hereafter lie granted to the subjects or citizens of the nation the most 
favored In these respects. 

Abticle IV 

The Chinese Government, recognizing that the existing system of levying dues 
on goods in transit, and especially the system of tn.\ation known as lilcin. Impedes 
the free circulation of commodities to tl>o general injury of trade, liereby under¬ 
takes to abandon the levy of Ukin and nil otlier transit dues throughout tlie 
Empire and to abolish the offices, stations and Imrriers lualiitaitied for their 
collection and not to establish other offices fur levying dues on goods In tran-sit. 
It is clearly understood that, after the offices, stations and harriers for taxing 
goods in transit have been abolished, no attempt shall be made to re-establish 
them in any form or under any pretext whatsoever. 

The Government of the United State.s. in return, consents to allow a surtax, 
In excess uf the tariff rates f<ir the time being In force, to be impose<l on foreign 
goods iiiifiorted by citizens of the United States and on Chinese produce destined 
for export abroad or coastwise. It is clearly understood that in no case shall the 
surtax on foreign imports exceed one and one-half times the import duty leviable 
in terms of the final Urofocoi .signed by China and the Powers on the seventh day 
of September. A. D. lOni; that the payment of the import duty and surtax shall 
secure for foreign imports, whether in the hands of Chinese or foreigners, in 
original packages or otherwise, complete immunity from nil other taxation, 
examination or delay; that the total amount of taxation, Inclusive of the tariff 
export duty, leviable on native produce for export abroad sholl, under no cir¬ 
cumstances, exceed seven and onc-half per centum ad valorem. 

Nothing in this article is intended to Interfere with tlie Inherent right of Chinn 
to levy such other taxes os are not in conflict with its provisions. 

Keeping these fuudumeDtni principles in view, the High Contracting Parties 
have agreed upon the following method of procedure. 

The Chinese Government undertakes that all offices, stations and barriers of 
whatsoever kind for collecting likin, duties, or such like dues on goods In transit, 
shall be permanently abolished on ali roads, railways and waterways In the 
nineteen Provinces of China and the three Eastern Provinces. This provision 
does not apply to the native Customs offices nt present in existence on the sen- 
board, at open ports where there arc offices of the Imitcrial Maritime Customs, 
and on the land frontiers of China embracing the niueteoo Provinces and the 
three Eastern Provinces. 

Wherever there are offices of the Imperial Maritime Customs, or wherever 
such may be hereafter placed, native Customs offices may also be established, as 
well as at any point either on the seaboard or land frontiers. 

The Government of the United States agrees that foreign goods on Importa¬ 
tion, in addition to the effective five per centum import duty as provided for 
In the Protocol of lOOl, shall pay a special surtax of one and one-half times 
the amount of the said duty to compensate for the abolition of liAtn, of other 
transit dues besides Ukin, and of all other taxation on foreign goods, and in 
consideration of the other reforms provided for In this article. 

The Chinese Government may recast the foreign export tariff with specific 
duties, as far as practicable, on a scale not exceeding five per centum ad valorem; 
but existing export duties shall not be raised until at least six montlis' notice has 
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been given. In cases where existing export duties ore above five per centum, they 
.shall bo reduced to not more than that rate. An additional special surtax of 
(medialf the export duty payable for the time being. In lieu of internal taxation 
of all kinds, may bo levied at the idace of original shipment or at the time of 
oxiK)rt on goods exported either to foreign countries or coastwise, 

Foreign goods which bear a similarity to native goods shall be furnished by 
the Customs ciflicers, If required by the owner, with a protective certificate for 
oa<*h package, on the payment of import duty and surtax, to prevent the risk of 
any dispute In the interior. 

Native giioris brought by junks to open ports, If Intended for local consump¬ 
tion, irrespective of the nationality of the owner of the goods, shall be rci)ortcd 
at the native Customs ofljces only, to be dealt with according to the fiscal 
regulations of the Chinese Government. 

Machine-made cotton yarn and cloth manufactured in Chinn, whether by for¬ 
eigners at the open ports or by Chinese anywhere In China, shall as regards taxa¬ 
tion be on a footing of perfect equality. Such goods upon payment of the taxes 
thereon shall be granted a rebate of the Import duty and of two-thirds of the 
import surtax paUl on the cotton used In their manufacture, if it has been 
imi>ortod from abroad, and of all duties paid thereon if It be Chinese grown cotton. 
They^shnll also he fi*ee of ex|Kirt duty, coast-tnule duty and export surtax. The 
same principle and proredure shall bo applied to all other products of foreign type 
turned out by nmchlncry in ('hina. 

A member or members of the Imperial Maritime Cu.stoms foreign staff shall 
ho selected by the GoTornors-Gonerol and Governors of each of the various prov¬ 
inces of the ICmpire for tliolr respective provinces, and npixiliited In consultation 
with the lnsj>ectnr General of Imperial Maritime Customs, for duty In connection 
with native (-ustoras affairs to have a general supervision of their working. 

Cases where illegal action is complaliuHl of by citizens of the United States 
shall bo promptly investigated by an officer of the Chinese GovernmoDt of sulll- 
clontly high rank. In conjunction with an officer of the United States Government, 
and an oillcer of the Imperial Maritime Customs, each of sutficlent standing; and, 
in the event of It being found by the investigating olllcors that the complaint 
Is well founded and loss has been incurred, due comi>ensatton shall bo paid 
through the Imperial Maritime Customs. The high provincial officials shall bo 
held responsible tliat the officer gtUIty of the illegal action shall be severely pun¬ 
ished and removoil from his post. If tlio complaint Is shown to be frivolous 
or malicious, the complainant shall be bold responsible for the expenses of the 
investigation. 

When the rntiflcatlons of this Treaty shall have been exchanged by the High 
Contracting Parties hereto, and the provisions of this Article shall have been 
accepted by the Powers having treaties with China, then a date shall bo agreed 
upon when the provisions of this Article shall take effect and tin Imperial Edict 
shall bo publiKhed in duo form on yellow paper and circulated throughout the 
Empire of China setting forth the abolition of oil IiXun Uixatlon, duties on goods 
In transit, offices, stations and barriers for collecting the same, and of all de¬ 
scriptions of Internal taxation on foreign goods, and the Imposition of the surtax 
on the Import of foreign goods and on the export of native goods, and the other 
fiscal changes and reforms provided for in this Article, all of which shoU take ef* 
foot from the said date. The Edict shall state that the provincial high officials are 
responsible that any official disregarding the letter or the spirit of Its Injunction 
shall be severely punishetl and removed from bis post 
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Article V 

Tlie tariff duties to be paid by citizens of the United States on goods imported 
Into Chinn shall be ns set forth in the schedule annexed hereto and made part of 
this Treaty, subject only to such amendments and changes as are authorized 
by Article IV of the present convention or as may hereafter be agreed upon 
by the High Contracting Parties hereto. It is expressly agreed, however, that 
citizens of the United States shall at no time pay other or higher duties than 
those paid by the citizens or subjects of the most favored nntioii. 

Conversely. Chinese subjects shall not pay higher duties on their Imports Into 
the United States than those paid by the citizens or subjects of the most favored 
nation. 

Article VI 

The Government of Chinn agrees to the establishment by citizens of the United 
States of warehouses approved by tbe propt'r Chinese authorities as bonded ware¬ 
houses at the several open Ports of China, fur storage, re-packing, or preparation 
for shipment of lawful goods, subject to such necessary regulations for the pro¬ 
tection of the revenue of China, including a reasonable scale of fees ac’cording 
to commodities, distance from the custom house and hours of working, as shall 
be made from time to time by the proiwr olllcers of the Government of Chinn. 

Article VII 

The Chinese Government, recognizing that it is advantageous for the country 
to develop Its mineral resources, and that it is desirable to attract foreign as well 
as Chinese capital to embark In mining enterprises, agrees, within one year from 
tbe signing of this Treaty, to initiate and conclude the revision of tbe existing 
mining regulations. To this end Chinn will, with all e.xi>odition and eariie.stness, 
go into the whole question of mining rules; and, selecting from the rules of the 
United States and other countries regulations which seem applicable to the condi¬ 
tion of China, will recast Its present mining rules in such a way ns, while pro¬ 
moting the Interests of Chinese subjects and not Injuring In any way tbe sovereign 
rights of China, will offer no impediment to the attraction of foreign capital 
nor place foreign capitalists at n greater disadvoiitage than they would he undei 
generally accepted foreign regulations; and will permit citizens of the United 
States to carry on In Chinese territory mining operations and other necessary 
business relating thereto provided they comply with the new regulations and con¬ 
ditions which win be imposed by China on Its subjects and foreigners alike, 
relating to the opening of mines, tbe renting of mineral land, and the payment 
of royalty, and provided they apply for permits, the provisions of which In regard 
to necessary business relating to such operations shall be obser^'e<l. The resi¬ 
dence of citizens of the United States in connection with such mining operations 
shall be subject to such regulations as shall be agreed upon by and between tbe 
United States and China. 

Any mining concession granted after the publication of such new rules shall 
be subject to their provisions. 

Abticle VIII 

Drawback certificates for tbe return of duties shall be issued by the Im¬ 
perial Maritime Customs to citizens of tbe United States within three weeks 
of tbe presentation to the Customs of tbe papers entitling the applicant to 
receive such drawback certificates, and they shall be receivable at their face 
value In payment of dutes of all kinds (tonnage dues excepted) at the port 
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of Issue; or shnll. In the case of drawbacks on foreign goods re-exported within 
three years from the date of Importation, be re<leeronble by the Imperial Mari¬ 
time Customs ill full in ready money at the port of issue, at the option of the 
holders thereof. But if, in connection with any application for a drawback 
certtllcate, the Customs a»itliorities discover an attempt to defraud the revemie, 
the applicant .shall la* dealt with and jiunislied in accordance with the stipulations 
provldcfl In the Treaty of Tientsin. Article XXI, in the case of detected frauds 
on the revenue. In case tlie goods have been remiwecl from Chinese territory, 
then the consul shall inflict on the guilty party a suitable fine to be paid to the 
Chinese Government. 

ABTICLB IX 

Whereas the United States undertakes to protect the citizens of any country 
In llie ex<-luslve u.se within the United States of any lawful trade-marks, pro¬ 
vided tiiat such country agrees liy treaty or convention to give like protection 
to citizens of the United States:— 

Therefore tlie Government of Cldna, in order to secure such protection in the 
United States for its subjects, now agrees to fully protect any citizeti, Arm 
or corporation of tlie United States in the exclusive use in the Empire of 
Chirm of any lawful trnde-iunrk to the e.xclusive use of which in the United 
States tliey are entitled, or whicli tliey have adopted and used, or Intend to 
adopt and use ns soon as registererl, for exclusive use within the Empire of 
Cldna. To tills end the Chinese Government agrees to issue by its pr*i|MT au¬ 
thorities proclamations, having tlie force of law. forbidding nil subjects of 
Chinn from infringing on. imitating, colorabiy Imitating, or knowingly passing off 
on imitation of trade-marks belonging to citizens of the Unlterl States, which shall 
have been registered by the proper auiliorities of the Unlttnl States at such olMces 
ns the Chinese Government will estnliUsh for such purpose, on payment of a 
reasonable fee. nffc»r due Investigation by the Chinese autliorltles, ami lu com¬ 
pliance with reasonable rcgulutious. 

AnTicrx X 

Tlie United States Government nllows subjects of Chinn to pntent their in¬ 
ventions In the United States and protects them In the use and ownership of 
such patoiits. The Government of China now ugri'es that It will establish n 
Patent Office. After this office has hern establlsheil and speclnl laws with regard 
to inventions have been adopted it will thereupon, nfter tlie payment of the pre- 
Fcrlheil fci*8, Issue certificates of protection, valid for n fixed term of years, to 
cltlzeus of the United States on all their patents issued by the Uniteil States, 
In respect of articles the sale of which Is lawful In China, which do not lirfrlnge 
on previous inventions of Chinese subjects, In tlie some manner as patents are 
to be Issued to subjects of China. 

AnncLE XI 

Whereas the Government of the United States undertakes to give the benefits 
of Its copyright Inws to the citizens of any foreign Slate which gives to the 
citizens of the United States the benefits of copyright on nn equal basis with 
Its own citizens:— 

Therefore the Government of China. In order to secure such benefits In the 
United States for Its subjects, now agrees to giro full protection, in the same way 
ond manner and subject to the same conditions upon which it agrees to pmtect 
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trade-marks, to all citizens of the United States who are authors, designers or 
proprietors of any book, map, print or engraving especially prepared for the 
use anil e<lucatl<>n of the Chinese people, or translation Into Chinese of any 
book. In the exclusive right to print and sell such book, map. print, engraving 
or translation in the Empire of China during ten years from the date of 
registration. With the exception of the books, maps, etc., specified above, which 
may not be reprinted In the same form, no work shall be entitled to copyright 
privileges under this article. It Is understood that Chinese subjects shall be at 
liberty to make, print and sell original translations Into Chinese of any works 
written or of maps compiled by a citizen of the United States. This article 
shall not be held to protect against due process of law any citizen of the United 
States or Chinese subject who may be author, proprietor, or seller of any publica¬ 
tion calculated to Injure the well-being of Chinn. 

Abticix XII 

The Chinese Government having in 1898 opened the navigable Inland waters 
of the Empire to commerce by all steam vessels, native or foreign, that may be 
specially registered for the purpose, for the conveyance of passengers and lawful 
merchandise, citizens, firms, and corporations of the United States may engage 
in such commerce on equal terms with those granted to subjects of any foreign 
power. 

In case either party hereto considers It advantageous at any time that the 
rules and regulations then In existence for such commerce be altered or 
amended, tlie Chinese Government agrees to consider aiuicubly and to adopt 
such modifications thereof as are found necessary for trade and for the benefit 
of China. 

The Chinese Government agrees that, upon the exchange of the ratifications of 
this treaty, Mukden and Antung. both In the province of Slieng-king, will be 
opened by China Itself os places of international residence and trade. The selec¬ 
tion of suitable localities to be set apart for International use and occupation 
and the regulations for these places set apart for foreign residence and trade shall 
be agreed upon by the Governments of the United States and China after con- 
BUltutlon together. 

Abticle XIII 

China agrees to take the necessary steps to provide for a nniform national coin¬ 
age which shall be legal tender In payment of all duties, taxes, and other obliga¬ 
tions throughout the Empire by the citizens of the United States as well ns Chinese 
subjei-ts. It Is understood, however, that all customs duties shall continue to be 
calculated and paid on the basis of the Bulknan Tael. 

Abticle XIV 

The principles of the Christian religion, as professed by the Protestant and 
Roman Catholic Churches, are recognized as tencldng men to do good and to do 
to otJiers as they would have others do to them. Those who quietly profess and 
leach these doctrines shall not he harassed or persecuted on account of their 
faith. Auy person, whether citizen of the United States or Chinese convert, who. 
according to tliese tenets, peaceably tenches and practices the principles of 
Christianity shall in no case be Interfered with or molested therefor. No restric¬ 
tions shall be placed on Chinese Joining Christian churches. Converts and non¬ 
converts. being Chinese subjects, shall alike conform to the laws of China; and 

844538—40-30 
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shall pay due respect to those In authority, living together In pence and amity; 
and the fact of being converts shall not protect them from the consequences of any 
offense they may have committed before or may commit after their admission into 
the church, or exempt tliem from paying legal taxes levied on Chinese subjects 
geiieially, except taxes levied and contributions for the support of religious cus¬ 
toms and practices contrary to their faith. Missionaries shall not Interfere -with 
the exercise by the native authorities of their jurisdiction over Chinese subjects; 
nor .shall the native authorities make any distinction between converts and non¬ 
converts, but shall administer the laws without partiality, so that both classes 
can live together in peace. 

Mi-ssionaiy societies of the United States shall be permitted to rent and to lease 
In perpetuity, as the property of such socletl«*s, buiidings or lands in all parts of 
the Empire for missionary puri’oses and. after tire title dewls have been found In 
order and duly stamped by the local authorities, to erect such suitable buildings 
ns may lie required for carrying on their good work. 

Article XV 

The Government of Cliina having e.xpressed a strong desire to reform its judicial 
.system and to bring it into accord with tlmt of Western nations, the United States 
agrees to give every assistance to such reform and will also bo prepared to relin¬ 
quish e.vtra-t»‘rrltorlal rights when satisfied that the state of the Chinese Inws, 
the arrangements for their aduilnlstratiou, and'other considerations warrant It 
111 so doing. 

ARTrci.E XVI 

Tlie Government of the United States consents to the prohibition by the Gov- 
i-rnment of China of the importation into China of morpliln and of instruiuonts 
for its Injection, excepting morphia and instruments for its injection imported 
for medical purposes, on payment of tariff duty, and under regulations to be 
framed by Cliliiu which shall effcctunlly restrict the use of such Import to the said 
purposes. This prohibition shall be uniformly applied to such importation from 
at) countries. The Chinese Govomiiient undertakes to adopt at once measures to 
prevent the manufacture In Chinn of morphia and of Instruments for Us injection. 

Article XVII 

It is agreed between the high contracting parties hereto that nil the provisions 
of the several treaties between the United Stotes and Chinn which were In force 
on the first day of January, A. D. 1000, ore continued In full force and effect except 
In so far as they are modified by the present treat; or other treaties to which the 
United States Is a party. 

The present treaty shall remain in force for a period of ten years, beginning 
with the date of the exchange of ratifications and until a revision is effected as 
hereinafter provided. 

It is further agreed that either of the high contracting parties may demand that 
the tariff and the articles of this convention be revised at the end of ten years 
from the date of the cxcliange of the ratifications thereof. If no revision Is 
demanded before tbc end of the first term of ten years, then these articles In their 
present form shall remain In full force for a further term of ten years reckoned 
from tbc end of the first term, and so on for successive periods of ten years. 
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The English and Chinese tests of the present Treaty and its three annoses have 
been carefully compared: but. in the event of there being any difference of mean¬ 
ing between them, the sense as espressed in tiie English test shall be held to be 
the correct one. 

This Treaty and its three annexes shall be ratified by the two High Contracting 
Parties in conformity with their respective constitutions, and the ratifications 
shall be exchanged in Washington not later than twelve months from the pres¬ 
ent date. 

In testimony whereof, we. the undersigned, by virtue of our respective powers, 
have signed this Treaty in duplicate in the English and Chinese languages, and 
have affixed our respective seals. 

Done at Shanghai, this eighth day of October in the year of our Lord one thou¬ 
sand nine hundred and three, and in the twenty ninth year of Kuang Hsil eighth 
month and eighteenth day. 

Edwis H. Congkr 

John Goobnow [seal.) 

John F. Seaman [seauI 

Signatures and seal of Chinese Plenipotentiaries. 

[LU Hai-hcan) 

[Sheno UsUak-huaj] 

Annex 1 

As citizens of the United States are already forbidden by treaty to deal in or 
handle opium, no mention has been made in this Treaty of opium taxation. 

As the trade in salt is a government monopoly in China, no mention has been 
made in this Treaty of salt taxation. 

It is. however, understood, after full discussion and consideration, that the 
collection of inland dues on opium and salt and the menus for the protection of 
the revenue therefrom an«l for preventing illicit traffic therein are left to be 
administered by the Chinese Government In such inaimer as shall In no wise 
Interfere with the provisions of Article IV of this treaty regarding the un¬ 
obstructed transit of other goods. 

Edwin H. Congee [seal.] 

John Goodnow [seal.) 

John F. Seaman [6Eai..] 

Signatures and seal of Chinese Plenipotentiaries. 

[LU Hai-huan) 

[Sheno IIbOan-huaiJ 

Annex II 

Article IV of tlie Treaty of Commerce between the United States and China 
of this date provides for the retention of the native Customs offices at the open 
ports. For the purpose of safeguarding the revenue of China at such places, it 
is understood that the Chinese Government shall be entitled to establish and 
maintain such branch native Customs offices at each open port, within a rea¬ 
sonable distance of tlie main native Customs offices nt the port, as shall be 
deemed by the authorities of the Imperial Maritime Customs at that port neces¬ 
sary to collect the revenue from the trade Into and out of such port. Such 
branches, as well as the main native Customs offices at each open port, shall be 
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fl)liiilnl!:tere<] by the Imiierial Maritime Customs os provided by the Protocol 
of 1901. 


Edwin H. Conger 
John Coodnow 
John F. Seauan 


Signatures and seal of Chinese PleDlpotcntiarics. 
(LC IIai-huan) 

ISUENO II8UaN-uuaj1 


[seal] 

[SEAL.) 

[SEAl.,] 


Annex III 

The schedule of tariff duties on imported goods annexed to this Treaty under 
Article V Is hereby mutually’ declared to be the schedule agreed upon between 
the representatives of China and the United Slates and signed by John Goodnow 
for the United States and Their Excellencies Lil Hal-huan and Sheng UsUan-hual 
for China at Shanghai on the sixth day of September, A. D. 100*2, according to 
the Protocol of the seventh <lay of September, A. D. 1901. 

Edwin H. Conceb [beau] 
John Goodnow [seal.] 

John F. Seaman [beau] 

Signatures and seal of Chinese Plenipotentiaries. 

[LO Hai huan) 

[SiiENo HsOan-uuai] 

7 

Secretary Bay to American Diplomatic Representatives at Peking., 

St. Petershurg, and Tokyo'^ 

Washington, February 10, ISOJ^ 

You will express to the minister of foreign affairs the earnest desire of the 
Government of the United States that in the course of the military operations 
which have begun hetween Russia and Japan the neutrality of China and in all 
practicable ways her administrative entity shall be respected by both parties, and 
that the area of hostility shall be localized and lliultcd ns much as posslhlc, so 
that undue excitement and disturbance (»f the Chinese people may be prevented 
and the least possible loss to the commerce and peaceful intercourse of the world 
may be occnsloncd. 

John Hat. 

8 

Secretary Hay to American Diplomatic Representatives at Vienna, 
Brussels, Paris, Berlin, London, Rome, and Lisbon “ 

Wabhinqton, January IS , 1905 

It has come to our knowledge that apprehension exists on the part of some 
of the powers that In the eventual negotiations for peace between Russia and 
Japan claim may be made for the concession of Chinese territory to neutral 


«/6W., 1004, p. 2. 
1005, p. 1. 
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powers. Tlie Pre.sident would be loath to share this apprehension, believing 
that the Introduction of extraneous Intere.sts would seriously embarrass ond 
postpone the settlement of the Issues Involved in the present contest in the Far 
East, thus making more remote the attainment of that peace which Is so 
earnestly to he desired. For Its part, the Unite<l States has repeatedly made its 
position well known, and has been gratified at the cordial welct>iue accorded to its 
efforts to strengthen and perpetuate the broad policy of maintaining the integrity 
of Chinn and the "open door” In the Orient whereby equality of commercial op¬ 
portunity and access shall be enjoyt^d by all nations. U.ddlng these views the 
United States disclaims any thought of reserved territorial rights or control in 
the Chinese Empire, and it is deemed fitting to make this purpose frankly known 
and to remove all apprehension on this score so far as concerns the policy of this 
nation, which maintains so consiilernble a share of the Pacific commerce of 
China and which holds such Important possessions In the western Pacific, 
almost at the gateway of China. 

You will bring this matter to the notice of the government to which you are 

accredited, and you will Invite the expression of Its views thereon. 

John Hat. 


Root-Takabira Agreement, November 30, 1908 
The Japanese Ambassador (^Tahahira) to Sea'ctary Hoot 

Viashington, yovemher SO, IdOS. 

Sir: The exchange of views between us, which has taken place at the several 
Interviews which I have recently had the honor of bolding with you, has shown 
that Japan ond the United States holding Important outlying Insular possessions 
in the region of the Pacific Ocean, the Governments of the two countries are 
animated by a common aim, policy, and Intention in that region. 

Believing that a frank avowal of that aim. policy, and Intention would not 
only tend to strengthen the relations of friendship and good neighborhood, which 
have Immemorlnlly existed between Japan and the United States, but would 
materially contribute to the pre.servatlon of the general peace, the Imperial 
Government have authorized me to present to you an outline of their under¬ 
standing of that common aim, policy, and intention: 

1, It Is the wish of the two Governments to encourage the free and peaceful 
development of their commerce on the Pacific Ocean. 

2. The policy of both Governments, uninfluenced by any aggressive tendencies, 
is directed to the maintenance of the existing sUtus quo in the region above 
mentioned and to the defense of the principle of equal opportunity for commerce 
and industry In China. 

5. They are accordingly firmly resolved reciprocally to respect the territorial 
possessions belonging to each other In said region. 

4. They are also determined to preserve the common Interest of all powers In 
China by supporting by all pacific means at their disposal the Independence and 
Integrity of China and the principle of equal opportunity for commerce and 
iiiddRtr; of all nations in tbat Empire. 

6, Should any event occur threatening the status quo as above described or 
the principle of equal opportunity as above defined, it remolns for the two 


» IM., 1008, p. BIO. 
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Govorrmu»ntfl to comrimnicato with each other io order to arrive at ao under¬ 
standing ns to what measures they may consider It useful to take. 

If the foregoing outline accords with the view of the Government of the 
United States. I shall be gratified to receive your confirmation. 

I take (etc.] K. T^kauiba. 

Secretary/ Hoot to the Japanese Amhassador {I'akahiraY^ 

Washinoton, November 30, 1908. 

Excellency : I have the honor to acknowledge the receipt of your note of to-day 
stdting forth the result of the exchange of views between us in our recent Inter¬ 
views defining the understanding of the two Governments in regard to their policy 
In the region of the Pacific Ocean. 

It is a pleasure to inform you that this expression of mutual understanding is 
welcome to the Government of the United States ns appropriate to tlie happy 
relations of the two countries and as the occasion for a concise mutual afllrmn- 
tion of tlmt accordant policy respecting the Far East which the two Governments 
have so frequently cloclared In ihe past 

I nni happy to be able to confirm to your excellency, on behalf of the United 
States, the declaration of the two Governments embodied in the following words: 

1. It is the wish of the two Governments to encourage the free and peaceful 
development of their commerce on the I’acific Ocean. 

2. Tlie policy of both GovornmetUs, uninfluenced by any aggressive tendencies, 
is directed to the maintenance of the existing status quo in the region above 
inontioned, and to the defense of the principle of equal opp<irtuidty for commerce 
and industry In China. 

3. They are accordingly firmly resolved reciprocally to respect the territorial 
possessions belonging to each other In said region. 

4. They are also detenu I tied to preserve the common Interests of all powers 
In China by supporting by all psiclfic means at their disposal the Independence 
and Integrity of China and the principle of equal opportunity for commerce ond 
industry of nil nations In that Empire. 

5. Should any event occur threatening the status quo as above described or the 
principle of equal opportunity ns above defined. It remains for the two Govern- 
monts to communicate with each other In order to arrive at an understanding 
ns to what measures they may consider It useful to take. 

Accept [etc.] Blxhu Root. 

10 

Memorandum by Secretary Knox on the Neutralization of the 

Manchurian Railways 

Now that there has been signed and rntiflod by an unpublished Imperial decree 
an agreement by which American and British interests are to cooperate In the 
financing and construction of the Chin Chou Tsitsibar Algun Railroad^ the 

u md. 1008. p. 611. 

1010, p. 234. The AKobastador at London was Instructed, on Nov. Oa 1009, to de¬ 
liver the memorAQdum to the Drltlsli Government. On Dec. 14, 1009, tbe American 
DIpTomnttc Roproneatotives at Paris, Berlin, 8t Petersburg, Tokyo, and Peking were In¬ 
structed to present this proposal to tbe respective governments to which they were 
accredited. 
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GoTeruineot of tlie United States is iirepared cordially to cooperate witli the 
British Government in diplomatically supporting and facilitating this, so im¬ 
portant alike to the progress and the commercial development of China. 

The Government of the United States would be disposed to favor ultimate 
participation to a proper extent on the part of other interested powers whose 
inclusion might be agreeable to China and which are known to support tl»e prin¬ 
ciple of etpiality of commercial opportunity and the maintenance of the integrity 
of the Chinese Empire. 

However, before the further elaboration of the actual arrangement the Gov¬ 
ernment of the United States asks the British Government to give their consid¬ 
eration to the following alternative and niore comprehensive projects; 

1. I’erhaps the most effective way to preserve the undisturbed enjoyment by 
China of all political rights in ilnucburia and to promote the development of 
those Provinces under a practical application of the policy of the open door and 
equal commercial opportunity wotild be to bring tbe .Manchurian highwajs and 
Uie railroad under an economic and scientillc and Impartial administration bj 
some plan vesting in China the ownership of the railroads through funds fur¬ 
nished for that purpose by the interested powers willing to participate. Such 
loan should be for a period ample to make it reasonably certain tliat it could 
be met within the time fixed, and should be upon such terms as wouUl make 
It attractive to bankers and Investors. The plan should provide that nationals 
of the participating powers should supervise the railroad system during the 
term of the loan, and the Governments concerned should enjoy for such period 
the usual preferences for their nationals and materials upon an equitable basis 
inter ae. 

The execution of such a plan would naturally require tl*e cooperation of 
China and of Japan and Russia, the reversionary and the concessionaries, re¬ 
spectively, of the existing Manchurian railroads, as well as that of Great Brit¬ 
ain and the United States, whose special interests rest upon the existing con¬ 
tract relative to tlie Chin Chou Aigun Railroad. 

The advantages of such u plan to Japan and to Russia are obvious. Both 
those powers, desiring in good faith to protect the policy of the o|>en door and 
equal opportunity In Manchuria, and wisliing to assure to China unimpaired 
sovereignty, nilglit well be expected to welcome an opportunity to shift the 
separate duties, responslbililies, and expenses they have undertaken in the pro¬ 
tection of their respective commercial and other interests for hnparlial assump¬ 
tion by tbe combined powers, including themselves, In proportion to their inter¬ 
ests. The Government of the United States has some reason to iiope that such 
a plan might meet favorable consideration on the part of Russia, and has reason 
to believe that American finanelal participation would be forthcoming. 

2. Should this suggestion not be found feasible in its entirety, then the desired 
end would be approximated If not attained by Great Britain and the United 
States diplomatically supporting tbe Chin Chou Aigun arrangement and inviting 
interested powers friendly to the complete commercial neutrality of Manchuria 
to participate In the financing and construction of that line and of such additional 
lines as future commercial development may demand, and at the same time 
to sopply funds for tlie purchase by China of such orf the existing linos as might 
be offered for Inclusion in this system. 

The Government of the United States hopes that the principle Involved in 
tbe foregoing suggestions may commend Itself to His Britannic Majesty's Gov¬ 
ernment That principle finds support in the additional reasons that the 
consummation of some such plan would avoid the Irritations likely to be eugen- 
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dered by the uncontrolled direct iicgotlotlons of bankers with the Chinese Gov- 
ermnont. and also tlmt it would create such coramunity of substantial Interest 
in China ns would facilitate a cooperation calculated to simplify the problems, 
ilscnl and monetnrj-—reforms now receiving such earnest attention by the 
Imperial Chinese Government. 


U 

Secretary Di'yait to the Japanese Ambassador {Viscount Chinday^ 

Washington, March 13,1915 

Exceli-ency: On February 8 Inst your excellency left with me at the Depart- 
ment o memorandum setting forth the demands which the Imperial Japanese 
OoveiTimoiit felt obliged to make upon Cliina, and on the 22d day of the same 
month your excellency delivered to me an additional memorandum presenting 
certain "rwiuests" nlTectlng the relations between the two countries which the 
Imperial Government has ui-ged Chinn to consider. 

The American Government is glod to learn from these two communications of 
the Imperial Government that the “requests” were not presented to China as 
■•demands" but that they were but "wishes" for whlcl> "friendly conslderntlon" 
was asked on the part of Chinn. The American Government understands from 
this distinction between the “demands" and the "requests" that the latter are 
not to be pressed if the Chinese Goverument should decline to consider them. 

Inasmuch ns these requests appear to have n bearing 'ipon Die traditional 
attitude of both the United States and Japan towards Chinn, I desire to present 
to your excellency the following considerations of the Government of the United 
States relative to tlic effect which, it is thuuglit, these demands and requests may 
have upon the relations of the United States with the Chinese Republic. 

Reciprocating the frank and friendly charucter o< the statements of the 
Inijicrlal Japanese Government, the Government of the United Stales of America 
believes that an expres.slon of its views with respect to these matters will be 
received by tlic Imperial Government in tBe same friendly spirit In which it 
is offered. 

It will be recalled that in the year 1800 the Qovemment of the United States 
requested the Governments of France, Germany, Great Britain, Italy, Russia 
and Japan to give their formal consent to three proposals: 

First. They will in no way interfere with any treaty port or any vested in¬ 
terest within any so-called “sphere of Interest" or leased territory they may 
have in China. 

Second. The Chinese treaty tariff of the time being shall apply to all mer¬ 
chandise landed or shipped to all such ports as are within sold "sphere of In¬ 
terest” (unless they be “free porta"), no matter to what nationality It may 
belong, and that duties so leviable shall be collected by the Chinese Government. 

Tldrd. They will levy no higher harbor dues on vessels of another nationality 
frequenting any port In such “sphero" than shall be levied on vessels of their 
own nationality, and no higher railroad charges over lines built, controlled, 
or operated within such "sphere" on merchandise belonging to citizens or 
subjects of other nationalities transported through such "sphere" than shall 
be levied on similar merchandise belonging to their own nationals transported 
over equal distances, 

U Ibid., 1910, p. 105. 
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On December 26.1S99. the Minister for Foreign Affairs addressed a note to the 
American Minister at Tokyo assuring the Minister— 

that the Imperial Government wili liave no hesitation to give their assent to 
so just and fair a proposal of the United States, provided that all the other 
Powers concerned shall accept the same. 

A similar acceptance was given on behalf of the other Powers approached. 

On July S, 1900, having been consulted by other Powers ns to the course to be 
pursued in China as a result of the Boxer disturbances, this (loveriinient 
expressed its views in a circular communication to Austria-Hungary, France, 
Germany, Great Britain, Italy, Japan and Russia, stating that— 

the policy of the Government of the United States Is to seek a solution which 
may bring about permanent safety and peace to China, presen’e Chinese terri¬ 
torial ami administrative entity, protect all rights guaranteed to friendly 
Powers by treaty and international law, and safeguard for the world the prin¬ 
ciple of equal and impartial trade with all parts of the Chinese Empire. 

In reply the Minister for Foreign Affairs of the Imperial Government expressed 
tiirough the American Minister at Tokyo views in accord with those of the United 
States Government 

In the following month Great Britain and Germany signed an agreement de- 
fliiliig their mutual policy in China: 

I. It is a matter of Joint and permanent International Intere.st that the ports 
on the rivers and littoral of China should remain free and open to trade and 
to every other legitimate form of economic activity for the nationals of all 
countries wltliout distinction, and the two Governments agree on their part to 
uphold the same for all Chinese territory so far as they cun exercise Influence. 

II. Her Britannic Majesty’s Government and the Imperial German Govern¬ 
ment will not on their part make use of the present complication to obtain for 
themselves any territorial advantages in Chinese dominions and will direct their 
IMjlicy towards maintaining undlmlnished the territorial conditions of the Chi¬ 
nese Empire. 

This agreement being communicated by those Powers to Japan was acknowl¬ 
edged by the Imperial Government in a note containing the following language: 

The Imperial Government having been assured by the contracting Powers 
that In adhering to the agreement In question they would be placed In relation 
to It In the same position as If they had been a signatory thereto, do not hesi¬ 
tate to declare formally their adherence to the said agreement and their accept¬ 
ance of the principles embodied therein. 

In 1001, when the Manchurian Convention was being negotiated by the 
Rus.slan and Chinese Governments, Involving the grant of certain exclusive 
privileges relating to the opening of mines and the building of railroads In 
Manchuria, the Japanese Minister colled on the Secretary of State of the United 
States and said that the Japanese Government considered that the convention 
was a most undesirable thing because It was a violation of the understanding 
among all the Powers that the Integrity of the Chinese Empire should be preserved, 
and that the Japanese Government was anxious thot some means should be taken 
by tbe different Powers to Induce China to delay the Qnal signature of the con¬ 
vention beyond tbe period assigned by Russia as an ultimatum for signing. 
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On the same subject a circular note was sent by the United States to Bel^um, 
Chinn, rraiice, Germany, Great Britain, Italy, Japan, the Netherlands. Russia 
and Spain, as follows: 

An ngreenient by which China ce<les to any corporation or company the ex¬ 
clusive right and privilege of oi)oning mines, establishing railroads, or in any 
other way industrially developing Manchuria, can but be viewed with the grav¬ 
est conceru by the Government of the United States. It constitutes a monopoly, 
which is a distinct breach of the stipulations of treaties concluded between 
China and foreign Rowers, and tliereby seriously affects the rights of American 
citizens; it restricts their rightful trade and exposes It to being dlscrlroinutcd 
against, interfered with or otherwise Jeopardized, and strongly tends towards 
permanently impairing the sovereign rights of China in this part of the Em¬ 
pire, and seriously Interferes with her ability to meet her International obliga¬ 
tions. Furthermore, such concc.ssion on the part of Chinn will undoubtedly 
bo followed by demands from other Powers for similar and equally exclusive 
advantages in other parts of the Chinese Entplre, and the inevitable result 
must be the complete wreck of the policy of absolute equality of treatment 
of nil nations in regard to trade, navigation, and commerce within the con¬ 
fines of the Empire. 

On the other hand, the attainment by one Power of such exclusive privileges 
for a commercial organization of its nationality conflicts with the assurances 
repeatedly conveyed to this Government by the Imperial Russian Ministry of 
Foreign Affairs of the Imperial Government's Intention to follow the policy 
of the open door in Chinn, as advocated by the Government of the United 
States and accepted by all the Treaty Powers having commercial interests in 
tliat Empire. 

It is for these reasons that the Governincnt of the United States, animated 
now, ns Id the past, with tlto slncerest desire of insuring to the whole world 
the benefits of full and fair Intercourse betwwn Cltlua and the nations on a 
footing of equal rights and advantages to all, submits the above to the earnest 
consideration of the Imperial Qoverninents of Chinn and Russia, confldent that 
they will give due weight to its importonco and adopt such measures as will 
relieve the Just and natural anxiety of the Unlte<l States. 

The foregoing constitute the beginnings of the policy of the United States 
and other Powers interested in the welfare of China for the maintenance of the 
territorial Integrity and administrative entity of China, and equal opportunities 
in commerce and Industries in her behalf. To this policy the Powers have gen- 
ernlly given their formal acceptance nnd support. 

It is only necessary to refer to the Brltlsh-Jnpanese Treaty of 1902, the Jap¬ 
anese Declarations at the opening of the Russo-Japanese wnr, the British- 
Japanese Treaty of 1005, the Russo-Japanese Treaty of Portsmouth, of 1005, the 
Franco-Japanosc Entente of 1007, and the Russo-Japanese Treaty of 1007, In 
which Japan confirmed her special interest In maintaining the political Indcpend- 
enco and territorial integrity of the Empire of China, and In securing equal 
opportunities to all nations in the commercial and Industrial development of 
China. 

nnally, the United States and Japan declared their policy In the Far East 
by on exchange of notes on November 80.1908, between the Bonorable Ellhu Root, 
then Secretary of State, and Baron Kogoro Takahlra, the Ambassador of Japan, 
These notes contain the following languoge: 
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4. They are also deternuned to preserve the coinuion interest of all Towers 
in China by supporting by all pacific moans at their disposal the ludependence 
and integrity of China and the principle of equal opportunity for commerce and 
industry of all tiarlons in that Empire. 

5. Should any event occur threatening the status quo ns above described or 
the principle of equal opportunity as above defined, it remains for the two 
Governments to communicute with each other in order to arrive at an under' 
standing ns to what measures they may consider useful to take. 

I assume that it is because they wish to act in the spirit of this agreement to 
communicate with each other in reference to any event which may threaten these 
principles that your excellency’s Government has informed this Government of 
the above-mentioned proposals which have been made to China. It Is with the 
same purpose also, and on the further ground that the .United States feels itself 
under a moral obligation to the Towers whose pledges arc deposited with It not 
to pass over in silence any threatened violation of these pledges, that I address 
this communication to you with a view to carrying out the agreement of lOOS 
in accordance with that niutual regard and friendship which inspired it. 

The United States, confident that the principle of mutuality will be presorvetl 
by Japan, believes that it may roly upon the often repeated assurances of your 
exceUeiio's Government relative to the independence, integrity and commerce 
of China, and that no steps will be taken contrary to the spirit of those as¬ 
surances. 

For two generations American missionaries und teachers have made sacrifices 
in behalf of religious and eclucationul work in China. American capital has 
been invested and industries have been established in certain regions. The 
activity of Americuns has never boon political, but on the contrary has been 
primarily commercial with no afterthought ns to their efCect upon the govern¬ 
mental policy of China. As an outgrowth of tliese two Interests Americans have 
become concerned In the legitimate participation in the economic development 
of China along broader lines. Many proJc<ts which In other countries are loft 
to private enterprise are in China conducted ncccss^irily under government 
direction. United States citizens and capital are thus engaged in ceruiin public 
improvements, such as the Huai River conservancy, the Hukuang Railway project, 
etc. A fourth mutter of great moment to the United States is its broad and 
extensive treaty rights with Chinn. These in general relate to commercial 
privileges und to the protection of Americans in China. In view of these treaty 
fights and its increasing economic interests in China, this Government has noted 
with grave concern certain of the suggestions which Japan has, in the present 
critical stage of the growth and development of the now Republic, considered It 
advisable to lay before the Chinese Government. While on principle and under 
the treaties of 1844,1858,1808 and 1003 with China the United States has ground 
upon which to base objections to the Japanese ‘'denaands*' relative to Shantung, 
Soutlk Manchuria, and East Mongolia, nevertheless the United States frankly 
recognizes that territorial contiguity creates special relations between Japan and 
these districts. This Government, therefore, Is disposed to raise no question, 
at this time, as to Articles I and II of the Japanese proposals. Further, ns to 
Article IV, and Article V, paragraphs 2. 5 and 7, this Government perceives no 
special menace to the existing rights and interests of the United States or of its 
citizens in China* On the other hand Article V, paragraph 4, restricting the pur¬ 
chase of arms and ammunition to purchases from Japan, and paragraph 6 con¬ 
templating a monopoly of the development of the province of Fukien, the United 
States Government considers, would, if they should become operative, be viola- 
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tlons of the principle of equal opportunity for the commerce and industries of 
other nations. American citizens may claim a right to share In the commercial 
developiiieiit not only in Fukien but in otlier provinces as well. The United 
States is not unmindful that many serious disadvantages would result to its 
commercial atul industrial enterprises if special preference is given to one nation 
in the matter of concessions. An example i.s shown in the operation of the 
South Manchuria Railway whereby discriminations have been made for some 
time agaln.^t freight brought Into Manchuria in other than Japanese vessels. 
This case indicates the eiiiharrassitjg results of concessions of a broa<l preference 
or option. The United States, ns well ns every other nation, has the right to 
have its citizens free to make contracts with the Central and Provincial Gov¬ 
ernments without having the exercise of their rights Interrupted or regunled 
ns unfriendly by a third power; for each American enterprl.se in China is treated 
on its own merits as to its usefulness and prospective benefit, and without any 
regard to the pos.sibIc eCfcct it might have on Chinn’s future political sUitus In 
the Orient. 

The rights and prlvllege.s, which are set forth in these two paragraphs and 
which Japan seeks to obtain from China, are In conflict with rights of Americans 
secured by trcatle.s between the United States and Chinn. 

Article XV of the Treaty of 1844 rends ns follows: 

The former Uinitatlon of the trade of foreign nations to certain persons 
appointed at Canton by the Government and commonly called llong-mcrchants, 
having been abolished, citizens of the United State.s, engaged in the imrehnse 
or sale of goods of Import or export, are admitted to trade with any and all 
subjects of China without dl.stlncllon: they shall not be subject to any new 
limitations, nor Impeded in their business by monopolies or other injurious 
restrictions. 

Article XXX of the Treaty of 18r»8 roads ns follows: 

The contracting parties hereby agree that should at any time the Tn Tslng 
Empire grant to any nation or the merchants or citizens of any nation, any 
right, privilege or favor, connected either with navigation, commerce, political 
or other intercourse which is not conferred by this treaty, such right, privilege 
and favor shall at once freely enure to the benefit of the Unltc<l States, Its 
public offleers, merchants and citizens. 

Article VIII of the Treaty of 18G8 rends as follows: 

The United Stotc.s, always disclaiming and discouraging all practices of 
unnoccssury dictation and intervention by one nation In the affairs or domestic 
administration of another, do hereby freely disclaim and disavow any intention 
or right to intervene In the domestic odiuiiilstrntlon of Chinn in regard to the 
construction of railroads, telegraphs or other material Internal improvements. 
On the other hand, his Majesty, the Emperor of China, reserves to himself the 
right to decide the time and manner nnd circumstances of Introducing such 
Improvements within his dominions. With this mutual understanding It la 
agreed by the contracting parties that if at any time hereafter his Imperial Maj¬ 
esty shall determine to construct or cause to bc'constructed works of the char* 
acter mentioned within the empire, and shall make application to the United 
States or any other western Power for facilities to carry out that policy, the 
United States will, in that case, designate and authorize suitable engineers to bo 
employed by the Chinese Government, ond will recommend to other nations 
an equal compliance with such application, the Chinese Government in that case 
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protecting such engineers in their persons and property, and paying them a 
reasonable compensation for their service. 

Articles III and VII of the Treaty of 1903 read as follows: 

Article III. Citizens of the United States may frequent, reside and carry 
on trade, industries and iimnufnctures. or pursue any lawful avocation, in all 
the ports or localities of China which are now open or may hereafter be 
opened to foreign residence and trade; and within the suitable localities at 
those places which have been or may be set apart for the use and occupation 
of foreigners, they may rent or purchase houses, places of business aud other 
buildings, and rent or lease in per]'*'luity land and build thereon. They shall 
generally enjoy as to their persons an<l property all such rights, privileges and 
immunities as are or may hereafter be granted to the subjects or citizens of 
the nation the most favored in these respect.s. 

Article VII. The Chinese Govermnetit, recognizing that it is advantageous 
for the country to develop its mineral resources, and that It is desirable to 
attract foreign as well as Chinese capital to embark in mining enterprises, 
agrec.s, within one year from the signing of this treaty, to initiate and conclude 
the revision of the existing mining regulations. To this end China will, with 
all expedition and earnestness, go into the whole question of mining rules; 
and. selecting from the rules of the United States and other countries regula¬ 
tions which seem applicable to the condition of China, will recast its present 
mining rules in such a way as, while promoting the interests of Chinese sub¬ 
jects and not injuring In any w;iy the sovereign rights of China, will offer no 
Impediment to the attraction of foreign capital nor place foreign capitalists 
at a greater disadvantage than they would be under generally accepted for¬ 
eign regulations; and will permit citizens of the United States to carry on In 
Chinese territory mining operations and other necessary business relating 
thereto provided they comply with the new regulations ami conditions which 
will be imposed by China on its subjects and foreigners alike, relating to the 
opening of mines, the renting of mineral land, and the payment of royalty, 
and provided they apply for permits, the provisions of which in regard to 
necessary business relating to such operations shall be observed. The resi¬ 
dence of citizens of the United States in connection with such mining opera¬ 
tions shalLbe subject to such regulations as shall be agreed upon by and between 
the United States and Cliina. 

Any mining concessions granted after the publication of such new rules shall 
be subject to their provisions. 

It Is manifest that these articles including “most favored nation" treatment en¬ 
title Americans to claim from China the same rights as those which Japan now 
seeks to have granted exclusively to her subjects. 

It remains to call attention to Article III forbidding the alienation or lease of 
any port, harbor or island on the coast of China, and to Article V, paragraph 1, 
requiring China to employ competent Japanese subjects as advisers for conduct¬ 
ing administrative, financial and military affairs, and paragraph 8 suggesting the 
joint policing of China, "where it Is deemed necessary.” 

With reference to the first of these three proposals, Baron Kato has explained 
to the American Ambassador at Tokyo that Japan has no desire for a naval sta¬ 
tion on the coast of China, either at Talngtau, or south of that point, as It would 
bo valueless to her. but that It would however object to another nation having 
such a station. With reference to the employment of advisers the United States 
bdleves It may be assumed that the Chinese Government will not discriminate 
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unfairly In tbeir selection, although it should be pointed out that this Government 
understands that Japan has six out of t^vcnty•flve advisers to the Republic repre¬ 
senting eight nations. In respect to the proposed joint policing of certain places 
where there has been .some friction between Japanese and Chinese, this Govern¬ 
ment feels apprehensive that this plan, instead of lending to lessen such friction 
might create greater dithcultlcs than those which It is desired to remove. 

But what is more important is the fact that these proposals, if accepted hy 
Chinn, while not infringing the territorial integrity of the Republic, are clearly 
derogatory to the political Independence and administrative entity of that coun¬ 
try. The same is in a measure true of Paragraph 4 of Article V relative to the 
purchase of arms. It Is dlflicult for the United States, therefore, to reconcile 
these requests with the maintenance of the unimpaired sovereignty of Chinn, 
which Japan, together with the United States and the Great Powers of Europe, 
has rcafDrmed from time to time during the past decade and a half in formal 
declarations, treaties and exchanges of diplomatic notes. The United States, 
therefore, could not regard with liulllTerence the assumption of political, military 
or economic domination over Chinn by a foreign Power, and hopes that your ex¬ 
cellency's Government will fin»l it consonant with their Interest.s to refrain from 
pressing upon China an acceptance of proposals which would, If accepted, exclude 
Americans from iHiunl participation In the economic and Industrial development 
of China and would limit the political independence of that country. 

The United State.s is convinced that an attempt to coerce Chinn to submit to 
these proposals would result in engendering resentment on the part of the Chlne.se 
and opposition hy other Interested Power.s, thereby creating a situation which 
this Government confidently believes the Imperial Government do not desire. 

The United States Government embraces this opportunity to make known that 
it has viewed the aspirations of Japan in the Far East with that friendship and 
esteem which have characterized the relations of the two nations in the past. 
This Government cannot too earnestly Impress upon your excellency’s Govern¬ 
ment that the United States Is not jealous of the prominence of Japan In the 
East or of the Intimate cooperation of China and Japan for their mutual benefit 
Nor has the United States any intention of obstructing or embarrassing Japan, 
or of Influencing China in opposition to Japan. On the contrary the policy of 
the United States, as set forth in tlds note, is directed to the maintonance of 
the independence. Integrity and commercial freedom of Chinn and the preserva¬ 
tion of legitimate American rights and Interests in that Republic. 

Accept [etc.] W. J. Bryan. 


12 

Secretary Bryan to the Arnhaesador in Japan {Outhrie^* 

WAsniNOTON, i/at/ iS15 —5 p. m. 

Please call upon the Minister for Foreign AITalrs and present to him a note 
textualty os follows: 

“In view of the circumstances of the negotiations which have taken place^and 
which are now pending between the Government of Japan and the Government 
of China, and of the agreements which have been reached as a result thereof, 
the Government of the United States has the honor to notify the Imperial Japa¬ 
nese Government that it cannot recognize any agreement or undertaking which 
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has been entered Into or which may be entered Into l)etween the (jovernments of 
Japan and China, inipairlng tbe treaty rights of the United States and its citizens 
in Chlna» the political or territorial integrity of tbe Republic of China, or the 
international policy relative to China commonly known as the open door policy. 

^*An identical note has been transmitted to the Government of tbe Chinese 
Republic." Bbyan. 

13 

Lansiag-lsbii Agreement,'November 2, 1917 

Secretaiy Lansing to Viscount /sAii, Japanese Ambassador on 

Special Mission 


Washington, JV’ot'rmbcr 2, 19J7. 

Ezccllenct: I have the honor to communicate herein my understanding of 
the agreement reached by us in our recent conversations touching the questions 
of mutual interest to our GovernmcDts relating to the Republic of China. 

In order to silence mischievous reports that have from time to time been cir* 
CDlatcd, it Is believed by us that a public announcement once more of the desires 
and Intentions shared by our two Goveromeots with regard to China is advisible. 

Tbe Governments of the United States and Japan recognize that territorial 
propinquity creates special relations between countries, and, consequently, the 
Government of tbe United States recognizes that Japan has special Interests in 
China, particularly in the part to which her possessions are contiguous. 

Tbe territorial sovereignty of China, nevertheless, remains unimpaired and 
the Government of the United States has every confidence in the repeated as- 
surances of the Imperial Japanese Government that while geographical position 
gives Japan such special Interests they have no desire to discriminate against the 
trade of other nations or to disregard the cominerciul rights heretofore grante<l 
by China in treaties with other powers. 

Tbe Governments of the United States and Japan deny that they have any 
purpose to infringe in any way the independence or territorial integrity of China 
and they declare, furthermore, that they alwoys adhere to the principle of the 
so'Called “open door“ or equal opportunity for commerce and industry In China. 

Moreover, they mutually declare that they are opposed to the acquisition by 
any Government of any special rights or privileges that w*ould affect the In¬ 
dependence or territorial integrity of China or that would deny to tbe subjects 
or citizens of any country the full enjoyment of equal opportunity In the com¬ 
merce and industry of China. 

I shall be glad to have your excellency confirm this understanding of the 
agreement reached by us. 

Accept letcj Robcbt Lansiko. 

Viscount Ishity Japanese Amhassador on Special Mission^ to 

Secretary Lansing ^ 

Washihoton, Vovemher 2 , isn. 

Sm: I have the honor to acknowledge the receipt of your note of to-day, eom- 
municattng to me your understanding of tbe agreement reached by us In oor 
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recent conversations touching the questions of mutual Interest to our Govern¬ 
ments relating to the Republic of China. 

I am happy to be able to confirm to you, under authorization of my Govern¬ 
ment, the understanding in question set forth in the following terms: 

In order to silence mischievous reports that iiave from time to time been 
circulated, It is belleve<l by us that a public announcement once more of the 
desires and intentions shared by our two Governments with regard to China 
is advisable. 

The Governments of Japan and the United States recognize that territorial 
propinquity creates special relations between countries, and, consequently, the 
Government of the United States recognizes that Japan has special interests 
In China, particularly in the part to wlilch her possessions are contiguous. 

The territorial sovereignly of China, nevertheless, remains unimpaired and 
the Government of the United States has every confidence in the repeated 
assurances of the Imperial Japanese Government that wliilo geographical position 
gives Japan such special Interests they have no desire to discriminate against 
tlie trade of other nations or to disregard the commercial rights heretofore 
granted by China in treaties with other Powers. 

The Governments of Japan and the United States deny that they have any 
purpose to infringe in any way the independence or territorial Integrity of China 
and they declare, furthermore, that they always adhere to the principle of the 
so-called “open door" or equal opportunity for commerce and industry In Cldna. 

Moreover, they mutually declare that they are opposed to tlie acquisition by 
any government of any special rights or privileges that would affect the in¬ 
dependence or territorial integrity of Ciiina or that would deny to the subjects or 
citizens of any country the full enjoyment of equal opportunity in the commerce 
and industry of China. 

I take [etc.) K. Isim 

14 

Nine-Power Treaty Signed at "Washington^ Fehi'oary 5 ,1922 

The United States of America, Belgium, the British Empire, China, France, 
Italy, Japan, the Netherlands and Portugal: 

Desiring, to adopt a policy designed to stabilize conditions In the Far East, to 
safeguard the rights and Interests of China, and to promote Intercourse K'tween 
China and the other Pow'crs upon the basis of equality of opportunity; 

Have resolved to conclude n treaty for that purpose and to that end bare 
appointed ns their respective Plenipotentiaries; 

The Preeideni of the United States of America: 

Charles Evans Hughes, 

Henry Cabot Lodge, 

Oscar W. Underwood, 

Ellbu Root, 

citizens of the United States; 

Bis itafeslu the Kino of the lictglans: 

Baron de Cartier de Marchienne, Commander of the Order of Leopold and 
of the Order of the Crown, His Ambassador Elxtraordlnary and Pleni¬ 
potentiary at Washington; 
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His ilajestv the Khiff of the United Kingdotn of Orcat Britain atid Ireland and 
of the Britinh Dominions beyond the Seas. Emperor of India: 

The Uifrht Honourable Arthur James Balfour, O. M.. M. P., Lord President of 
His Privy Council; 

The Right Honourable Baron Lee of Farehain, G. B. E., K. C. B., First Lord of 
His Admiralty; 

The Right Honourable Sir Auckland Campbell Geddes, K. C. B., Ilis Ambas¬ 
sador Extraordinary and Plenipotentiary to the United States of America ; 

and 

for the fJoMifnion of Canada: 

The Right Honotirable Sir Robert Laird Borden, G. C. M. G.. K. C.: 
for the Cominoniccalth of /luj?<ro/ia; 

Senator the Right Honourable George Poster Pearce, Minister for Home 
and Territories; 

for the Dominion of Ncio Zealand: 

The Honourable Sir John William Salmond, K. C., Judge of the Sui)reme 
Court of Now Zealand; 
for the Union of South Africa: 

The Right Honourable Arthur James Balfour. O. M., M. P.; 
for India: 

The Right Honourable Vallngman Sankaranaruyana Srinivasa Sastrl, Mem¬ 
ber of the Indian Council of State; 

The Presideixt of the Republic of China: 

iMr. Sao-Ke Alfred Sze. Envoy Extraordinary and Minister Plenipotentiary 

at Washington; 

Mr. V. K. Wellington Koo, Envoy Extraordinary and Minister I’lenlpotentlary 
at London; 

Mr. Chung-Hui Wang, former Minister of Justice. 

The PresldcJtt of the French Republic: 

Mr. Albert Sarraut, Deputy, Minister of the Colonies; 

Mr. Jules J. Jusserand, Ambassador Extraordinary and Plenipotentiary to 
the United States of America, Grand Cross of the National Order of the 
Legion of Honour; 

His Mafestv King of Italy: 

The Honourable Carlo Sebanzer, Senator of the Kingdom; 

The Honourable Vittorio Rolandl Ricci, Senator of the Kingdom, His Am¬ 
bassador Extraordinary and Plenipotentiary at Wasbliigtoii; 

The Honourable Luigi Albertini, Senator of the Kingdom; 

Bis Mafestg the Emperor of Japan: 

Baron Tomosaburo Koto, Minister for the Navy, Junll, a member of Urn 
First Class of the Imperial Order of the Grand Cordon of the Rising Sun 
with the Paulownla Flower; 

Baron Kljuro Shidchara, His Ambassador Extraordinary and Plenipotentiary 
at Washington, Joshll, a member of the First Class of the Imperial Order 
of the Rising Sun; 

Mr. Masanao Haiilhara, Vice Minister for Foreign Affairs, Jushll, a member 
of the Second Class of the Imperial Order of U»e Rising Sun; 

Her Majesty the Queen of The Netherlands: 

Jonkheer Frans Beeloerts van Blokland, Her Envoy Extraordinary and Min¬ 
ister Plenipotentiary; 
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Jonkbeer Willrni Hendrik de Beaufort, Minister Plenipotentiary, Cbargd 
d'Affaires at Washington; 

The President of the Portuguese Republic: 

Mr. Josi- Francisco de Horta Machado da Franca, Viscount d’Alto, Envoy 
Extraordinary and Minister Plenipotentiary at Wnsliliigton; 

Mr. Ernesto Julio de Carvalho e Vasconcellos, Captain of tlie Portuguese 
Navy, Technical Director of the Colonial Office. 

Who, having couiiuuiiicated to each otlier their full powers, found to be in 
good and due fonu, have agreed as follows: 

Article 1 

The Contracting Powers, otlier than China, agree: 

(I) To respect the sovereignty, U>e independence, and the territorial and 
administrative integrity of China; 

(12) To provide the fullest and most unembarrassed opportunity to Chinn to 
develop and maintain for herself un elTectivc and stable government; 

(II) To use tbeir induence for the puniosc of effectually establishing and main- 
mining the principle of equal up|>ortunity for the commerce and industry of all 
nations throughout the territory of China; 

(4) To refrain from taking advantage of conditions in China In order to seek 
siieclal rights or privileges which would abridge the rights of subjects or citizens 
of friendly States, and from countenancing action Inimical to the security of 
such States. 

Abticle II 

The Contracting Powers agree not to enter into any treaty, agreement, nrrougc* 
ment, or understuiiding, cither with one another, or. Individually or collectively, 
with any Power or Powers, which would Infringe or Impair the principles stated 
in Article I. 

AancLE III 

With a view to applying more effectually' the principles of the Open Door or 
equality of opportunity in China for the trade and industry of nil nations, the 
Ckintrnctiiig Powers, other than China, agree that tliey will not seek, nor support 
tbeir respective nationals In seeking'— 

(a) any arrangement which might purport to establish in favour of their 
interests any general superiority of rights with respect to commercial or economic 
development in any designated region of China; 

(b) any such monopoly or preference as would deprive the nationals of any 
other Power of tlie right of undertoklug any legitimate trade or industry in 
China, or of participating with the Chinese Government, or with any local 
authority, in ony category of public enterprise, or which by reason of its scope, 
duration or geographical extent Is calculated to frustrate the practical application 
of the principle of equal opportunity. 

It Is understood that the foregoing stipulations of this Article are not to be 
so construed as to prohibit the acquisition of such properties or rlglits ns may 
be necessary to the conduct of a particular commercial. Industrial, or Onancinl 
undertaking or to the encouragement of Invention and research. 

China undertakes to be guided by the principles stated In the foregoing 
stipulations of this Article in dealing with applications for economic rights and 
privileges from Governments and nationals of oil foreign countries, whether 
parties to the present Treaty or not. 
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AsnctE IV 

The ContracUng Powers agree not to support any agreements by their respec¬ 
tive nationals with each other desigrie<l to create Spheres of Influence or to 
provide for the enjoyment of mutually exclusive opportunities in designated 
parts of Chinese territory. 

Abticle V 

China agrees that, throughout the whole of the rnilway.s in China, she will 
not exercise or permit unfair discrimination of any kind. In particular there 
shall be no discrimination whatever, direct or indirec-t, in respe< t of charges or of 
facilities on the ground of the nationality of passengers or the couiitries from 
which or to which they ore proceeding, or the origin or ownership of goods or 
the country from which or to which they are consigneil, or the nationality or 
ownership of the ship or other means of conveying such passengers or goods before 
or after their transport on the Chinese Railways. 

Tlie Contracting Powers, other than China, assume a corresponding obligation 
in respect of any of the aforesaid railways over which they or their nationals 
are In a position to exercise any control In virtue of any concession, special 
agreement or otherwise. 

AancLE VI 

The Contracting Powers, other than China, agree fully to respect China's 
rights as a neutral In time of war to which China is not a party; and China 
declares that when she is a neutral she will observe the obligations of neutrality. 

Abticle VII 

The Contracting Powers agree that, whenever a situation arises which In the 
opinion of any one of them Involves the application of the stipulations of the 
present Treaty, and renders desirable discussion of such application, there shall 
be full and frank communication between the Contracting Powers concerned. 

AKnCLE VIII 

Powers not signatory to the present Treaty, which have Governments recog¬ 
nized by the Signatory Powers and which have treaty relations with China, shall 
be invited to adhere to the present Treaty. To this end the Government of the 
United States will make the necessary communications to nonsignatory Powers 
and will inform the Contracting Powers of the replies received. Adherence 
by any Power shall become effective on receipt of notice thereof by the 
Government of the United States. 


Abticle IX 

The present Treaty shall be ratified by the Contracting Powers In accordance 
with their respective constitutional methods and shall take effect on the date of 
the deposit of all the ratifications, which shall take place at Washington ns soon 
as possible. The Government of the United States will transmit to the other 
Contracting Powers .a certified copy of the procia-verbal of the deposit of 
ratifications. 

The present Treaty, of which the French and English texts are both authentic, 
shall remain deposited in the archives of the Government of the United States, 
and duly certified copies thereof shall be transmitted by that Government to the 
other Contracting Powers. 
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In faith wherfof the above-nanieil PlODipotentiarles have signed the present 
Treaty. 

Do.ne at the City of Washington the Sixth day of February One Thousand 
Nine Hundred oiul Twenty-Two. 



Charles E\-ans Ilvc.nrs 

[SF.At.] 


nE.NBY Cabot Ia)ucp. 

[8E.\L] 


Oscar W Underwood 

[6F.AI.] 


Di.iHU Hoot 

[seal] 


Baron de Cartier de .Makchiknne 

(sr.Ai.| 


AnTiu’K JAMF.S Balfour 

[SEAL] 


IXF. OK FarF.IIAM 

[seal] 


A. C. Geddes 

[seal] 


It. Ia BOUDF-N 

[seal] 


G. F. i’FURCE 

[SF.AL] 


John W Salmond 

[seal] 


Arthur .Tames Balfour 

1 SF.AL] 


Y S Srinivasa Sastbi 

[eF.AL] 


Sao-Ke Alfred See 


fSF.AT,] 

V. K. WlXI.INOTON Koo 


fSFJM.] 

CnuNo-IIui Wano 


[Bn.VL] 

A Sabraut 


[SEAf.] 

JUSSERAND 



Cari.0 Scraneer 


tSEAL] 

V. IloLANDi Ricci 


(SFALl 

Lvigi Atjiertini 



T. Kato 

[seal] 


K. SnlDEilARA 

[be.\l] 


M. IlANniAR.\ 

[seal] 


Beeijlertb van Blokland 

[srjLT.) 


W. DE Bf^ACFORT 

[BEAL] 


Alte 

[ se.^l] 


Ernesto de Vasconcellos 

[SEAL] 
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Statement hy Secretary Kellogg^ January 27^ 1927 “ 

At this time, when there la so much discussion of the Chinese situation, 1 
doom it my duty to state dearly the position of the Department of State on the 
questions of tariff autonomy and the relinquishment of extraterritorial rights. 

Tlie United States has always desired the unity, the independence and pros¬ 
perity of tlic Chinese nation. It has desired that tariff control and extraterri¬ 
toriality provided by our treaties with China should os early as possible be 
released. It was with that in view that the United States made the declaration 
in relation to the relinquishment of oxtralerrltoriality in the Treaty of 1003 and 
also entered into the Treaty of Washington of February 6, 1022, providing for 
n Tariff Conference to be held within throe months after the coming into force 
of the Treaty. 


1027, vol. II. p. 8B0. 
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The Unlte<l States is now and has been, ever since the negotiation of the Wash¬ 
ington Treaty, prepared to enter into negotiations with any Governtuent of 
China or delegates who can represent or speak for Chinn not only for the putting 
into force of the surtaxes of the Washington Treaty but entirely releasing tariff 
control and restoring complete tariff autonomy to China. 

The Unlteil States would expect, however, that It be granted most favored 
nation treatment and that there .should be no discrimination against the United 
States and its citizens in customs duties, or taxes, Iti f.avor of the citizens of 
other nations or discrimination by grants of special privileges and that the open 
door with equal opportunity for trade In China shall be maintained ; ami further 
that China should afford every protection to American citizens, to their property 
and rights. 

The United States is prepared to put into force the recommendations of tlie 
Extraterritoriality Coinmis.sion which can be pul into force without a treaty 
at once and to negotiate the release of extraterritorial rights a.s soon as Clilna 
is prepared to provitle protection by law and through her courts to American 
citizens, their rights and property. 

The willingness of the United States to deal with China in the most liberal 
spirit will be borne out by a brief history of tlie events since making tl>e Wash¬ 
ington Treaty. That Treaty was ratified by the last one of the Signatory Powers 
on July 7. 1925, and the exchange of ratifications took place in Washington on 
August 6, 1925. Before the treatie.s linally went Into effect and on June 24, 1025, 
the Chinese Government addressed Identic notes to tlie Signatory Powers asking 
for the revision of existing treaties. On the first of July 1925, I sent Instructions 
to our Minister in Peking, which instructions I also communicated to all the otiier 
Governments, urging that this should be made the occasion of evidencing to the 
Chinese our wlllingne.ss to consider the question of treaty revision. I urged 
that the Powers expedite preparations for the liolding of the Special Conference 
regarding the Chinese customs tariff ond stated that the United States believed 
that this special tariff conference sliould be requested, after accomplishing the 
work required by the Treaty to make concrete recoiiimendutlons upon which a 
program for granting complete tariff autonomy might be worked out. The 
Delegates of the United States were given full powers to negotiate a new treaty 
recognizing China’s tariff autonomy. At the same time, I urged the appointment 
of the ComralssIoD to investigate extraterritoriality, with the understanding that 
the Commission should be authorized to include in its report recommendations 
for the gradual relinquishment of extraterritorial rights. Prior to tills, the Chi¬ 
nese Government urged the United States to use its inlluencc with the interested 
Powers to hasten the calling of the Conference on Tariff Matters and the appoint¬ 
ment of the Ehctraterrltorlal Commission and for each Government to grant to its 
representatives the broad power to consider the whole subject of the revision of the 
treaties and to make recommendations ui>on the subject of the abolition of extra¬ 
territorial rights. This was in harmony with the views of tlie United States. 
Accordingly, on Sept«>“ber 4,1025, tlie United Slates and each of the other Powers 
having tariff treaties with Chinn evidenced their intention to appoint their dele¬ 
gates to the Tariff Conference, By a note which has been published, the Powers 
Informed Chinn of their willingness to consider ond discuss any reasonable 
proposal that might be made by the Chinese Government on the revision of the 
treaties on the subject of the tariff and also announced their intention of appoint¬ 
ing their represenUitlves to the Extraterritorial Commission for the purpose of 
considering the whole subject of extraterritorial rights and authorizing them to 
make recommendations for the purpose of enabUng the governments concerned 
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to consider whnt. it .iny, steps miglit be taken with a view to Ute relinquishment 
of extraterritorial rights. Delegates were promptly appointed and the Chinese 
TurilT Conference met on October 26, 1925. 

Sliortly after tlie oi)eiiii»K of the Conference and on November 3, 1035, the 
Ani*“ricaii Delegation proposed tiiat the Conference at once authorize the levying 
<if a snrtjis of two and one-half per cent on necessaries, and, ns soon as the 
requisite scliedtiles could he preptired, nuthorize the levying of a surtax of up to 
five per cent on luxuries, as provided for by the Washington Treaty. Our Dele¬ 
gates furthermore announced that the Government of the United States was pre- 
partMl to proceed at once with the negotiation of such an agreement or agreements 
as might lie necessary for making elTecllve other provisions of the Washington 
Treaty of Feliruary 6. 1922. They affirmed the principle of rosp*M-t for China's 
tariff nntoiiotay ami aiinoniiced that tliey were prepared forthwith to negotiate 
a new treaty wlii<'li would give effect to that principle and which should make 
provision for the Jiholitioii of llkiii, for the removal of tariff re.strictlons contalnetl 
In existing treaties and for the putting into effect of the Chlne.se National Tariff 
Law. On N()veinher 19. the Committee on Provisional Measures of the 

ConfiTencc, Chine.se delegates participating, unanimously adopted the following 
resolution: 

*‘Tl>e Delegates of the Powers ns.seinblcTl at this Conference resolve to adopt 
the following proposed article relating to tariff autonomy with a view to in¬ 
corporating it. logetlter with other matters, to be hereafter agreed upon, in a 
treaty wliich is to he signed at this Conference. 

“The Contracting Powers otlier than China hereby recognize Chinn’s right 
to enjoy tariff autonomy; agree to remove the tariff restrictions which are 
contained in existing trcntle.s between theniselve.s re.spectlvely and Chinn; and 
ooiKsent to the going into effect of the Chinese National Tariff Law on January 
1st, 1029. 

“The Government of the Republic of China declares that llkln shall be abol¬ 
ished simultaneously with the enforcement of the Chinese National Tariff Law; 
and further dechires that the abolition of llkin shall ho effectively carried out 
by the First Day of the First Month of the Eighteenth Year of the Republic 
of China (January 1st, 1920).’’ 

Continuously from the beginning of the Conference, our delegates and technical 
advi.sers collahornted with the delegates and technical advisers of the other 
Powers, including China, in an effort to carry out this plan,—viz. to put Into 
effect the surtaxes provided for In the Washington Treaty, and to provide for 
additional tariff adequate for all of Chinn’s needs until tariff autonomy should go 
into effect. Until about the middle of April 1020. there was every prospect for 
the successful termination of the Conference to the satisfaction of the Chinese 
and the other Powers. About that time the Qovornment which represented 
Chinn at the Conference was forced out of power. The delegates of the United 
States and the other Powers, however, remained in China In tlie hope of con¬ 
tinuing the negotiations and on July 3,1926, made a doclarntion ns follows: 

“The Delegates of the foreign Powers to the Chinese Customs Tariff Confer¬ 
ence met at the Netiierlands Legation this morning. They expressed the unani¬ 
mous and earnest desire to proceed with the work of the Conference at the 
earliest possible moment when the Delegates of the Chinese Government are 
In n po.sltion to resume dlseusslou with the foreign Delegates of the problems 
before the CJonference." 
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The Govornnicnt of the United States was ready then and Is ready now to 
continue the negotiations on the entire subject of the tariff and extraterritoriality 
or to take up negotiations on behalf of the United States alone. The only question 
Is with whom it shall negotiate. As I have said heretofore, If China can agree 
upon the appointment of delegates representing the authorities or the pe<iple 
of the country, we are prepared to negotiate such a treaty. However, existing 
treaties which were ratified by the Senate of the United States cannot he abrogated 
by the President but must he superseded by new treaties negotiated with some¬ 
body representing Clilna and subsequently ratified by the Senate of the United 
States. 

The Government of the United States has watched with sympathetic Interest 
the nationalistic awakening of China and welcomes every advance made by the 
Chinese people toward reorganizing tbolr system of Government. 

During the difficult j'ears since the establishment of the new regime in I9l2. 
the Government of the United State.s has endeavoriHl in every way to malntoin 
an attitude of the most careful and strict neutrality as among the several factions 
that have dlsimted with one another for control in Chinn. The Government of 
the United States expects, however, that the people of China and their leaders 
will recognize the right of American citizens In China to protection for life and 
property during tlie |>eriod of conflict for which they are not responsible. In the 
event that the Chinese Authorities are unable to afford such protection, It is of 
course the fundamental duty of the United States to protect the lives anti 
property of Its citizens. It is with the imssihle necessity for this in view that 
American naval forces are now In Chinese waters. This Government wishes to 
deal with Cliina in a most liberal spirit. It holds no concessions In China and 
has nevifr manifested any imperialistic attitude toward that country. It desires, 
however, that Its citizens he given equal opportunity with the citizens of the 
other Powers to reside lo China and to pursue their legitimate occupations 
without special privileges, monopolies or spheres of special interest or influence. 

16 

Treaty Between the United Staten and China Regulating Tariff Re¬ 
lations^ Signed at Peiping, July 25,1928 

The United States of America and the Republic of China, both bcln;; animated 
by an earnest desire to maintain the good relations which happily subsist between 
the two countries, and wishing to extend and consolidate the commercial inter¬ 
course between them, have, for the purpose of negotiating a treaty designed to 
facilitate these objects, named as tlielr Plenipotentiaries:— 

The President of the United States of America: 

J. V. A. MacMurrny, Envoy Extraordinary and Minister Plenipotentiary ot 
the United States of America to China; 
and the Qovernmeot Council of the Nationalist Government of the Republic of 
China: 

T. V. Soong. Minister of Finance of the Nationalist Government of the 
Republic of China: 

who, having met and duly exchanged their full powers, which have been found 
to be in proper form, have agreed upon the following treaty between the two 
countries: 


1028, vol. II, p. 47B. 
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Abticle I 

All provisions which nppear Id treaties hitherto concluded and In force between 
the United States of America and Chinn relating to rates of duty on Imports 
and exports of merchandise, drawbacks, transit dues and tonnage dues in China 
shall he annulled nn»l become inoperative, and the principle of complete national 
tariff autonomy shall apply subject, however, to the condition that each of the 
High Contracting Parties shall enjoy In the territories of the other with respect 
to the above specified and any related matters treatment In no way discriminatory 
as coinpnre<l with the treatment accorded to any other country. 

The nationals of neither of Uie High Contracting Parties shall be compelled 
under any pretext whatever to pay within the territories of the other Party 
any duties. Internal charges or taxes upon their importations and exportations 
other or higher than those paid by nationals of the country or by nationals of any 
other country. 

The above provisions shall become effective on January 1, 1920, provided that 
the exchange of ratifications hereinafter provided shall have taken place by that 
date: otherwise, at a date four months subsequent to such exchange of 
ratifications. 

Article II 

The English and Chinese texts of this Treaty have been carefully compared 
and verlfle<l; but. In the event of there being a difference of meaning between the 
two, the sense as expressed in the English text shall be held to prevail. 

This treaty shall be ratified by the High Contracting Parties In accordance 
with their respective constltutlonnl methods, and the ratifications shall be ex* 
changed in Washington as soon as possible. 

In testimony whereof, we, the undersigned, by virtue of our respective powers 
have signed this Treaty in duplicate in the English and Chinese languages and 
have affixed our respective seals. 

Done at Peiping, the 25th day of July, 1928, corresponding to the 25th day of 
the 7th month of the 17th year of the Republic of China. 

(SEAiJ J. V. A. MacMubrat 

[seal] Tse Ven Soono 


17 

Secretary Stiimon to the Ambassador in Japan i^Forhes)^ 

Wasuinotoh, January 7, JMf— noon. 

7. Please deliver to the Foreign Office on behalf of your Government os soon 
ns possible the following note: 

"With the recent military operations about Chlnchow, the last remaining ad¬ 
ministrative authority of the Government of the Chinese Republic In South 
Manchuria, os it existed prior to September 18th, 1031, has been destroyed. The 
American Government continues confident that the work of the neutral com¬ 
mission recently authorized by the Council of the League of Nations will facilitate 
an ultimate solution of the difficulties now existing between China and Japan. 
But in view of tlie present situation and of its own rights and obligations therein, 
the American Government deems it to be Its duty to notify both the Imperial 


** Foreign Rtlationt of the United State*, Jopan, 1931-1941, voL I, p. 76. 
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Japanese Government and the Government of the Chinese Republic that it cannot 
admit the legality of any situation de facto nor does it Intend to recognize any 
Ueaty or agreement entered into between those Governments, or agents thereof, 
which may impair the treaty rights of the United States or its citizens in China, 
including those which relate to the sovereignty, the independence, or the terri¬ 
torial and administrative integrity of the Republic of China, or to the inter¬ 
national policy relative to China, commonly known as the open door policy; and 
that it does not intend to recognize any situation, treaty or agreement which may 
be brought about by means contrary to the covenants and obligations of the Pact 
of Paris of August '^7. 1028. to which Treaty both China and Japan, as well as 
the United States, are parties." 

State tliat an identical note is l>eiug sent to the Chinese government. 

SUMbON 


18 

Secretary Stirruion to Senator Borah, Chairnuin of the Committee on 
Foreign Relation of the Senate, February £3,1032 “ 

You have asked my opinion whether, as has been sometimes recently suggested, 
present conditions in China have in any way indicated that the so-called Niue 
Power Treaty bus become inapplicable or Ineffective or rightly in need of modl- 
licatiou, and if so. what 1 considered should be tlie policy of this Governmeot. 

This Treaty, as you of course know, forms the legal basis upon which now 
rests the "Open Door" policy towards China. That policy, enunciated by John 
Hay In 180U. brought to an end the struggle among various powers for so-cuUed 
spheres of Interest in China which was threatening Uie dismemberment of that 
empire. To accomplish this Mr. Hay invoke«l two principles (1) equality of 
commercial opx)ortuulty among all nations in dealing with China, and (2) as 
necessary to that equality the preservation of China’s territorial and adminls- 
tratlve integrity. These principles were not new in the foreign policy of America. 
They hud been the principles upon which it rested in its dealings with other 
nations for many years. In the case of Chinn they were Invoked to save a 
situation which not only threateiied the future development and sovereignty of 
that great Asiatic people, but also threatened to create dangerous and constantly 
increasing rivalries between the other nations of the world. War had already 
taken place between Japan and China. At the close of that war three other 
nations intervened to prevent Japan from obtaining some of the results of that 
war claimed by her. Other nations sought and had obtained spheres of interest. 
Partly as a result of these actions a serious uprising had broken out in China 
which endangered the legations of all of the powers at Peking. While the 
attack on those legations was in progress. Mr. Huy made an announcement In 
respect to this imllcy as the principle upon which the powers should act In the 
settlement of the rebellion. He said 

‘•The policy of tlie Government of the United States is to seek a solution which 
may bring about permanent safety and peace to China, preserve Chinese terri¬ 
torial and administrative entity, protect all rights guaranteed to friendly pow¬ 
ers by treaty and Internationa! law, and safeguard for tlie world the principle 
of equal and impartial trade with all parta of the Chinese Empire.” 

He was successful In obtaining the assent of the other powers to the policy thus 
aoDooDced. 


» JM., p. 83. 
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In taking these steps Mr. Hay acted with the cordial support of the British 
Goveninient. In responding to Mr. Hay's annuiinceniont. above set forth, Lord 
Salisbury, the British Prime Minister expressed himself “most emphatically as 
concurring In the policy of the United States.” 

For twenty years thereafter the Open Door policy rested upon the informal 
commitments thus made by the various powers. But in the winter of 1921 to 
1022, at a conference participated in by all of the principal powers which had 
interests in the Pacific, the policy was crystallized Into the so-called Nine Power 
Treaty, which gave definition and precision to the principles upon which the 
policy rested. In the first article of that Treaty, the contracting powers, other 
than Chinn, agreed 

1. To respect the sovereignty, the independence and the territorial and adminis¬ 
trative integrity of China. 

2. To provide the fullest and most unembarrassed opportunity to Chinn to 
develop and maintain for herself an effeetive and stable government. 

3. To use their influence for the purpose of effectually establishing and main¬ 
taining the principle of equal opportunity for the commerce and industry of all 
nations throughout the territory of China. 

4. To refrain from taking ailvaiitage of conditions in China In order to seek 
special rights or privileges which would abridge the rights of subjects or citizens 
of friendly states, and from countenancing action Inimical to the security of 
such states. 

This Treaty thus represents a carefully developed and matured international 
policy Intended, on the one hand, to assure to all of the contracting parties their 
rights and interests in and with regard to China, and on the other hand, to assure 
to the people of China the fullest opportunity to develop without molestation their 
sovereignty and Independence according to the modern and enlightened standards 
believed to iimlntaln among the peoples of this earth. At the time this Treaty 
was signed, It was known that China was engaged In an attempt to develop the 
free Institutions of a self-governing republic after her recent revolution from an 
autocratic form of government; that she would require many years of both 
economic and political effort to that end; and that her progress would necessarily 
be slow. The Treaty was thus n covenant of self-denial among the signatory 
powers In deliberate renunciation of any policy of aggression which might tend 
to Interfere with that development. It was believed—and the whole history of 
ihe development of the “Open Door” policy reveals that faith—that only by such 
n process, under the protection of such an agreement, could the fullest Interests 
not only of China but of all notions which have Intercourse with her best be 
served. 

In Its report to the President announcing this Treaty, the American Delegation, 
headed by the then Secretary of State, Mr. Charles E. Hughes, said 

"It is believed that through this Treaty the ‘Open Door' In China has at last 
been made a fact.” 

During the course of the dtsciis-slons which resulted In the Treoty, the Chairman 
of the British delegation. Lord Bolfour, had stated that 

"The British Empire dclcgotlon anderstood that there was no representative 
of any power around the table who thought that the old practlco of 'spheres of 
Interest' was either advocated by any government or would be tolerable to this 
conferenco. So far ns the British Government was concerned, they had, in the 
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most formal manner, publicly announced that tliey regarded this practice as 
utterly Inappropriate to the existing situation.” 

At the same time the representative of Japan. Baron Shideharu. announced the 
poation of his goTernment os foilows; 

••No one denies to China her .sacred right to govern herself. No one stands In 
the way of China to work out her own great national de.stiny." 

The Treaty was originally executed by the Vnited States, Belgium, the British 
Empire. China, France, Italy, Japan, the Nethorlaud.s and Portugal. Subse¬ 
quently it was also executed by Norway, Bolivia. Sweden. Denmark and Mexico. 
Germany has signed it hut her Parliament l>as not yet ratided it. 

It must be remembered also that this Treaty was one of several treaties and 
ugreemenfs entered into at the Washington Conference by the v.arious power.s 
concerned, all of which were interrelated and interdependent. No one of these 
treaties can be disregarded without disturbing the general understanding and 
e<iulllbrlum which were Intemied to be acc<>nipUshe<l ami « frecled liy the grovip 
of agreements arrived at In their entirety. The Washington Conference was 
essentially a disarmament conference, aimed to promote the iK>s.sibillty of peace 
in the world not only through the ce.ssatlou of eompetltlon In naval nniiainent 
but also by the solution of various other disturbing problems which threatened 
(he i>eace of the world, particularly in the Far East. These problems were all 
interrelated. The willingness of the American government to surren<ler Its then 
commanding lead In battleship construction and to leave its positions at Guam 
and In the Philippines without further fortification, was predicated upon, among 
other things, the self-denying covenants contained In the Nine Power Treaty, 
which assured the nations of the world not only of equal opportunity for their 
Eastern trade hut also ugnin.st the military nggraniH/.ement of any other power 
at the expense of China. One cannot discuss the iwsslbillty of modifyitig or 
abrogating those provisions of the Nine Power Treaty without considering at the 
esiine time t»»e other promises upon which they were really dependent. 

Six years later the policy of self-denial against aggression by a stronger against 
a weaker |)ower. uimii which the Nine Power Treaty had been based, received a 
powerful reinforcement by the execution by substiinliiilly nil the nations of the 
world of the Pact of Paris, the so-called Kellogg-Brland Pact. These two 
treaties represent independent but harmonloxis steps taken for the purpose of 
aligning the conscience and public opinion of the world In favor of a system of 
orderly development by the law of nations including the settlement of all 
controversies by methods of justice and peace instead of by arbitrary force. 
The program for the protection of China from outside aggression Is an essential 
part of any such development. Tlic signatories and adherents of the Nine 
Power Treaty rightly felt that the orderly and peaceful development of the 
400,000,000 of people Inhabiting Chinn was necessary to the iwacefu! welfare of 
the entire world and that no program for the welfare of the world as a whole could 
afford to neglect the welfare and protection of China. 

The recent events which have taken place In China, especially the hostilities 
which having been l>egun In Manchuria have latterly been extended to Shanghai, 
far from Indicating the advisability of any modification of the treaties we have 
been discussing, have tended to bring home the vital Importance of the faithful 
observance of the covenants therein to all of the nations interested In the Far 
Bast. It Is not necessary In that connection to Inquire Into the causes of the 
controversy or attempt to apportion the blame between the two nations which are 
unhappily Involved; for regardless of cause or responsibility, It Is clear beyond 
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peradventure that a situation has developed which cannot, under any circum¬ 
stances, be reconciled with the obligations of the covenants of these two treaties, 
and that If the treaties had been faithfully observed such a situation could not 
have arisen. The signatories of the Nine Power Treaty and of the Kellogg-Brland 
Pact who are not parties to that conflict are not likely to see any reason for 
modifying the terms of those treaties. To them tlie real value of the faithful 
j>erformance of the treaties has been brought sharply home by the perils and 
losses to which their nationals iinve been subjected In Shanghai. 

That Is the view (»f this Government. We see no reason for abandoning the 
enlightened principles which are embodied In these treaties. We believe that this 
situation would have been avoided bad these covenants been faithfully observed, 
and no evidence lias come to us to indicate that a due compliance with them 
would have interfered with the adequate protection of the legitimate rights in 
China of the signatories of those treaties and their nationals. 

On Jantmry 7th last, upon the instruction of the President, this Government 
formally notltled Jaimn and China that It would not recognize any situation, 
treaty or agreement entered into by those governments in violation of the cove¬ 
nants of the.se treaties, which affected the rlght.s of our Government or its 
citizens in China. If a similar decision should be reached and a similar position 
taken by the other governments of the world, a caveat will be placed upon such 
action which, we hullevo. will effectively bar the legality hereafter of any title or 
right sought to he obtained by pressure or treaty violation, and which, ns has been 
shown by history In the past, will eventually lead to the restoration to China of 
rights and titles of which she may have been deprived. 

In the past our Government, as one of the lending powers on the Padfle Ocean, 
has rested Its policy uimn an abiding faith in the future of the people of China 
and upon the ultimate success In dealing with them of the principles of fair play, 
patience, and mutual goodwill. We appreciate the Immensity of the task which 
lies before her statesmen in the development of her country and its government. 
The delays In her progress, the instability of her attempts to secure a responsible 
government, were foreseen by Messrs. Hay and Hughes and their contemporaries 
and wore the very obstacles which the policy of the Open Door was designed to 
meet We concur with tliose statesmen, representing all the nations In the 
Washington Conference who decided that China was entitled to the time neces¬ 
sary to accomplish her development. We are prepared to make that our policy 
for the future. 

Very truly yours, Henbt L. Stimson 

19 

Statement by Secretary Hull^ December 5, 19S5 ** 

In reply to Inquiries by press correspondents In regard to the “autonomy 
movement" In North China, Chinese and Japanese activities in relation thereto, 
and the American Government’s attitude, the Secretary of State said: • 

There Is going on In and with regard to North China a political struggle which 
Is unusual In character and which may have far-reaching efTegts. The persons 
mentioned In reports of It are many; the action Is rapid and covers a large area; 
opinions with regard to it vary; what may come of It no one could safely under¬ 
take to say; but, whatever the origin, whoever the agents, be what they may the 
methods, the fact stands out that an effort Is being made—and Is being resisted— 


••Ibid., p. 240. 
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to brlDg about a substantial change in the political status and condition of 
several of China's northern provinces. 

Unusual developments In any part of Chinn are rightfully and necessarily of 
concern not alone to the Government and people of China but to all of the many 
powers which have Interests in China. For, in relations with China and in 
Chinn, the treaty rights and the treaty obligations of the ‘’treaty powers" are in 
general Identical. The United States is one of those powers. 

In the area under reference the interests of the United States are similar to 
those of other powers. In that area there are located, and our rights and obliga¬ 
tions appertain to, a considerable number of American nationals, some American 
property, and substantial American commercial and cultural activities. The 
Atncrican Government Is therefore closely observing whut is happening there. 

Political disturbances and pressures give rise to uncertainty and misgiving 
and tend to produce economic and social dislocations. Tiiey make difficult the 
enjoyment of treaty rights and the fulfillment of treaty obligations. 

The ylows of the American Government with regard to such matters not alone 
In relntioD to Ciiioa but in relation to the whole world are well known. As I 
have stated on many occasions, it seems to this Government most important in 
this perioil of World-Wide political unrest and economic instability that gov- 
ernmeiits and peoples keep faith in principles and pledges. In International roia- 
tlons there must be agreements and respect for agreements in order that there may 
be the confidence and stability and sense of security which arc essential to 
orderly life and progres.s. This country has abiding faith in the fundamental 
principles of its traditional policy. This Government udiieres to the provisions 
of the treaties to which it is a party and continues to bespeak respect by all na¬ 
tions for the provisions of treaties solemnly entered into for the purpose of 
faclUtatiog and regulating* to reciprocal and common advantage, the contacts 
between and among the countries signatory. 

20 

Press Release Issued by the Department of State on October 6^ 1937^^ 

T*be Department of State has been Informed by the American Minister to 
Swlt 2 erlaijd of the text of the report adopted by tbe Advisory Committee of the 
League of Nations setting forth the Advisory Committee's examination of the 
facts of the present situation In China and the treaty obligations of Japan. The 
Minister has furtlier informed the Department that this report was adopted and 
approved by tbe Assembly of tbe League of Nations today, October 6. 

Since tbe beginning of the present controversy in the Far East, the Govern¬ 
ment of the United States has urged upon both the Chinese and tbe Japanese Gov¬ 
ernments that they refrain from hostilities and bos offered to be of assistance 
in an effort to find some means, acceptable to both parties to tlio conflict* of 
composing by pacific methods the situation in the Par East. 

Tbe Secretary of State, in statements made public on July 16 and August 23* 
made clear tbe position of tbe Government of the United States in regard to 
International problems and international relationships throughout tbe world 
and as applied spcoUlcally to tbe hostilities which are nt present unfortunately 
going on between China and Japan. Among the principles which in tbe opinion 
of tbe Government of tbe United States should govern international relationships, 

p. 306. 
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if peace is to be mnintained, are abstinence by nil nations from the use of force 
in tbe pursuit of policy and from Interference In the internal affairs of other 
nations; adjustment of problems in international relations by process of peaceful 
negotiation and agreement; respect by all nations for the rights of others and 
obserriincc by all iiationH of estalilished obligations; and the upholding of the 
principle of the sanctity of treaties. 

On October 5 at Chicago the I’lesldent elahoraled these principles, emphasizing 
tlndr importance, iind in a discussion of the world situation pointed out that 
there can he no stability or peace either within nations or between nations except 
under hiws and moral standards adherc<l to by all; that international anarchy 
d«'Stroys every foiiiidatiou for peace; that it Jeo[)ardizes eitltcr the immediate or 
the future security of every nation, large or small; and that it Is therefore of 
vital Interest and concera to the people of the United States that respect for 
treaties and international morality be restored. 

In tlic llglit of the unfolding developments in the Far East, tbe Government 
of th<* United States has been forced to the conclusion that the action of Japan 
In Chinn is Inconsistent wltli the principles which should govern the relationships 
between nations and is contrary to the provisions of tbe Nine Rower Treaty of 
Kebruury t>, regarding principles and policies to be followed in matters con¬ 
cerning Cbiiia. and to tliose of the Kellogg-Urland Ract of August 27,102S. Thus 
the conclu.sions of tiiis Government with resi)oct to tlio foregoing arc In general 
accord with tliosc of tliu Assembly of tin* League of Nation.*!. 


21 

The AmhanHodor in Japan ( Grew) to Prince Konoi/e^ Japanese Prime 

Minister and Minister for Foreign Affairs “ 

No. 1070 Tokyo, October 6 , 19S8. 

Excei.i.ency : On tbe occasion of tbe interview which Your Excellency accorded 
me on October 3, when I hn<l the honor to convey orally the views and desires of 
my Government with regard to conditions in China being brought about by 
agencies or representatives of the Japanese Government, which are violative of 
or prejudicial to American rights and Interests in China, I undertook to sot forth 
and to extend those views and desires In a note to he presented shortly thereafter. 
In fuiniment of that undertaking and under instruction from my Qovemment, 
I now have the honor to address Your Excellency ns follows: 

The Government of the United States has had frequent occasion to make repre¬ 
sentations to Your E.vccllcncy’8 Government In regard to action taken and policies 
carried out In China under Japanese to which tbe Government of the United States 
lakes exception as being, In Its opinion, in contravention of the principle and the 
condition of equality of opportunity or the "open door” In Chinn. In response 
to these representations, and In other connections, both public and private, the 
Japanese Government has given cat^orlcal assurances that equality of opportu¬ 
nity or the open door in China will be maintained. Tbe Government of tbe United 
States is constrained to observe, however, that notwithstanding the assurances of 
tbe Japanese Government in this regord violation by Japanese agencies of Amcrl- 
can rights and interests has persisted. 

As having by way of illustration a bearing on the situation to which the Gov¬ 
ernment of the United States desires to invito the attention of the Japanese 

M Ibtd., p. 766. 
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Government, it is recalled that at the time of the Japanese occupation of Man¬ 
churia the Japanese Government pave assurances that tlie open door in Manchuria 
would be ujainluiiied. However, the principal economic activities in that area 
have been taken over by special companies which are controlled by Japanese 
notionals and which are established under special charters according Ihein a 
preferred or exclusive position. A large part of American enterprise which for¬ 
merly operated in ifancliurin has been forced to witlidraw from that territory as 
u result of the preferences in force there. Arrangements between Japati and the 
regime now functioning In Mancliuria allow the free movement of goods and funds 
between Manchuria and Japan while restricting rigidly the moveuieut of good.s 
and funds between Manchuria and countries other than Japan. 

This channeling of the movement of goods is effected primarily by means 
of exchange control exercised under the autljority of regulations issued under 
an enabling law which provide expressly that for the purposes of the law 
Japan shall not be considered a foreign country nor the Japanese yen o foreign 
currency. In the opinion of my Government equality of opportunity or open 
door has virtually ceased to exist in Manchuria notwithstanding the assurances 
of the Japanese Government that it would be maintained in that area. 

The Government of the United States is now apprehensive lest there develop 
In other areas of Chinn which have been occupied by Japanese military forces 
since the beginning of tlie present hostilities a situation similar in its adverse 
effect upon tlie competitive position of American business to that which now 
exists in Manchuria. 

On April 12, 1938 I had occasion to Invite the attention of Your Excellency's 
predecessor to reports which had reached the Government of the United States 
Indicating that discrimination In favor of Japanese tra«le with North China 
was llkewine to be by means of exchange control and to ask for assurances 
that the Japanese Government would not support or countenance llnnncinl meas¬ 
ures discriminating against American interests. Although the Minister for 
Foreign Affairs stated then that the Japanese Government would continue to 
support the principle of equal opportunity or open door In Chinn no specltic 
reply has yet been made by the Japanese Government on tiie subject of these 
representations. 

The Government of the United States now learns that the Japanese authorities 
at Tsingtao have in effect established an exchange control, that they are exercis¬ 
ing a discretionary authority to prohibit exports unless export bills are sold to 
the Yokohama Specie Bank, and that the Bank refuses to purchase export bills 
except at an arbitrary rate far lower than the open market rate prevailing at 
Tientsin and Shanghai. A somewhat similar situation apparently prevails at 
Chefoo, Furthermore, reports continue to reach the American Government that 
a comprehensive system of exchange control will soon be established through¬ 
out North China. Control of foreign exchange transactions gives control of 
trade and commercial enterprise, and the exacting, either directly or indirectly, 
by Uie Japanese autborltles of control of exchange in North China would place 
those authorities in position to thwart equality of opportunity or free competi¬ 
tion between Japan and tbe United States in that area. In such n situation, 
imports from and exports to the United States, ns well as the choice of dealers 
in North China, would be entirely subjected to the dispensation of the Japanese 
authorities. Notwithstanding tbe short time that exchange control has been 
enforced in Tsingtao, two ciiscs of discrimination have alrcody been brought 
to the attention of tbe Government of the United States. In one instance an 
American dealer in a staple commodity has been unable to export to the United 
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Stntps iKK^use Japanese authorities there have Insisted that his export bills be 
sold to a Japanese bank at n price so for below the current rate of excbantre 
of the Chinese currency in the open market that such transaction would Involve 
a loss rather than a profit; but a Japanese competitor recently completed a 
large shlpmetit invoiced at a price In Unlteil States dollars which was equivalent 
to the loqal market price calculated at the current open market rate. In the 
other Instance, an American firm was prevented from purchasing tobacco In 
Shantung tinless It should purchase so-called Ferleral Reserve notes or yen 
currency with foreign money and at an arbitrary and low rate of exchange, 
conditions not imposed upon the company’s Japanese or Chinese competitors. 

The Government of the United States has already pointed out to the Jopnnese 
Government that alterations of the Chinese customs tariff by the regimes func¬ 
tioning In those portions of China occupied by Japanese armed forces and for 
which the Japanese Government has formally assured its support are arbitrary 
and Illegal assumptions of authority for which the Japanese Government has on 
Inescapable responsibility. It Is hardly necessary to add that there can be no 
••quality of opportunity or op<‘n door In China so long as the ultimate authority 
to regulate, tax, or prohibit trade is exercised, whether directly or indirectly, 
by the authorities of one "foreign” power In furtherance of the interests of that 
p<)wer. It would appear to be self-evident that a fundamental prerequisite of a 
condition of equality of opportunity or open door In China Is the absence In the 
economic life of that country of preferences or monopolistic rights operating 
directly or Indirectly In favor of any foreign country or Its nationals. On .Tuly 
4 I spoke to General UgakI of the desire of the American Government that there 
be avoided such restrictions and obstacles to American trade and other enter¬ 
prises ns might result from the setting up of special companies and monopolies In 
Chinn. The Minister was so good ns to state that the open door In Chinn would 
be ninlntntned and that the Government of the United States might rest assured 
that the Japanese Government would fully respect the principle of equal 
opportunity. 

Notwithstanding these assurances, the Provisional regime In Peiping announced 
on July 30th the Inauguration ns of the following day of the China Telephone 
and Telegraph Company, the reported purpose of this orgnnlintlon being to con* 
trol and to have exclusive operation of telephone and telegraph communications 
in North Chinn. There was organized in Shanghai on July 31st the Central 
Chinn Telecommunications Company, and the Special Service Section of the 
.Japanese army has Informed foreign cable and telegraph companies that the 
now company propos<*s to control all the telecommunications In Central China. 
According to a seml-ofilcial Japanese press report, there was organised at 
Shanghai on July 28 the Shanghai Inland Navigation Steamship Company to 
bo controlled by Japanese the reported object of which Is to control water trans* 
portntlon In the Shanghai delta area. According to Information which has 
reached my Government, a Japanese company has been organized to take over and 
operate the wharves at Tsingtno which have hitherto been publicly owned and 
oporatefl. Should such a development occur, all shipping of whatever nationality 
would become dependent upon a Japanese agency for allotments of space and 
stevedoring facilities. The wool trade In North China Is now reported to be a 
Japanese monopoly and a tobacco monopoly In that area Is reported to be In 
process of formation. Moreover, according to numerous reports which have 
been reaching ray Government, the Japanese Government Is proceeding with the 
organization of two Bx>cclal promotion comimnles which it hos chartered and 
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which it will control with flic object of investing in, unifying, nnd regulating the 
nduiinistrntion of certain large sectors of economic eiiter[)rise in Chinn. 

The developments of which I have made mention are illustrative of the apparent 
trend of Japanese iwlicy in China and indicate clearly that the Japanese authori¬ 
ties are seeking to establish in areas which have come under Japanese military 
occupation general preferences for, nnd superiority of. Japanese interest.s, an 
inevitable effect of which will be to frustrate the practical application of the 
principle of tlie open door and deprive American nationals of equal opportunity. 

I desire also to call Your Excellency’s attention to the fact that unwarranted 
restrictions placed by the Japanese military authorities upon American nationals 
in China—notwithstanding the existence of American treaty rights in China and 
the repeated assurances of the Japanese Government that steps bad been taken 
which would Insure that American nationals. Interests and property would not 
be subject to unlawful interference by Japanese authorities—further subject 
American interests to continuing serious Inconvenience and hardships. Reference 
Is made especially to the restrictions placed by the Japanese military upon 
American nationals who desire to reenter an<l reoccupy properties from which 
tliey have been driven by the hostilities nnd of which the Japanese military have 
been or still are in occupation. Mention may also be made of tbe Japanese cen¬ 
sorship of and interference with American mail nnd telegrams nt Shanghai and 
of restriction.® upon fretnlom of trade, residence and travel by Anierlcans, includ¬ 
ing the use of railways, shipping, nnd other facilities. While Japanese merchant 
vessels are carrying Japanese merchandise between Shanghai and Nanking, those 
vessels decline to carry nierchandl.se of other countries, and American and other 
non-Japanese shipping Is excluded from the lower Tniigt7.e on the grounds of 
military necessity. Applications by American nationals for pas8»*s which would 
allow them to return to certain areas in the lower Yangtze valley have been 
denied by the Japanese authorities on the ground that pence and order have not 
been sufficiently restored, although many Japanese merchants and their families 
are known to be in those areas. 

American nationals and their Interests have suffered serious losses in the Far 
East arising from causes directly attributable to the present conflict between 
Japan and China, and even under the most favorable conditions an early rehabili¬ 
tation of American trade with China cannot be expected. The American Gov¬ 
ernment, therefore, finds It all the more difficult to reconcile itself to a situation 
in which American nationals must contend with continuing unwarranted Inter¬ 
ference with their rights at the hands of the Japanese authorities In Chinn nnd 
with Japanese actions and policies which operate to deprive American trade 
and enterprise of equality of opportunity In China. It la also pertinent to men¬ 
tion that in Japan, too, American trade and other interests are undergoing 
severe hardships ns a result of the Industrial, trade, exchange and other controls 
which the Japanese Government has Imposed Incident to its military operations 
in China. 

While American Interests in the Fur Blast have been thus treated nt the hands 
of the Japanese authorities, tlie Government of tbe United States has not sought 
either in its own territory or in tbe territory of third countries to establish or 
Influence the establishment of embargoes. Import prohibitions, exchange controls, 
preferential restrictions, monopolies or special companies—designed to eliminate 
or having the effect of eliminating Japanese trade and enterprise. In Its treat¬ 
ment of Japanese nationals and their trade and enterprise, the American Gov¬ 
ernment has been guided not only by the letter and spirit of the Japnnese- 
Amerlcan Commercial Treaty of 1011 but by those fundamental principles of 
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JnteriuiUonnl law and or<ler which have formed the basis of its policy in regard 
to all peoples and their interests; and Japanese commerce and enterprise hare 
continued to enjoy in the United States equality of opportunity. 

Your Excelleniy cannot fail to recognize the existence of a great and growing 
disp.arity between the treatment accorded American nationals and their trade 
and enterprise bj’ Japanese authorities In Chinn and Japan and the treatment 
accorded Japanese nationals and their trade and enterprise by the Government 
of the Unitetl States In areas within Its jurisdiction. 

In the light of the situation herein reviewed the Government of the United 
States asUs that the Japanese Governiiient Impleineiit Its assurances already 
given with regard to the maintenance of the open door atid to noD-lnterfereiice 
with American rights by taking prompt and effective measures to cause. 

(1) The discontiiniance of discriminatory exchange control and of other meas- 
tires imposed In areas in China under Japanese control which oi>erote either 
directly or liidlrwtly to discriminate against American trade and enterprise: 

(2) The discontinuance of any monopoly or of any preference which would 
ih'prive American nationals of the right of undertaking any legitimate trade or 
Industry in f'hinn or of any arrangement which might purport to establish In 
favor of Japanese Interests any general superiority of rights with regard to coin- 
nierclal or economic development in any region of China ; and 

(3) The discontinuance of Interference by Japanese authorities In China with 
American property and other rights Including such forms of intorferen«"o as 
censorship of American mall and telegrams and restrictions upon residence and 
travel by Americans and upon American trade and shipping. 

The Government of the United States believes that In the Interest of relations 
Iwtweon Ihe United States and Japan an early reply would be helpful. 

I avail my.solf [etc.] Joseph C. Grew 

22 

The Japanenc Foreign ^{inister {Arita) to the Ambassador in Japan 

{Grew) ” 

ITransIntloD] 

No. 102, Amcrlcnn 1 [TOKVO.I ATorcnibcr 16, 1966. 

Exceli.pncy : 1 have the honor to Inform Your Excellency that I have carefully 
perused the contents of Yotir Excellency's note no. 1070, dated October 0th, 
addre.ssod to the then Minister for Foreign Afflalrs Prince Konoye, concerning the 
rights and Interests of the United States in Chinn. 

In this note, Your Excellency sets forth, on the basis of Information In the 
possession of the Government of the Unltwl States, various instances In which 
Japanese authorities are subjecting American citizens In China to discriminatory 
treatment and are violating the rights and interests of the United States. 

The views held by the Japanese Government with regard to these Instances 
may be stated as follows: 

1. According to the Information In the possession of the Imperial Government, 
the circumstances whicli led to tlie adoption of such measures ns those at present 
enforced In Tsingtao concerning export exchange, and the present situation being 
ns set forth below, it Is believed that those measures cannot be construed as 
constituting any discrimination against American citizens. 


»» Ibid., p. 707. 
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A short time ago the Federal Heserve Bank of China was established in North 
China. This bank's notes, with foreign exchange value hxed at one shilling and 
two pence to one yuan, already have been issued to an amount of more than one 
hundred million yuan, and are being widely circulated. These bank notes being 
the legal currency requireil by the Provisional Government, the maintenance of 
their value and their smooth circulation is regarded as an intiispensable basis 
for the conduct and development of economic activities in North China. Since 
the Japanese Government has. therefore, taken a cooperative attitude, nil Jaiv 
anese subjects are using those notes, and accordingly, even in their export trade 
are exchanging them at tim rate of one shilling and two pence. On the other 
hand, the former legal currency still circulating in these areas has depreclate<l 
in exchange value to about eight i>ence per yuon. Conse<inently those who are 
engaged in export trade and are using tins currency, are enjoying improper and 
excessive prorits, as compared with those who are using Federal Reserve notes 
and carrying on legitimate transactions at the legally i^stablislied rate of ex¬ 
change. Japanese subjects and others who are using Federal Reserve notes have 
been suffering unreasonable and excessive losses as compared with those persons 
who use exclusively the former legal currency although residing and carrying on 
their businesses in the areas under the Jurisdiction of the Provisional Government 
of North China. Furthermore, the existence of the above mentioned disparity 
between the foreign exchange value of the Federal Reserve notes and that of the 
former legal currency, which currency the Federal Reserve Bank has been and is 
exchanging at a rate Hliiiost on u par with its own notes, is bouixl to exert an 
unfavourable effect upon the exchange value of the Feilernl Reserve notes, and 
eventually also upon the exchange value of the Japanese yen. The Japanese 
Government therefore can not remain indifferent to such a situation. 

In order to place the users of the former legal currency who liavo been obtain¬ 
ing improper and excessive profits on an equal footing with those using the 
Federal Reserve notes and at the same time to assist in the maintenance of 
the exchange value of the Federal Reserve Bank notes, represents an objective 
of those export exchange measures adopted at Tslngtao. Inasmuch as the ap* 
plication of the measures makes no differentiation according to nationality they 
are not at all discriminatory. As a matter of fact, it is through these measures 
that those users of the Federal Reserve notes who had in a sense he<ai dis* 
criminated against have been placed on an equal footing with the others, and thus, 
for the first time on equal footing, arc enabled to compete on an entirely equitable 
basis. 

2. Some time ago the new regimes in North and Central China revised the 
Customs tariff rates seeking to secure a rational mo<liflcatlon of the former 
tariff rotes enforced by the Nationalist Government, because those rates were 
unduly high and not suitable for the prouiotion of the economic recovery and 
general welfare of the Chinese people. In any case, the schedule adopted is 
the one that was readily approved by the Powers in 1031, and was not calculated 
to inure to the benefit of any particular country. Accordingly no complaint 
has been beard from foreign residents of any nationality in China. Tbo 
Japanese Government Is, of course, in favor of the purpose of this revision, and 
believes that It will serve to promote effectively the trade of all countries wltli 
China. 

3. As for tbe organization of certain promotion companies in China, the 
restoration and development of China's economic, financial and iudustrial ac¬ 
tivities following the present incident is a matter of the most urgent necessity 
for the welfare of the Chinese people. Moreover, the Japanese Government, 
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for the sake of the realization of a new order In East Asia, Is exceedingly 
anxious for the prompt Inauguration and progress of undertakings looking 
toward such restoration and derelopment, and is derating erery constructive 
effort to realize this objective. The fact that the North China Development 
Company and the Central China Promotion Company were established repre¬ 
sents nothing other than an offer to Chino of tlie necessary assistance for this 
restoration, atid at the same time, an attempt to contribute to the development 
of the natural resources of Chinn. It docs not in any way impair the rights 
and Interests of nationals of Your Excellency’s country or In any way dis¬ 
criminate against their enterprises. The Japanese Government therefore, of 
course, lias no intention of opposing, but rather welcomes heartily, the participa¬ 
tion of thiril Powers which intend to cooperate on the basis of tlie new 
conditions. 

The telecommunication companies In North nnd Central China, the Inland 
navigntlon steamship company at Shanghai nnd the wharfage company at 
Tsingtao liave also been established to meet the imperative need of an early 
restoration of communications, transportation, nnd harbor facilities which were 
destroyerl as a result of tlie incident. It Is proper that the telecommunications 
enterprl.se, not only because of Its nature as a public utility but also in view of 
Its relation to the maintenance of i>encc nnd order nnd to national defense, 
should be undertaken by special companies. However, alt other enterprises 
being ordinary Chinese or Japanese Juridical persons, do not have the objectives 
of discrliuination against Your Excellency’s country or third lowers or of the 
gaining of monopolistic profits. As regards the wool trade, while the control 
of purchasing agencies was enforceil In the Mongolian region, it now has been 
discontinued. There Is at prcj^ont no plan of any sort for the cstabllslinient of 
a tobacco monopoly. 

4. Concerning the return of American citizens to the occupied areas. In North 
Chinn there is no restriction on their returning, except in special cases where 
the personal safety of those who return would be endangered. Your Exwdlency 
Is aware that in the Yangtze Valley large numbers of Americans have already 
returned. The fact that permission to return has not yet been made general 
Is, ns has been repentetlly communicated to Your Excellency, owing to considera¬ 
tions of the danger Involved on account of order not yet being restored, or because 
of the impossibility of ndrallllng nationals of third Powers on account of strategic 
necessities such as the preservation of military secrets. Further, the vorlous 
restrictions enforced In the occupied areas concerning the residence, travel, enter¬ 
prise nnd trade of American citizens, constitute the minimum regulations pos¬ 
sible consistent with military necessities nnd the local conditions of peace and 
order. It is the intention of the Japanese Government to restore normal 
conditions ns soon ns circumstnnees permit. 

6. The Japanese Government is surprised at the allegation that there exists 
Q fundamental difference between the treatment accorded to Japanese in America 
nnd the treatment accorded to Americans In Japan. While It is true that in this 
period of emergency, Americans residing In this country are subject to various 
economic restrictions, these restrictions nre, needless to say, imposed not upon 
Americana alone but also equally upon all foreigners ns well as upon Japanese 
subjects, A statement of the views of the Japanese Government concerning the 
opinion as set fortlt In Your Excellency’s note, regarding the treatment of 
Japanese stibjects In American territory. Is reserved for another occasion. 

While the Japanese Government with the intention of fully respecting Ameri¬ 
can rights and Interests In China, as has been frequently stated above, has been 
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milking every effort in tbal direction, in view of tbe fact that military operations 
on a scale unprece<kMited in our history are now being earned out in East Asia, 
1 am of the opinion that the Governnjont of Your Excellency's country also 
should recognizee the fact that occasionally obstacles arise hindering the effecting 
of the Intention of respecting the rights and interests of Your Excellency’s country. 

At present Japan, devoting its entire energy to the establishment of a new 
order based on genuine international Justice throughout East Asia, is making 
rapid strides toward the attainment of this objective. The successful accom- 
plishmODt of this purpo.^^e is not only indispensable to tbe existence of Japan, 
hut also constitutes the very foundation of the enduring peace and stability of 
East Asia. 

It is the firm conviction of the Japanese Government that now, at a time of the 
continuing development of new conditions in East Asia, an attempt to a])ply to 
present and future conditions without any changes concepts and principles 
which were applicable to conditions prevailing before the present incident does 
not in any way contribute to the solution of iiuiDodiato issues and further does 
not in the least promote the firm establishment of etuiuriiig peace in East Asia. 

The Imperial Goveniiuent, however, does not have any intention of obJec*ting 
to the participation in the great work of the reconstruction of East Asia by Your 
Excellency's country or by other Powers, in all fields of trade and Industry, 
when such participation is undertaken with an understanding of the purport 
of the above stated remarks; and further, I believe that the regimes now being 
formed in China are also prepared to welcome such participation. 

I avail myself [etc.] Hachiro Artta 
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The Amhasaadcr in Japan ((?reto) to the Japartese Foreign Minieter 

(Arita) 


No. 1153 Tokyo, Drccni&er 30.1938, 

ExcELtENCY: Acting under the instructions of my Government 1 have tbe 
honor to address to Your Excellency the following note: 

The Government of the United States has received and has given full con*^ 
sideratton to the reply of tbe Japanese Government of November 18 to this 
Government's note of October 0 on the subject of American rights and interests 
in China* 

In the light of facts and experience the Government of the United States is 
Impelled to reaffirm its previously expressed opinion that imposition of rostric* 
tlons upon the movements and activities of American nationals who are engage<l 
in philanthropic, educational and commercial endeavors in Chino has placed and 
will, If continued, increasingly place Japanese interests in a preferred position 
and is, tlierefore, unquestionably discriminatory In its effect against legitimate 
American Interests. Further, with reference to such matters as exchange 
control, compulsory currency circulation, tariff revision, and monopolistic pro- 
motion in certain areas of China tbe plana and practices of tbe Japanese au* 
tborlties Imply an assumption on the part of those authorities that tbe Japaoese 
Government or the regimes established and maintained in China by Japanese 
armed forces are entitled to act in China In a capacity such os flows from rights 
of sovereignty and further in so acting to dlsresard and even to declare non* 

••rue., p. 820. 
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psistent or nbrosatpd the pstnblishrd rights and interests of other countries 
including tlie United Stales. 

Tlie Govcrmuent of tlie United States expresses Its conviction that the re¬ 
strictions and measures under reference not only are unjust and nnwarrante<l 
but are counter to the provisions of several binding international agreonients. 
voluntarily entered into, to which both Japan and the United States, and In 
some cases other countries, are parties. 

In the concluding iK»rtion of Its note under reference, the Japanese Government 
states that it is firmly convinced that “in the face of the new situation, fast' 
developing in Asia, any attempt to apply to the conditions of today and tomorrow 
Inapplicable ideas and principles of the past neither would contribute toward 
the establishment of a real pence In East Asia nor solve the Immediate issues" 
and that “ns long as these points are understood Japan lias not tlie slightest 
inclination to op|K>se the participation of the United States and otlier Powers in 
tlie great work of reconstructing East Asia along all lines of industry anti trade." 

llip Government of the United States in its note of October 0 requested, in 
view of the oft relterate<l assurances profTered by the Government of Japan of 
Its intention to observe the principles of e<iuanty of opportunity in its relations 
with China and In view of Japan’s treaty obligations so to do. that the Govern¬ 
ment of Japan abide by these obligations and carry out these assurances In 
practice. The Japanese Government In its reply appears to affirm that It Is Its 
intention to make its observance of that principle comlltlonnl upon an under¬ 
standing by the Atneiicnn Government and iiy other governments of n “new 
situation" and a “new order" in tlie Far East ns envisaged and fostered by 
Japanese nnthorltics. 

Treaties which bear upon the situation In the Far East have within them 
provisions relathig to a number of subjects. In the making of those treaties, 
there was a process among the parties to tliem of give and take. Toward inoklng 
possihk* the carrying out of some of their provisions, others among their provi- 
sloii.s were formulated and agreed upon: toward gaining for Itself the advantage 
of swurity in regard to certain matters, each of the parties committed Itself to 
pledges of solf-denlnl in regard to certain other matters. The various pro¬ 
visions agreed upon may bo said to have constituted collectively nn arrange¬ 
ment for safeguarding, for the beneflt of all, the correlated principles on the one 
liand of iiationnl Integrity and on the other hand of equality of economic oppor- 
runity. Experience has shown that impairment of the former of these principles 
Is followed almost invariably by disregard of the latter. Whenever any govern- 
ineiit begins to exercise political ntUhorlty in areas beyond the limits of its law¬ 
ful Jurisdiction tliere develops inevitably a situation in which the nationals of that 
government demand and arc accorded, at the hands of their government, pre¬ 
ferred treatment, whereupon equality of opportunity censes to exist and dis¬ 
criminatory prneticea, productive of friction, prevail. 

The admonition that enjoyment by the nationals of the United States of 
non-dlscriminniory treatment in China—n general and well-established right— 
Is henceforth to bo contingent upon nn odmlsslon by the Government of the United 
States of the validity of the conception of Japanese authorities of n “new situa¬ 
tion” and o “new order" in East Asia, Is, In the opinion of this Government, highly 
paradoxical. 

This country’s adherence to and its advocacy of the principle of equality of 
opportunity do not flow solely from a desire to obtain the commercial b^-nellts 
which naturally result from the provisions of that principle. They flow from 
Q Arm conviction that observonce of tbot principle leads to economic and political 
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stability, which are conducive both to the internal well-being of nations and to 
mutually beneficial and peaceful relationships between and among nations: 
from a firm conviction titat failure to observe that principle breeds international 
friction and ill-will, with consequences injurious to all countries, including in 
particular those countries which fall to observe it; and from an equally firm 
conviction that observance of that principle promotes the opening of trade chan¬ 
nels thereby making available the markets, the raw materials and the manufac¬ 
tured products of the community of nations on a mutually and reciprocnlly 
beneficial basis. 

The principle of equality of economic opportunity is. moreover, one to which 
over n long period and on many occasions the Japanese Government has given 
definite approval. It is one to the obsei-vance of which the Japanese Government 
has committed Itself in various intoruatlonal agreements and understandings. 
It Is one upon obsenance of which by other nations the Japanese Government 
has of its own accord and upon its own initiative frequently insisted. It is one to 
which the Japanese Government has repeatedly during recent montlis declared 

itself commitu^d. 

The people and the Government of the United States could not assent to the 
establishment at the instance of and for the special purposes of any third country 
of a regime whicli would arbitrarily deprive them of the long estnblislied rights 
of equal opportunity and fair treatment which ore legally and Justly theirs along 
witli those of other nationals. 

Fundamental principles such as the principle of equality of opportunity which 
have long been regarded ns inherently wLse and just which have been widely 
adopted and adhered to. and which are general in their application are not sub¬ 
ject to nullification by a unilateral affirmation. 

With regard to the Implication In the Japanese Govornmenf.s note that the 
“conditions of today and tomorrow” in the For East call for ii revl.sion of the 
ideas and prlnclples'of the past, this Government desires to recall to the Japanese 
Government Its po.sltlon on the subject of revision of agreements. 

This Government had occasion in the course of a communication delivereil to 
the Japanese Government on April 'JO. 1034, to express its opinion that ‘•treaties 
can lawfully he modified or be terminated—but only by processes prescribed or 
recognized or agreed upon by tbe parties to them ’. 

In the same communication this Government also said, ‘‘In the opinion of the 
American people and tlie American Government, no nation can, without the 
assent of tlie other nations concerned, rightfully endeavor to make conclusive 
its will in situations where there are involved the rights, the ohligutlous and the 
legitimate interests of other sovereign stales”. In an official and public state¬ 
ment on July 10. 1937. the Secretary of SUite of the United States declared that 
this Government advocates “adjustment of problems in International relations 
by processes of peaceful negotiation and agrc*ement”. 

At various times during recent decades various powers, among which have 
been Japan and the United States, have had occasion to communicate and to 
confer with regard to situations and problems in the Far East. In the conducting 
of correspondence and of conferences relating to these matters, the parties in¬ 
volved have invariably taken into consideration past and present facts and 
they have not failed to perceive the iwssibillty and the desirability of changes in 
the situation. In tbe making of treaties they have drawn up and have agreed 
upon provisions Intended to facilitate advantageous developments and at the 
same time to obviate and avert the arising of friction between and among the 
various powers which, having Interests In the region or regions under reference, 
were and would be coocerned* 
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In the light of these fucts, and with reference espc*clnil>- to the purpose and the 
character of the treaty provisions from time to time solemnly affreed upon for 
the very definite purposes indicated, the (jovt'rnment of the United States depre¬ 
cates the fact that one of the parties to these agreements has chosen to embark— 
as indicated both by action of its agents and by official statements of its aulborl- 
Hos—upon a course directed toward the arbitrary creation by that power by 
methods of its own selection, regardless of treaty pledges and the established 
rights of otlier |>owers concerned, of u ‘'new order” in the F'ar East. Whatever 
may be the changes which have taken place in the sltuatlou in the Far East 
and whatever may he the sltiiutlon now, these matters are of no less Interest 
and concern to the American Guverninent than liave been the situations which 
have prevailed there in the past, and such changes ns may henceforth take 
place there, changes which may enter into the producing of a "new situation” 
and a "new order”, are and will be of like concern to this Government. This 
Govenmient is well aware that the situation has changed. This Government 
is also well aware that many of the changes have been brought about by the 
action of JaiKin. This Governmeut does not admit, however, that there la 
need or warrant for any one Power to take upon itself to prescribe what shall 
be the terms and conditions of a “new order" In ureas not under Its sovereigntj- 
anil to constitute Itself the repository of authority and the agent of destiny in 
regard thereto. 

It Is known to all the world that various of the parties to treaties concluded 
for the purpose of regulating contacts In the Far East and avoiding friction 
therein and therefrom—which treaties contained, for those purposes, various re¬ 
strictive provisions—have from time to time and by processes of negotiation and 
agreement contributed in tlie light of changed situations toward the removal 
of restrictions and toward the bringing about of further developments which 
would wnrnuit In the light of furtlier changes in the situation, further removals 
of restrictions. By such methods and processes, early restrictions upon the 
tarilT autonomy of all countries In the Far East were removed. By such methods 
and processes the rights of extraterritorial Jurisdiction once enjoyed by Occi¬ 
dental countries In relations with countries In the Far East have been given up 
in relations with all of those countries except China; and In the years Imme¬ 
diately preceding and Including the year 1031, countries which still possessed 
those rights in China including the -United States were actively engaged In no* 
gollatlous—fur advanced—looking toward surrender of those rights. All dis¬ 
cerning and impartial observers have realized that the United States and others 
of the "treaty powers" have not during recent decades clung tenaciously to their 
so-called "si>ecinr’ rights and privileges in countries of the Far East but ou the 
contrary have steadily encouraged the development in those countries of Insti¬ 
tutions and practices In the presence of which such rights and privileges may 
safely and readily he given up; and all observers have seen those rights and 
privileges gradually being surrendered voluntarily through agreement by the 
Bowers which liave possessed them. On one point only has the Government of 
the United States, along with several other governments, insisted: namely, that 
new situations must have developed to a point warranting the removal of '‘spe¬ 
cial” safeguarding restrictions and that the removals be effected by orderly 
processes. 

The Government of the United States has at all times regarded agreements as 
susceptible of alteration, but it has always Insisted that alterations can right¬ 
fully be made only by orderly processes of negotiation and agreement among 
Che parties thereto. 
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The Japanese Government has upon numerous occasions expressed Itself as 
holding similar views. 

The United States has In Its international relations rights and obligations 
which derive from international law and rights and obligations which rest upon 
treaty provisions. Of those which re.st on treaty provisions, its rights and 
obligations In and with regard to China rest in part upon provisions in treatle.s 
between the United States and China and in part on provisions in treaties be¬ 
tween the United States and several other powers Including both China and Japan. 
These treaties were concluded in good faith for the purpose of safeguarding 
and promoting the interests not of one only but of all of their signatories. The 
people and the Government of the United States cannot assent to the abrogation 
of any of this country’s rights or obligations by the arbitrary action of agents or 
authorities of any other cotintry. 

The Government of the United States has, however, always been prepared 
and is now prepared to give <lue and ample consideration to any proposals hase<l 
on justice and reason which envisage the resolving of problems In a manner 
duly considerate of the rights and obligations of all parties directly concerned 
by processes of free negotiation and new commitment by and among all of the 
parties so concerned. There has been and there continues to be opportunity 
for the Japanese Government to put forward such proposals. This Government 
has been aud It continues to ho willing to discuss such proposals. If and when 
put forward, with representatives of the other powers. Including Japan and 
China, whose rights and Interests are involved, at whatever time and In whatever 


place may be commonly agreed upon. 

Meanwhile, this Government reserves nil rights of the United States ns they 
exist and does not give assent to any impairment of any of tho.se rights. 


I avail myself [etc.] 


Joseph C. Giiew 


24 

Statement by Secretary TJuJU March SOy 19h0 ” 

In response to inquiries with regard to the attitude and position of the Govern¬ 
ment of the United States In the light of the setting up at Nanking of a now 
regime, the Secretary of State made a statement as follows: 

"In the light of what has happened In various parts of China since 1931, 
the setting up of a now regime at Nanking has the appearance of a further step 
In a program of one country by armed force to Impose Its will upon a neighboring 
country and to block off a large area of the world from normal political and 
economic relationships with the re.st of the world. The developments there 
appear to be following the pattern of other regimes and systems which have 
been set up in China under the aegis of an outside power and which In their 
functioning especially favor the Interests of that outside power and deny to 
nationals of the United States and other third countries enjojment of long- 
cslnbllsbed rights of equal and fair treatment which are legally and justly 
theim. 

*‘The Governroent of the United Stntes has noted statements of high officials 
of that outside power that their country Intends to respect the political inde¬ 
pendence and the freedom of the other country and that with the development 
of affairs In East Asia this Intention will be demonstrated. To this Government 
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the circumstances, both military and diplomatic, which have nttende<l the setting 
up of the new regime at Nanking do not seem consistent with such an Intention. 

“The attitude of the United States toward use of armed force as an Instrument 
of national policy Is well known. Its attitude and position with regard to 
various aspects of the situation in the Far East have been made clear on 
numerous occasions. That attitude and position remain unchanged. 

• This Government again makes full reservation of this country’s rights under 
international law and existing treaties and agreements. 

••T^N’elve years ago the Government of the United States recognized, as did 
other governments, the National Government of the Republic of China. The 
Government of the United State.s has ample reason for believing that that Gov¬ 
ernment. with capital now at Chungking, has had and still has the allegiance 
and support of the great majority of the Chinese people. The Government of 
the United States of course continues to recognize that Government as the 
Government of China.” 

25 


Document llcoided hy Secretary Thill to the Japanese Ainhassador 

{Nomura') on November 26^ 10^ 


strictly ConflrtcnfiBl. 

Tcnlntlre nnd Without 
CommltUDcnt 

WASniNc.ToN, Nofcmbcr 26, J9->i 


Outline of Pboposkd Basis for AoncEurNT Bctween the United States and 


Section I 


Japan 


Draft Mutual Declaration of Polioj; 

The Government of the United States and the Government of Japan both being 
solicitous for the peace of the I’aclflc nfllrm that their national policies are 
directed toward lasting and extensive peace throughout the Pacific area, that they 
have DO territorial designs In that area, that they have no Intention of threaten¬ 
ing other countries or of using military force aggressively against any neighbor- 
Ing nation, and that, accordingly, In their national policies they will actively 
support and give practical application to the following fundamental principles 
upon which their relations with each other and wltli all other governments are 
based: 

(1) The principle of Inviolability of territorial Integrity and sovereignty of 
each and all nations. 

(2) The principle of non-lnterferonce In the Internal affairs of other countries. 

(3) The principle of equality, lucludlng equality of commercial opportunity 
and treatment 

(4) The principle of reliance upon international cooperation and conciliation 
for the prevention and pacific settlement of controversies nnd for improvement of 
international conditions by peaceful methods and processes. 

The Government of Japan and the Government of tlie United States have 
agreed that toward eliminating chronic political instability, preventing recurrent 
economic collapse, and providing a basis for peace, they will actively support 
and practically apply the following principles in their economic relations with 
each other and with other nations and peoples: 


"Ibid., p. 768. 
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(1) The principle of non-discrlmination in international commercial relations. 

(2) The principle of international economic coopt*rntioii and abolition of 
extreme nationalism as expressed in excessive trade restrictions. 

(3) The principle of non-discriminatory access by all nations to raw material 
supplies. 

(4) The principle of full protection of the interests of consuming countries 
and populations as regards the oiieratiou of international commodity agrcemuuts. 

(5) The principle of establishment of such institutions and arrangements 
of international finance as may lend aid to the essential enterprises and the 
continuous developuient of all countries and may permit payments through 
processes of trade consonant with the welfare of all countries. 

Section II 

Slepa To lie Taken by the Governmctil of the United Siateg and by the Govern¬ 
ment of Japan 

The Government of the United States and the Government of Japan propose 
to take steps as follows: 

1. The Government of the United States and the Goveruiuent of Japan will 
endeavor to conclude a multilateral non-aggressiou pact among the British 
Empire, China, Japan, the Netherlands, the Soviet Union, Thailand and the 
United States. 

2. Both Governments will endeavor to conclude among the American, British, 
Chinese, Japanese, the Netherland and Thai Governments an agreement where- 
under each of the Governments would pledge Itself to respect the territorial 
integrity of rrcnch IndiK'liimi and, in the event that there sliould develop u 
threat to the territorial integrity of Indochina, to enter Into immediate consulta¬ 
tion with a view of taking such measures as may be deemed necessary and 
advi.sable to meet the threat in question. Such agreement would provide also 
that each of tlie Governments party to the agreement would not seek or accept 
preferential treatment in its trade or economic relations with Indochina and 
would use its inllucocc to obtain for each of the signatories equality of treatment 
in trade and commerce with French Indochina. 

3. The Government of Japan will withdraw all military, naval, air and police 
forc'es from China and from Indochina. 

4. The Government of the United States and the Government of Japan will 
not support—militarily, politically, econumicolly—any government or regime 
in China other than Uie National Government of the Republic of China with 
capital temporarily at Chungking. 

5. Both Governments will give up ail extraterritorial rights in China, including 
rights and Interests In and with regard to International settlements and con- 
cessions, and rights under the Boxer Protocol of 1001. 

Both Governments will endeavor to obtain the agreement of the British and 
other governments to give up extraterritorial rights in China, including rights 
in international settlements and in concessions and under the Boxer Protocol 
of 1901. 

0. The Government of the United States and the Government of Japan will 
enter into negotiations for the conclusion between the United States and Japan 
of a trade agreement, based upon reciprocal most-fuvored-nation treatment and 
reduction of trade barriers by both countries, including no undertaking by the 
United States to bind raw silk on the free list. 
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7. The GovornmeDt of the United States and the Government of Japan will, 
respectively, remove the freezing restrictions on Japanese funds In the United 

States and on Ainericnn funds in Japan. 

8. Both Governinents will agree upon a plan for the stabilization of the dollar- 
yen rate, with the anoontlon of funds adequate for this purpose, half to be 

supplied by Japan and half by the United States. 

9. Both Governments will agrree that no apreement which either has concluded 
with any third power or powers shall be Interpreted by It In such u way ns to 
conflict with the fundamental purpose of this agreement, the establishment and 
preservation of pence throughout the I’aclflc area. 

10. Both Govorninonts will use their Influence to cause other governiuents to 
adhere to and to give practical application to the basic political and economic 
[irlnciples set forth in this agreement 


26 

Master Lend-Lease Agreement Between the United States and China^ 

Signed at Washington June 2y 19^2 ” 

Whereas the Governments of the United States of America and the Republic of 
China declare that they are engaged In a cooperative undertaking, together with 
every other nation or people of like mind, to the end of laying the bases of a just 
and enduring world pence securing order under law to themselves and all nations; 

And whereas the Governments of the United States of Amerlco and the Republic 
of China, as slgnntorle.s of the Declaration by United Nations of January 1,1042, 
have subscribed to a common program of purposes and principles embodied In the 
Joint Declaration made on August 14. IIMI by the President of the United States 
of America and the Prime Minister of the United Kingdom of Great Britain and 
Northero Ireland, known m the Atlantic Charter; 

And wliereas the President of tlie Unlto<l States of America has determined, 
pursuant to the Act of Congress of March 11, 1041, that the defense of the 
Republic of China against aggression Is vital to the defense of the United States 
of America; 

And whereas the United States of America has extended and Is continuing to 
extend to the Republic of Chinn aid In resisting aggression; 

And whereas it is expedient that the flnal determination of the terms and 
conditions upon which the Government of the Republic of Chinn receives such 
aid and of the boneflts to be received by the United States of America In return 
therefor should be deferred until the extent of the defense aid Is knowm and 
until the progress of events makes clearer the final terms and conditions and 
benefits which will be In the mutual Interests of the United States of America 
and the Republic of China and will promote the establishment and maintenance 
of world peace; 

And whereas the Governments of the United States of America and the Republic 
of China are mutually desirous of concluding now a preliminary agreement In 
regard to the provisions of defense aid and In regard to certain considerations 
which shall be taken Into account In determining such terms and conditions and 
the making of such an agreement has been In all respects duly authorized, and all 
nets, conditions and formalities which It may have been necessary to perform, 
fulfil or execute prior to the making of such an agreement In conformity with the 
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laws either of the United States of America or of the Republic of China have been 
performed, fulfilled or executed os required; 

The undersigned, being duly authorized by their respective Governments for 

that purpose, have agreed as follows: 

Abticxe I 

The Government of the United States of America will continue to supply the 
Government of the Republic of China with such defense articles, defense services, 
and defense Information as the President of the United States of America shall 
authorize to be transferred or provided. 

Abticix II 

The Government of the Republic of China will continue to contribute to the 
defense of the United States of America and the strengthening thereof and will 
provide such articles, services, facilities or information as it may be in a position 

to supply. 

Abticle III 

The Government of the Republic of Chinn will not without the consent of the 
President of the United States of America transfer title to. or possession of, any 
defense article or defense information transferred to It under the Act of March 
11.1041 of the Congress of the United States of America or permit the use thereof 
by anyone not an officer, employee, or agent of the Government of the Republic 
of China. 

Article IV 

If, as a result of the transfer to the Government of the Republic of Chinn of 
any defense article or defense information. It becomes necessary for that Gov¬ 
ernment to take any action or make any payment in order fully to protect any 
of the rights of a citizen of the United States of America who has patent rights 
in and to any such defense article or Information, the Government of the Repub¬ 
lic of China will take such action or make such payment when requested to do 
so by the President of the United States of America. 

Abticle V 

The Government of the Republic of China will return to the United States of 
America at the end of the present eipergency, ns determined by the President of 
the United States of America, such defense articles transferred under this 
Agreement as shall not have been destroyed, lost or consumed and as shall be 
determined by the President to be useful In the defense of the United States of 
America or of the Western Hemisphere or to be otherwise of use to the United 

States of America. 

Abticle VI 

In the final determination of the benefits to be provided to the United States 
of America by the Government of the Republic of Chino full cognizance shall be 
taken of all property, services. Information, facilities, or other beneflte or con¬ 
siderations provided by the Government of the Republic of China subsequent to 
March 11,1041. and accepted or acknowledged by the President on behalf of the 
United States of America. 
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ARTICI-F, VII 

In tile final determination of tbe benefits to lie provided to the United States 
of America by the Government of the Republic of China In return for aid fur¬ 
nished under tlie Act of Congress of March 11. 1941, the terras and conditions 
thereof shall be such ns not to burden comraerce between the two countries, but 
to promote mutually advantageous wonoinic relations between them and the 
betterment of world-wide economic relations. To that end, they shall include 
provision for agreed action by the United States of America and the Republic 
of Chinn, open to participation by all other countries of like mind, directed to 
the expansion, by appropriate International and dome.stlc measures, of produc¬ 
tion, employment, and the exchange and consumption of goods, which are tlie 
material foundations of the liberty and welfare of all peoples; to the elimination 
of all forms of discriminatory treatment In international commerce; to the 
reduction of tariffs and other trade barriers: and, In general, to the attainment 
of economic objectives identical with those set forth in the Joint Declaration 
made ot> August l-l, in-ll, by the President of the United States of America and 
the Prime Minister of the United Kingdom. 

At an early convenient date, conversations shall be begun between the two 
Govei imients with a view to determining, In the light of governing economic con- 
<litlons, the best means of attaining the above-stated objectives by tholr own 
agreed action and of seeking the agreed action of other like-minded Governments. 

Article VIII 

This Agreement shall take effect ns from this day’s date. It shall continue In 
force until a date to he agreed upon by the two Governments. 

Signed and sealed at Washington In duplicate this second day of June, 10-12. 

FOR THE GOVERNMENT OF THE UNITED STATES OF AMERICA 

Cordell Hull (seal] 

Secretary of State 

of the. United States of America 

FOR THE GOVERNMENT OF TUB REPUBLIC OF CHINA 

TsE VUNO SOONO [SEAt.l 

Mint$tcr for Foreign Affair$ 
of China 


27 (a) 

Secretary Stirason to the Chinese Minister for Foreign Affairs 

{Soong) 


Washinoton, January 29, lOkt 
Mt deab Mb. Soonq : In furtberonce of the plan for sending to the Qcncral- 
Isslmo a high ranking United States Army officer to act as his Chief of Staff and 
ns Commanding Officer of United States Army forces In that region, It Is neces¬ 
sary to have certain points quite clearly understood, so that essential arrange¬ 
ments with the British Chiefs of Staff may be completed. In accordance with 
uur previous conversations and correspondence on this subject. It Is my under¬ 
standing that the functions of the United States Army Representative are to be 
generally as follows: 
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To superrise an<l coDtrol nil United States defense-aid affairs for China. 
Under the Generalissimo to command all United Slates forces in China and 
such Chinese forces as may be assigned to him. 

To represent the United States Government on any International War 
Council in China and act os the Chief of Staff for the Generalissimo. 

To improve, maintain and control the Burma Road in China. 

If the above represents the understanding and agreement of the Generalissimo 
on the functions of the United States Army Representative, the British will agree 
to cooperate in Burma and India so as to promote the effectiveness of the United 
States Army Representative’s efforts. 

A particular point involving personnel on which clarification is sought is as 
follows: 

The message from the Generalissimo dated January 21st stated that the 
United States repre.sentative should bring with him an Air officer of high rank. 
We were prepared to make such an assignment but have since learned, infor¬ 
mally, that the Generalissimo might like to retain Colonel Chonnault as the 
highest ranking American Air officer in China. If this should be the case, the 
arrangement will be quite agreeable to the War Department and Chennault’s 
promotion to the grade of Brigadier General will be accomplished at the proper 
time. 


I request that yon give me an early reply since we are making every effort to 
place the general plan Into prompt execution. 

Sincerely yours, 


Hcnbt L. Stixibon 


27 (b) 

The Chinene Uirmter for Foreign Affairs {Soong) to Secretary of 

War Stims&n 

Wasui.voton, January SO, 19^2 

Mt deab Mb. Stimso.n : I have to acknowledge with thanks the receipt of 
your letter of January 20th and wish to confirm our understanding that the 
functions of the United States Army Representative are to bo generally as 
follows: 

To supervise and control all United States defense-aid affairs for Chinn. 

Under the Gencraiissimo to command all United States forces in China and 
such Chinese forces as may be assigned to him. 

To represent the United States Government on any International War 
Council in China and act us the Chief of Stuff for the Generalissimo. 

To improve, maintain and control the Burma Road in China. 

With reference to the appointment of an Air officer of high rank, the Gen¬ 
eralissimo would indeed like If possible to retain Colonel Chennault as the 
highest ranking American Air officer in China, because of his signal services to 
both our countries, and much appreciates your kind consideration in the matter. 

I am glad to learn of your intention to promote Colonel Chennault to the 
grade of Brigadier General lo due course. 

Yours sincerely, 


T. V. SOONO 
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28 

Five Hitrulrcd Million Dollar Financial Aid of 1042 and Other 

Wartime Financial Relationship.^ 


Introduction 

The documents? nnd other materials appearing In this annex provide back¬ 
ground (n) on the negotiations and discussions leading up to the passage ol the 
Joint Resolution of February 7. 1{>42, authorizing financial aid to Chinn (Public 
Law 412, 77th Cong.. 50 Stnt. 82) and the signing of the financial aid agreement 
of March 21. 1942, pursuant thereto by the Governments of the United States 
and the Republic of Chinn, (b) on the uses of the financial aid provided by the 
United States nnd (c) on negotlntlous concerning the financing of expenditures 
in Chinese currency by or on behalf of the United States Army in China during 
the war. 

Transfers to Chinese nccminLs from the financial aid authorized In 1942 were as 
follows: 


Da/e of Tromfrt 

Purport 

Anouni 

(mIf/fon.O 

1. Ai»rll m2 . 

EstabllsbmcDt of fuiul for redemption of U. 6. dollar 
security bsuca. 

<200 

2 . Kobruory \, IW3. 

IMrchase of gold. 

20 

3. March 2, IW3. 

rurch&ao of bank notes and supplies. 

20 

4. October . 

Purebaso of fold. 

20 

6. May 22,1W5. 

Purchase of fold. 

GO 

G. 3uno \2, ICM3. 


00 

7. July 18, JW5. 

Purchaso of tcitltes . ... 

10 

8. July r, . 


GO 

9. August 3, IMS . 

1 

Purchase of bank notes . 

35 

10. February 7, IMG. 

Purchase of textiles . 

1.5 

IL March 13. IMG. 

Purchase ol raw cotton . . 

13.5 


Total. 

GOO.O 


On March 24. 1941, the Chlne.He Governinenl annouutH'd In Chungking Us plan 
to Issue U.S. $100 million of 4 percent toii year National Government Allied 
Victory Bonds nnd U.S. $100 million of one, two nnd three year savings cer¬ 
tificates with Interest nt 3 percent, 3% percent nnd 4 iKsrcont, respectively. 
Following the announcement the Chinese Government requested the Immediate 
transfer of 200 million dollars for the estnbllshineut of a fund for the redemption 
of these Issues. As noted nbove, the transfer wns made on April 16,1042. 

These Issues were denominntetl In United States dollars, were sold for Chinese 
currency and were repayable at maturity In United States dollars or In (Jhlncso 
currency at the option of the holder. It Is believed thot the most of the savings 
certifientes were redeemed In United States dollars. Provision for U.S. dollar 
redemption of the ten year Allied Victory bonds, however, wns revoked In 1040. 
except for registered bond holders outside (^Ino. It Is not known how many 
bonds of this issue have been redeemed in United States dollars. 

Of the 220 million dollars in gold purchased by China from the 600 million 
dollar credit of 1042, 168.G million dollars had been shipped to China by V-J 
Day. Shipments In 1043 amounted to 10.6 million dollars and In 1044 to 16.2 
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million dollars, and the remainder was shiiiped In the first eight months of 
1945. From late 1043 to June 30. 1945. the Chinese Goterument sold gold to the 
public for Chinese currency in an effort to combat inflation. Approxiinateli’ 100 
million dollars in gold (valued at $35 per ounce) was sold up to June 30, 1945. 
when gold sales were temporarily susi»«nded. Some gold was sold on an a<lvance 
basis. On June 30.1945. the Chinese Government imposed a tax, payable in gold 
or Chine-se currency on such sales as bad not then been completed. Data are 
lacking as to how much gold was retained by this device. 

Gold sales wore re.sumed in September 1945 and terminated In February 1947 
and were resumed Intermittently In 1948 and 1949. Data are unavailable as to 

the amount of gold sold since September 1945. 

Payments to the Chinese Governineut for Chinese currency supplied to or 

expended on behalf of the United States Army during the war were as follows: 

(IfUlioru 
0 / doUarg) 

1. Through February 1914 at the offlolal rate of 20 yuan equals US $1.155 

2. Lump sum settlement for advances in 1944 through September.210 

3. Lump sum settlement for fourth quarter. 1944 .. 45 

Settlement for advances of Chlne.se currency In 1945 and up to August 30.1940, 
was provided in the Surplus Property Sales Agreement of the latter date between 
the United States and China. 

The documents which follow are arranged substantially In chronological order. 


28 (a) 

The A-mhanHador in China {Oaujfft) to iSecretary Hull 

Cbunokino» December 30, IfUl 

Today I called on General Chlang at his request. After briefly reviewing recent 
measures for political and military collaboration with the United States and 
Great Britain, he passed on to the economic situation In substantially the fol- 
lowing terms: 

While there Is no lack of coufidenc-e on the part of Intelligent Chinese that the 
uiiti-Axls Powers will be victorious in the end, tl»ere Is such lack of confidence 
among the uninformed masses, the sceptics, and the associates of the Chinese 
traitors. Morale has been affected by tlie early Japanese successes and by tlie 
way the Japanese have exploited them for purposes of propaganda. Specific 
mention was made of the radio appeal for Asiatic solidarity against westerners 
which was recently made to Chlang by the Prime Minister of Thailand. (Jhlna 
can contribute fighting man power to the common cause but the United States 
and Great Britain must give China financial help In order to prevent further 
deterioration lo economic fundamenUls, loss of confidence In the Chinese cur¬ 
rency, etc. Such help would do much toward strengthening morale and to 
silence the critical and doubtful elements. Tbe credit he wants is about one 
billion United States dollars, of which he has through the British Ambassador 
asked the British Government to provide about one-half or one hundred million 
pounds, expecting America to provide the rest or about five hundred mllUon 

dollars. 

Chlang asked that In traiftmltUng bis request to my Government I should em¬ 
phasize the importance such aid at this time would have to Chinese morale lu 
overcoming Japanese propaganda and because of the needed support it would 
give to the economic structure of China. He pointed out that the present cur- 

M4538—49-38 
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rtMicy issue exceeds tliirteon billion paper dollars and Uiat tbe 1942 budget shows 
a deficit of at least nine bmioii Chinese dollars, and said that the proposed loan 
would be used partially to support a domestic bond issue intended to curb 
inflation. 

I replied that of course I would faithfully and immediately report his request 
and bis disonssioii to my Government which 1 was confldent would be disposed to 
consider with .sympathy any reasonable proposals to aid Chinn in resisting Japan. 
However, I suggesteil that to assist eonslderation of his request and in ap¬ 
proaching Congress for legislation necessary to authorize participation by the 
United States in a credit or loan to China, a carefully prepared outline of the 
needs of the situation on the basis of tlie studies niul recoiiimendatlons of the 
tlnaneial advi.ser.s and expi^rts of the Chinese Government should be submitted 
together with an outline of the measures eontemi)lnled to l>e undertaken to meet 
the situation Including the measures which Clilna will take to help herself. 1 
explained that what I was suggesting was not an outline of the terms of any 
l»roposed loan but an outline of the iM*eds of tl>e situation and of the definite 
measures which should be taken to iiiwt tltese needs. 

Cblang snl«l that experts and advisers were working out plans for the use of 
the proposed credit or loan but that be desired me in the meanwhile to make the 
proposal to ray Government. The prup*»sn1s for application of t!>e loan could be 
put forward when the loan is assured. 

I learned from the British Ambassador lliat lie was approached for a loan of 
one hundred mllllou pounds from Great Ilrltaln and has referred the matter to his 
Government. He equally lacked any specific proposals ns to how the loan, if 
granted, would be applied to the dlfflcultles of the economic situation of China; 
Chtang had said that he considered it an urgent necisslty Umt be should be en¬ 
abled to demonstrate to the Chinese people and armies that the British Govern¬ 
ment had sufllcient faith In victory to give quick and effective aid to China. 

28 (b) 

A. Manuel Fox, U.S. Member on the Chinese Stabilization Board, to 

Secretary of the Treasury Morgenthau 

Chitnokino, January S, 19\£ 

(A) In Yunnnnfu and Chungktog I And a great deal of talk of a loan to 
China by Great Britain nnd the United Slates. I am Informed that the subject 
has already been raised with each of the Governments by the Generalissimo. 
In Chinese Government circles the talk Is of a loan by Britain of one hundred 
million pounds and a loan of the United States amounting to five hundred million 
United States dollars. 

(B) For some time prior to Uie outbreak of the war I have felt that a new 
loan to Chinn was needed due to the extreme gravity of the Internal economic 
situation here. My feeling hns been reinforced since December 8 in view of 
(1) the effect on Clilnese political opinion of the Initial Japanese successes, 
and (2) the perceptible strengthening of defeatist elements In Chinese Gov¬ 
ernment circles; and (3) the probable effect of temporary Japanese successes 
in southeast Asia in the near future. In this situation In order to keep China 
going as an Anti-Axis power u substantial loan (the bigger the better) would 
be invaluable. An argument In favor of making the loan as big as possible Is 
the very fact that the larger portion of such a loan could not be used. 
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(C) The internal economic effects of such a loan would be beneficial, after 
llie first psychological effects have worn off. although because of the pliyslcal 
<lifflcuUies in the importing of goods they might not be coiiimeusurate with its 
size The fact that the political advantages would be very great is of more 
importance. A loan might make all the difference between a Chinese defeatist 
victory (lukew.arm us they are) and the neutralization of the defeatists. The 
•ictnal outlay would he much smaller than the nominal amount of the loan, as 
'already indicated. It would be desirable to use the loan as an occasion for 
insisting on strengthening and Improving the Central Bank and the Chinese 
hanking system, hut the ixilltical effects of the loan could he reinforced by not 
icKiulring any specific guarantees. 

(D) The following uses could be made of the loan: (1) lo retard the uifla 
tionary spiral hv guaranteeing an attractive issue of Government bonds to absorb 
fapi and make it unnecessary for the future that the Govei-ninent of China issue 
more currency to cover Us bu.lgetary deficit: (2) To insure the maintenance of 
an inflow of imports by promoting trade with India (as long as the Burma 
Road remains open) and with Russia. I am not In a position to evaluate from 
a political standpoint the aspects of financing trade with Russia hut certainly 
there would he an accrual of economic advantages: (3) the financing of loans, 
if possible for the promotion of the Internal small scale production which is 
greatly needed and for agricultural prodxiction. Retardation of rl-se in prlci's 
would he aided by the effects of both (2) and (3) in increasing the supply of 
goods; and perhaps (4) the provislou of foreign exchange backing for the note 
issue which would temporarily affect beneficially internal confidence in the cur- 
I eney. If It were possible to link the Stabilization Board in some way with the loan 
it might be desirable to do so because. If for no other reason, it might be easier 
for the Board than for the Chinese Government itself to secure confidence. 

(B) The Board has received a scheme submitted by the Ministry of Finance 
which proposes that Its remaining U.S. dollar and sterling assets be used as a 
guarantee fund for an issue of Chinese Government bonds on the lines of I (D). 

I see three objections to this: 1. The amount Involved would nut be sufficient 
to contribute substantially to the absorption of fapi: 2. taking into consideration 
the terms of agreements instituting the fund, there is some doubt as to the legality 
of the suggested procedure; 3. The Board would be deprived of its function of 
providing foreign exchange for Imports. (This function must he performed so 
long as Imports are possible.) 

28(c) 

The Avibojtsadw in China {Gawm) to Secretary Bull 

Cbunokino, January 3, 19^2 

I have the honor to refer to my message on the subject of finance-economic con¬ 
ditions in China and to my earlier messages in regard to the Chinese Government’s 
request for an American credit of half a billion dollars and a British credit for 
one hundred million pounds, and to enclose for the Department’s Information 
(i) a memorandum of my conversaUon with General Chlang on December 30 
when he asked me to place his request for a loan before the American Govern¬ 
ment,** (2) paraphrase of a telegram sent by the British Ambassador to his govern* 


**See annex 28 (a). 
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ment on the reference subject,® (3) copy of a memorandum of Mr. Vincent’s con¬ 
versation with Mr. Hall-Patch, financial attache of the British Embassy." and 
(4) copy of a confidential memorandum prepared by Mr. Chan;; Chia-ngau, Minis¬ 
ter of Communications, for General Chlnng and Dr. Kung In regard to the financial 
situation In China." 

I had suggested previously that the Congre.ss might be asked to authorize a 
credit to China up to a speclfle<l amount for utilization under agreements or 
arrangements to be ma<le by the executive branch of the Government after the 
presentation and consideration of definite proposals to be put forward by the 
Chinese Government. 

I am convinced that credits of the magnitude reque.sted by General Chiang (n 
total of about one billion U. S. dollars) are out of all proportion to the needs of 
the situation viewed from the political-psychological or the finance-economic 
standpoint—or both. ^Vhlle. In the absence of any definite proposals supported 
by factual data, only a rough estimate can be made, I feel that credits (American 
and British) of at most no more than n half billion dollars would generously 
satisfy all the requirements of the situation, psychological and financlnl, and 
that crcHlits in excess of such an amount would be misleading and Invite attempts 
at misuse. They would be misleading In that they might lead to popular expecta¬ 
tion of practical results commensurate with the size of the credlt.s, which would 
not be the case, because in present circumstances there Is no practicable way In 
which such large cre<llts could he effectively nnd legitimately utilized. They would 
invite attempts at misuse on the part of self-seeking banking and government 
elements who would find it difficult to resist the temptation to draw on such 
excessive credits for tlielr own gain. 

Aside from the broad idea of supporting government cro<Ut nnd retarding cur¬ 
rency inflation, I am not Informed with regard to any program for using the 
credits requested. Conversations with Dr. Fox nnd with Sir Otto Niemeyer lead 
nio to believe that the Chinese Government has not forinulntcd plans for coping 
with the serious internal situation nnd Is therefore hardly in a position to in¬ 
dicate with any exactnes.s the use It expects to make of de.slred foreign creilits. 
Mr. Chang Chin-ngnu sets forth in very general terms the neo<i nnd usefulness of 
an Internal bond issue supported by foreign credits nnd the Vice Ministers of 
Finance speak of “reconstruction" even more vaguely, and unconvincingly in so 
far as imme<liate needs are concerned. These, 1 fear, are examples Illustrative' 
of the government approach to the problem. The attitude and idons of the Min- 
Isfer of Finance and the Minister of Economics are no more encouraging. 

In the absence of technical studies on the subject, it is difficult for the Embassy 
to arrive at even a relatively precise Idea of the reasonably constructive uses to 
which the credit might be put. However, It may serve some purpose to Indicate 
in purely suggestive terms the Embassy’s thoughts in the matter based on general 
observation. 

A domestic bond issue, supported by foreign credits, would seem to be 
theoretically sound and advisable. No approximately definite figures ns to the 
amount of such bonds that might be marketed arc obtainable. The figure of two 
billion Chinese dollars is the one roost often mentioned and under fovorable 
conditions the amount might increase to four billions. Distribution primarily 
among the investing public would seem to be essential to accomplish the ends 
desired; that Is, the withdrawal of currency from circulation and the release of 
goods now being hoarded. Obviously no public benefit would result from the 

“ Not printed. 
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govi-mmeDt banks’ excUauging currency in their vaults and newly issued cur¬ 
rency for bonds backed by foreign currency at a bzed rate. 

Encouragement of agricultural and small industrial production Is wanting 
and badly net'ded. If it is feasible to do so, a portion of the credit might be used 
to supiwrt loans or grants to agricultural interests for the reclumution and 
improvement of farm laud and to home and community industrial enterprises. 
The Chinese Government, notwitbstundiug the obvious advantages of such action, 
has bwn slow and reluctant to give assistance but It might be induced to do so 
if credits were set aside available only to support loans or grants of the kind. 
Only a very rough guess can be made as to the amount that might be earmarked 
for this purpose. Although there is slight likelihot>d that it would all be used, 
one hundred million dollars might be designated for the purpose of supporting 
grants or loans up to a billion Chinese dollars for small scale production and a 
like amount for agricultural improvement. 

Dr. Pox. suggcsLs.’* inter alia {to the StK-reUiry of the Treasury). use of a portion 
of the credit to promote imiwrts from Russia into China. (He makes u similar 
.suggestion with reganl lo iniiKirts from India >. I am not in a iwsltioii to evalujite 
the practical features of such a plan but I know that an.v opiKirlunity to encour¬ 
age the iiiliow of gucHls into China at Ibis titne should not be oveilooktHl. One 
liundrcd million dollars of the credit might be set aside for this purpt)se in the 
hope that some portion could be used to accomplish the desired results. 

The Cetitral Executive Committee of the Kuomintang. at Its meeting in De¬ 
cember lust, passed a resolution calling for “The execution of a land policy and 
the Institution of government machinery to deal exclusively with land registra¬ 
tion and the equalization of land ownership. . Various Kuomintang organs 
and coiiiinltteea have in the past piissL*d similar re.solutions, the effect of which 
lias been luconsequeiitlnl. To encourage Implementation of the resolution quoted 
above, a practical step would seem to be the earmarking of a portion of the credit 
(one hundred million dollars Is suggested as a generous estimate) for the support 
of the necessary niiaiiclng of the agrarian reform contemplated. 

The Generalissimo stresses the psychologically beneficial effect of a large 
political loan or credit at this time but he offers no program for Us use, stating 
that u program will be forthcoming after the credit is given. I concur in his 
statement as to the need and the effect of a crcKilt (while differing with regard 
to the amount) but I am couviiicc'd of the advisability, from the Chinese point of 
view as well as our own, of earmarking portions of the credit for certain pur¬ 
poses. Designation of portions of the credit for support of measures suggested 
above may be lll-receivetl in banking and some governinoutal quarters but I be¬ 
lieve that, vlew'ing the situation ns a whole from the standpoint of general public 
welfare and from the standpoint of strengthening the country’s economic struc¬ 
ture for continued resistance to Japan, it will produce more constructive results 
than the granting of a large lump credit or loan without designation ns to use. 
It is well not to overtook the beneilcial psychological effect upon the Chinese 
people of support for measures mentioned above (in particular measures for In¬ 
creased production and agrarian reform) ; and the practical effects of even par¬ 
tial application and implementation of such measures would fully Justify our 
support. Probably no more than half the amounts suggested would be effectively 
used for the purposes mentioned and no doubt there would be administrative 
difficulties and inefficiencies, but even so, urgent requirements would at least be 
partially met—production of commodities would be Increased (thereby remov- 


•* See annex 28 (b). 



476 S. RELATIONS WITH CHINA 

Ing some of the curse from currency inflation) and a start towards long overdue 
agrarian reform would be made. And those elements in China which have been 
urging such measures and the inflnitely greater number that would bciieht there¬ 
from would be encouraged and strengthene<l in their resolve to support active 
prosecution of the war against .Tnpnu, having recelvetl a practical demonstra¬ 
tion that they are fighting for something. The alternative Is purchase of the 
support of the retrogressive, self-seeking, and, I fear, fickle elements in and 
intimately associated with the government through the granting <»f a "free” 
credit, for I am convinced that a substantial credit should be grante<l. 

I cannot too strongly etnplinsize my feeling that we should clearly and force¬ 
fully make known to the Chinese Governiiiont. In connection with financial aid 
that we may extend to China, our opposition to the use of any portion of such 
iti<l. directly or Indirectly for the financing of expensive and harmful monopolies. 
This is a matter which calls for no clarlflcatloQ on my part in as much as 1 am 
sure that the Department is fully aware of the dangers of the situation. 


28 (d) 

The Chinese Minister of Finance (Fung) to Secretary of the Treasury 

Morgenthau 


CHTTNaKiNO. January 9, i942 

China has been fighting n war of resistance with heavy strain on her resources 
and with untold sacrifices for fotir and one-half years. At the present time. 
China’s economic and financial situation Is In a precarious condition. The live¬ 
lihood of the people Is difficult, boenuse of Increasing prices; and the brave 
.soldiers at the front are Ill-clothed and Ill-fed. It is nece.ssnry to retain control 
t»f currency niid prices without production being curtnlled. It would be Im¬ 
possible to carry on the war If the already very critical economic and financial 
front should collnp.se. 

Since the survival and existence of democratic countries are interdependent, 
present world war developments render It Imperative for these countries to pool 
Ibolr woiiomlc and n)llltary resources. Consequently. I appeal to you for a polit- 
ienl war loan of five hundred million dollars. Great Britain has also been 
approached by us for a loan of one hundred million pounds for the purpose of 
l overlng the total sum required. We ore awaiting a reply from Great Britain. 
If you will lead. 1 am confident they will follow your exainplo. This loan Is re¬ 
quested for the purpose of replenishing reserve so ns to restore confidence In 
currency, to offset dlmin1she<l Imports by Increased production, to restrain prices, 
and to meet additional urgent war requirements. There are sound justifications 
for the loan on economic grounds, and also from the standpoint of joint military 
front Frankly, however, my reason for approaching you Is political above all; 
and the Import of a loan of this nature Is even more Important than the Lend- 
Ix‘nsc Bill's Import. Tlie essence of such a move is timeliness, so ns to demon¬ 
strate that Chinn's confidence In tlie allied powers is matched by equal confidence 
in China of the allied powers. In the most crucial mouths of emergency imme¬ 
diately before us. In addition to electrifying public opinion, early announce¬ 
ment of the loan would have an Immediate effect throughout Asia, Including our 
common enemy, Japan. My appreciation of your continuing keen Interest in 
China provides me with confidence In sending you this message. 
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28 (e) 

Secretary HuJl to Secretary of the Trcamry Margenthau 


Washington, J < inuoy\f to , 

My dear Mi;. Secretary: Referen<*e is iiiaOe tu Chinny Kai* 

shek’s request of December 30, 1941 that the United States Government provide 
China with $r>00*000.(X)0 of Qnuncial help in or<ler to support Chiuese morale 
and prevent the effects of further depredation of the Chinos*' currencj- and 
deterioration of the fundamental economic situation in China. 

The Gencrulisslmo’s proposal has beeu given very careful consideration. 1 
feel that, as an act of wartime polio* prevent the impuirnient of China's 

military effort which would result from loss of confidence In Chinese cur¬ 
rency and depreciation of Us purchasing power. It is highly advisable that 
the United States extend financial assistance to the Government of China in 
amounts up to ?300.CMX),(M)0 at the present time. I believe that a determination 
of this Government's iwlicy to this offi*ct need not await ns<*ertaininent of the 
attitude to he taken by Great Britain on the similar Chinese proposal with 
reference to sterling credits. 

I feel that the greatest possible expedition in reaching a position where an 
nnnotincemeiit can be made is highly important. I feel also that It would se**m 
to be highly desirable thot the British Government ho kept currently Informed 
<»f our views and decisions in regard to this matter in order that the British 
(Jovernment may bo afforded opportunity, should it so desire, to lake simul- 
tniieoUF and comparable action. 

Sincerely yonrs, 


CoRDdx Hui.t 


28 (f) 


OencraJUnimo Chinny Kai-skeJc to Secretary of the Treasury 

Morgentkau 


('HUNOKlNO. t^th January, 29^Z 

Dear Mb. Secrptary: I have requesttHl Mr. Fox to inform yon In iwrson of 
t'^hlna's present financial and economic realities and needs. 'I'hrougliout these 
«Titical years your support of China's cause has been mo.st enthusiastic and 
Kympnthetic. You are now naturally more than ever concerned with our prob¬ 
lems and difficulties, especially at the tnoinent when our interests and destiny 
are absolutely identical. 

If China's finance and economics fall to bo iinpro%*ed and strengthened, our 
power of resistance against Japanese aggression will be so adversely nffeete<l 
that the entire war front of the allied Powers will inevitably suffer. My Govern¬ 
ment and people earnestly hope that your Govornmont >vlll give us the speediest 
and most effective assistance, and that, in compliance with my request and in 
accordance with the plan prepared by our Minister of Finance, you will exert 
your utmost to procure the desired lonn for China. In view of actual war-time 
requirements this loan is not large. 

I feel certain that in bis verbal report Mr. Fox will enter fully into the military, 
financial and economic situations In China, and will explain in detail what bear¬ 
ing they have In the attainment of our common victory. 

With best wishes, 

Yours sincerely, 


Ohiano Kai-shek 
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28 (g) 

The Chinese Minister for Foreign Affairs {Soong) to Secretary of 

the Treasvry Morgenthau 


[Washi:50ton.1 Jnnunni 2J, 

My Deah Mn. Sf.cretary: During your absence from Washington I received 
the enclosed message for you from the Generalissimo. 

Since Mr. Fox Is due to arrive In Washington shortly, it occurs to mo that you 
may like to have an opiwrtimity of seeing him and hearing from him of the 
situation In China before you renew dlscnsslous with me. However I am at 
your dispo.^al at any time, should you wish to see me earlier. 

Sincerely yours, 


T. V. Sooxo 


[Eoclosorc] 


The Oenornllssinio deeply Appreciates Secretary Morgenlhnu's efTorts which 
iiave materialized In a proposal that the U. S. Government would undertake to 
pay for the maintenance of imrt of the Chinese army in U. S. Dollar notes. After 
careful consideration, however, he doubts whether this scheme is practicable. 
Payment of Chinese soldiers in U. S. currency would tend to create a cleavage 
between the army and the general economic structure In China which may actually 
hasten the collapse of the Chinese eurrency. Before Mr. Fox left Chungking 
the Generalissimo bad u long discussion with him in which he pointed out a 
number of reasons why he considered the scheme difflcult of application and 
which ho asked Mr. Fox to convey to Secretary Morgenthau. 

The Generalissimo urgcnlUv requests that careful consideration he given to 
his original proposal tlmt the United States grant to Cliinn a political loan of 
.')00 million U. S. dollars, which would be the only means to prevent an Impending 
economic collapse. This loan should be regarded In the light of an advance to 
an ally fighting against a common enemy, thus requiring no security or other pre¬ 
arranged terms ns to Its use and ns regards means of repayment. 


28 :(h) 

Minutes “ of a Meeting in the Ofjwc of the Secretary of State^ 

January 

[Extract] 

Secretary Hull asked for opinions as to which of the several methods suggested 
by the Treasury would be the host medium for giving help. He sold he himself 
was not Interested in tlie method. Ho said that should be the Treasury’s business. 

Present: Secretary Hull 

Secretary Morgenthau 
Dr. Vlner 
Mr. White 
Later Joined By: Mr. Berle 

Mr. Hornbeck 
Mr. HamlltOQ 
Mr. Fels 


■■Prepared at the Treasury Department. 
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He was ^^oiely interested in seeing lluit Cliitm did get aid in ibe present crltU'nl 
situation. 

Mr. Hornbcck stated that be thought the ideal method of helping would he n 
Congressional statute providing Cor an extension of financial aid to China. He 
said that might, however, cause undue delay. He was not certain that legislation 
was the most practical method oC approaching the problem. He stated that he 
did not think the mutter was so urgent ^or acute that a matter of days were 
critical, but that if it were to take several weeks for O^ngress to pass such le;:Is 
lutioii, it would be too late. If legislation could l>e passed in a few days he 
favored legislation. 

Mr. Hornbcck went on to say that be thought that the sum should bo $500 
million instead of the $300 iniilion which Secretary Hull had indicated In his 
letter to Secretary Morgeutbau. Mr. Hornbcck thought that a reduction In the 
portion which the Unlte<l States was prepared to give to $^100 ini I Hon would be too 
great a reduction from the sum which Chiung-Kui-Shek was asking. He felt 
Cbiang*Kai-Shek should be given what ho asked for, namely $500 million from 
the United States. Secretary Morgciithau agreed with Hornbcck. os dhl the 
others, and it was tbertsfore decided that Uie sum which they w*ould recommend 
would be $500 million. 

28 .(i) 


Secretaj'y of the Treasury Morgenthau to Generalissimo Ohiang 

Kai-shek 


Washington, February 16 , 19 J ^. 

DirXAB QKNEBAIJ6SIMO Cbiano: 1 rcGil With groat interest jour letter of Janu¬ 
ary 14,1942, trunsmltted to me in person by Mr. Pox. The unanimity and prompt¬ 
ness with which iny Government rcsixjndeU to the appeui for tinancini assistance 
is evidence that your confidence in the support of the United States is well 
founded. It also demonstrated that the American people have faith In the 
Chinese people and know that you and yuur Govcrniueiit will continue to play u 
vital part in the common cfTort against our foes. 

I wish you to know that here in the United States Generalissimo Chiang 
Kai-shek is looked upon us the personilication of the heroism and courage of 
the Chinese people who, under the most difiicult circumstances and at tremen¬ 
dous odds, have successfutly defended their country against invasion. No one 
doubts in the United States that your leadership has secured for China the unity 
of purpose and will, without which China would have fallen victim to the Japa¬ 
nese aggressor. Moreover, the people of the United States clearly understand 
that China’s unceasing resistance will nut only bring freedom and independence 
to Itself, but will play a major part in achieving victory and peace for free men 
everywhere. 

Sincerely yours, 

H. Moboenthau. Jr. 

28 (j) 


Initial Draft of Drdted States-Ckma Financial Aid Agreement ” 

4 


WuEBSAs, the GovemmeDts of the Uoited States of America and of the nepublle 
of CblDa are engaged, together with other imtioos and peoples of like uilnd, iu a 

Handed (o the Chinese 51lnliilcr for PurcJgn Alfairg. T. V. Soong. by tbo TreoBury 
Department, Peb. 21, 1942. 
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fooiMJrative umlertaking against common cnerales, to tlio end of laying the bases 
of a just and enduring world peace securing order under law to themselves and 
nil nations, and 

WnsaEAS, the United States and China are signatories to the Declaration of 
United Nations of January 1, 1942, which declares that “each government 
pledges itself to employ its full resources, military or economic, against those 
members of the Ti lpartlte Pact and its adherents with which such government Is 
at war"; and 

WoEiiEAS, the Congress of the United States, in unanimously passing Public 
Law No. 442, approved February 7,1042. has declared that financial and economic 
aid to China will increase China's ability to oppose the forces of aggression and 
that the defense of Chinn is of the greatest possible importance, and has author¬ 
ized tlio Secretary of tlie Treasury of the United States, with the approval of the 
President, to give litiancial aid to Cliina, and 

WiiEHEAS, such financial aid will enable China to strengthen greatly Its war 
efforts against the common enemies by helping Chinn to 

(1) strengtlien Its currency, monetary, banking and economic system; 

(2) fliian<-e and promote Increased production, acquisition and distribution of 
nece.ssary goods; 

ffi) retard tlie rise of prices, promote stability of economic relationships, and 
otherwise check inflation; 

(4) prevent hoanllng of foods and other materials; 

(fi) improve means of transportation and communication: 

(0) effwt further social and economic measures which will safeguard tlie unity 
of the Clilnese people; and 

(7) meet military needs and take other appropriate measures In Its war effort. 

In <»rder to achieve those purpose.^, the undersigned, being duly authorized by 
tlielr respective Governments for that purpose, have agreed as follows: 

Article I. 

The Secretary of the Treasury of the United Slates agrees to establish forth- 
with on the books of the United States Treasury a credit In the name of the 
Government of tlie Ilepuhllc of China in the amount of 500,000,000 U.S. dollars. 
The Secretary of the Treasury shall make transfers from bis credit, tn such 
amounts nnd at such times ns the GovernracDt of Uie Republic of China shall 
roqup.st, to an account or accounts in tiie Fe<ieral Reserve Bank of New York In 
the name of the Government of the Republic of Chinn or nny agencies designated 
by it. Such transfers may be requested by nnd such accounts at the Federal 
Reserve Bank of New York iiiny be drawn upon by the Government of the 
Republic of Chinn either directly or through such persons or agencies as It shall 
authorize. 

Article II. 

Chinn desires lu keep the Secretary of the Treasury of the United States In- 
foiTued as to the use of the funds heroin provided nnd to consult with him from 
time to time as to such uses. The Secretary of the Treasury of the United 
States desires to make avnllohle to the Qovemtnent of the Republic of China 
technical and other npproprlnte advice as to ways and means of effectively 
employing these funds to achieve Uie purposes herein described. Technical 
problems tliat may from time to time arise In effectuating the financial aid 
herein provided will bo subjects of discussion between the Secretary of the 
Treasury of the United States and the Government of the Republic of China. 
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Abticle III. 

The final determination of the terms upon which this tlnaiiclal aid is given, 
including the benefits to be rendered the United States in return. Is deferred 
until the progress of events makes clearer the final terms and benefits which 
will be in the mutual interest of the United States and China and will promote 
the establishment of lasting world peace and security. In determining the 
final terms and benefits no Interest charges shall be made for the financial aid 
herein provided and full cognizance shall be given to the desirability of main* 
talnlng a healthy and stable economic and financial situation in Chinn in the 
post-war period as well as during the war and to the desirability of promoting 
mutually advantageous economic and financial relations between the United 
States and China and the betterment of world-wide economic and financial 
relations. 

Article IV. 

This Agreement shall take effect as from this day's date. 

Signed and sealed at Washington. District of Columbia, in duplicate this 
_day of-- 1®42. 

On behalf of the United States of America 


Secreiarjf of the Trea4ury 
On behalf of the Republic of Chinn 


28 (k) 

The Ambassador in China (Gausi) to Secretary Hull 

Chunqsino, March J, J9i2. 

Strictly confidential Information has reached the Embassy that a draft Sino- 
Amerlcan loan agreement has been received from Washington by the Ministry of 
Finance and ha " been discussed. It is said that the Ministry resents on the 
ground that a measure of control Is contemplated the provision for consultation 
by the Government of China with the Treasury Department concerning expen¬ 
ditures under the loan. The Ministry has been disappointed to find that the 
loan is not granted, as the Pre.ss has stated, as an absolute gift In recognition of 
China’s contribution to the War effort lo general. 

I am not prepared to express an opinion on the question of policy whether or 
not we should provide for some means of repayment. I have been privately 
told by a prominent and intelligent Chinese bunker that the obtainment of the 
loan was too easy for the loan to be appreciated or for provision for its effective 
use to be Insuretl. There Is a perceptible assumption on the part of Chungking 
officials and bankers that It is a compensation which was due to China for Its 
past and present resistance to Japan and for what the Chinese regard as our 
past and present shortcomings. 

It Is my conviction that for the purpose of having some measure of control 
over the matter in which so large a loan Is expended we should firmly Insist on 
retaining the provision for consultation. It Is my opinion as I have indicated 
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in prf^vious t^l^?rams that th^ host intorosts of China and our own best inter¬ 
ests as well would be served by controls and allocntion of parts of the loan for 
spocifle purposes. 

28 ( 1 ) 

The Chinese Minister for Foreign Affairs {Soong) to Undersecretary 

of the Treasury Bell 

tWABBiNCTON,] March S, ISki 

De:ar Mb. Bei.i. : I nni tn receipt of a reply on the draft of the Loan Agreement 
from the Generalissimo dated February 25th, which I delayed presenting to you 
owing to a visit to Canada. 

The Generalissimo is very appreciative of the generous spirit that characterized 
the draft Agreement and desires me to convey his grateful appreciation to the 
Secretary. 

As to details he suggested the following points; 

1. Reactions in Chungking ns to Article 11 appear to be that the XT. S. Govern¬ 
ment will in some way pass Judgment on the uses to which the l/oan may be 
put. and thereby limits in some degree the freedom of making disbursement. 

As China in any case would like to keep the Secretary informed, and as the 
Secretary has in the past without any agreement always exerted himself on 
every occasion to help China, he suggests that Article II is unnecessary, since 
it makes of such voluntary acts mandatory. He therefore hopes that Article II 
nmy be dropped. 

2 (a) As the whole energy of the people is concentrnted on winning the war, 
he hopes that the final determination of the terms upon which the financial aid 
Is given should be loft until after the war. He suggests that the phrase "after 
the wnr" should appear In Article III, coming after tlie phrase "deferred until 
the progre.ss of events" in the opening sentence. 

2 (b) Although greatly appreciative of the United States waiving Interest, be 
believes that the lofty plane of cooperation l)etwecn the United States and 
Chinn would 1)0 aided by dropping all reference to interest through deleting the 
clnujje "no interest charges shall be made for the financial aid herein provided". 

2 (c) For the purpose of clarlflcntlon that the final determination of the terms 
upon which the financial aid Is given should be tt bilateral and not a unilateral 
measure, he would suggest that in the final sentence of Article III the words the 
"United States and China shall take full cognizance of’ should come after the 
words "In determining the final terms and benefits". 

In order to make the suggestions clearer I am enclosing the draft Agreement 
with such alterations as are suggested In the telegram. 

The Generalissimo again bids me to say that such textual changes as he sug¬ 
gested arc only to heighten the impression of the Chinese people at this unpre¬ 
cedentedly generous act of the American Government and people. 

Would you be good enough to pass ou the suggestions to your colleagues for 
their kind constderatton. 

Yours sincerely. 


T. V. S0050 
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28 (m) 

Acting Secretary 'Weller to Secretary of the Treasury Morgenthau 


Wasui.noton, March 11, 19.^2. 

My deab Mn. Secbetary : I refer to your letter of March 10 on the subject of 
(be draft of the proposed agreement regarding the extension of financial aid to 


China. 

All parties concerned are in agreement that the purpos«;s of the extension of 
this financial aid are predominantly political, diplomatic, and military. 

The draft which you submitted to Dr. T. V. Soong for consideration contains In 
its four articles provisions which make readily available to the Chinese Govern¬ 
ment without restrictive commitments the $500,000,000 which the Congi-ess appro¬ 
priated for the making of a loan, the extending of a credit or the giving of other 
financial aid to China. It does not In fact impair or restrict the Chinese Govern¬ 
ment's freedom of action in the making of disbursements. 

In his letter to Mr. Hell of March 3 Dr. Soong suggests, on behalf of Generalis¬ 
simo Chiang Kai-shek, the making of a number of changes. In my opinion, we 
can readily ac“cept most of these suggestions and proceed accordingly. With 
regard, however, to the suggestion that Article II be omitted in its entirety, it 
seems to me tliat there is ample warrant for a discussion of the mutter and that 
we should endeavor to cause Dr. Soong and the Gcnerallssitno to realize tliat pro¬ 
visions such as appear in the draft of that article are desirable from point of view 
not only of this Government but of the Chinese Government. 

With regard to procedure. I would suggest that there first be made a redraft of 
the proposed Article II and that there then be communicated to Dr. Soong a 
statement by you tlmt wo are in complete concurrence with his comments and the 
changes which he has suggested except as regards that article, and that, in the 
light of his comments on that article, there is submittetl to him for his consider- 
ation a possible alternative form. 

Toward facilitating procedure along tliat line. I submit here attached for your 
consideration a draft of a possible substitute for Article II. 

Another possible line of procedure which ^Ight be considered would be that of 
putting the substance of this suggested alternative draft of Article II Into letters 
which might be exchanged between you and Dr. Soong. 

In us much ns the only delay w'hich bus occurred in connection with the at¬ 
tention which has been given this matter has been delay on the part of the 
Chinese, I would further suggest that, in whatever communication you make to 
Dr. Soong, you indicate to him that all officers of this Government who are 
concerned with the negotiating of this agreement are eager to bring the matter 
to a mutually satisfactory conclusion with the utmost possible expedition. 

Sincerely yours. 


SuuNEB Wexxes 


(Encloiure—Draft) 


AancLB 11 

As a manifestation of the cooperative spirit which underlies the common war 
effort of China and the United States, appropriate officials of the two Govern¬ 
ments will confer from time to time regarding technical problems which may arise 
in connection with the financial aid herein provided and will exchange informa¬ 
tion and suggestions regarding ways and means of most effectively applying these 
funds toward achieving the purposes which are envisaged by the two nations. 
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28 (n) 

7'he Chinese Minister for Foreign Affairs {Soong) to Undersecretary 

of the Treasury Bell 


nVASHlNOTON.l March 19, 1942 

Dear Mr. REtt. ; Confirming o»ir conversation. I have to Inform you tlint I have 
received a reply from the Oenerallssinio with reference to your proposal to re¬ 
insert Article II of the proposed loan agreement In a modified form. 

The Generalissimo states that after carefully consulting his colleagues he feels 
that even In the modified form Article II is generally construed as limiting the 
freedom of action in the use of the proceeds, and would therefore adversely 
affect the public response to bonds, savings deposits and other measures that are 
to he based on the loan. 

In addition, among his soldiers, who have been tremendously heartened by the 
generous and unconditional assistance as revealed In the exchange of mes¬ 
sages between the President and himself, the inclusion of Article II would create 
the impression that the terms are not ns clear-cut as they envisaged. 

The (lonernlisslDio therefore feels that the civilian and military reactions are 
such ns to justify his request that Article II be dropped completely, and I shall 
be grateful If you will transmit his message to your colleagues for their con¬ 


sideration. 

With kind regards, 
Yours sincerely. 


T. V. SooNO 


28 (o) 


'The Chinese Minister for Foreign Affairs i^Soong) to Secretary of 

the Treasury Morgenthau 


(Washington,] March 21, 194* 

Mt deau Mr. Si'XBETABT: III conn6ctlon with the Agreement concluded today 
iM'tweon the Governments of the United States of America and the Republic of 
t'hlnn reganllng financial aid to China, ns n mnnifestatlon of the cooperative 
spirit which underlies the common war effort of our two countries, I wish to 
Inform you that It is tlie intention of my Goverument, through the Minister of 
Finance, to keep you fully Informed frotn time to time as to the use of the funds 
ftrovldod In tlie said Agreement, 

Sincerely yours, 

T. V. SooNO 


28 (p) 

[For the Joint Statement hy Secretary of the Treasury Morgentkau 
and the Chinese Minister for Foreign Affairs {Soong) ^ March 
1942 ,, see post^ annex 29 (6).] 
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28 (q) 

The Chinese Miniftter of Finance i^Kung') to Secretary of the Treasury 

Morgenthau 

[Chungking. 1 April 20, 104- 

With reference to keeping the Treasury informed on all developments relating 
to the loan I have done so and intend to do so in the future. For example. I told 
Adler on the 18th of ilarch about the plan to put out savings certificates and 
bonds and he must have cabletl this to the Treasury. I welcome any counsel the 
Treasury is willing to offer and if the Secretary cares to make any suggestions 
every consideration will be given to them. It was essential to request the shift 
of funds to the Central Bank in order to convince the people that use was being 
made of the loan without delay to prevent inflation. 


28 (r) 

Seoretainj of the Treasury Moi'genthau to the United States Treasury 
Jiepresentativey American Embassy at Chungking 

Washington, Dccvmhcr 29, 1942 

One. With reference to your cable in which you report that Dr. Kung is willing 
to accept any decision the Treasury may desire to make in connection with the 
amount of gold which should be purchased from the Treasury by China, whether 
it be twenty, thirty, forty, or fifty million dollars, due to the considerations set 
forth in the following, the Treasury believes that the more appropriate sum 
would be the amount already agreed upon, D.S. twenty million dollars. 

A. Treasury does not perceive in what manner the Chinese government would 
henelit by purchasing additional gold on which the required churge.s would have 
to be paid by the government of China. 

B. It would seem to be indicated by the information received from Mr. IIsl and 
from you with respect to the attitude of Dr. Kung on purchasing additional gold 
that Dr. Kung does not feel any urgent requirement for additional gold exists. 

C. Additional gold purchase by the government of China would entail raising 
ftinds to purchase the additional gold by the United States Treasury- It would 
be necessary for the Government of the United States to pay interest on the 
funds raised at a time when the Government is already engaged In the tusk of 
borrowing tremendous amounts In order to meet Its current fiscal requirements. 

D. The Treasury would have difllculty In Justifying to the public an increase in 
the indebtedness of the United States Government so as to render it possible for 
the Chinese government to buy gold for earmarking here, unl&ss China would 
benefit in some way by the purchase of additional gold. 

Two. Kindly advise Dr. Kung of the foregoing. 

28 (s) 

Message Received from, the Chinese Minister of Finance {Kung).^ 

July 19ft3 

During the six years of our war of resistance China's military expenditure has 
been Increasing contlnnonsly. According to tbe national budget of the current 
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year, the p.stlinatod expenditure was originally placed at 30,200,000,000 yuan, 
while the estimated income was given ns 23,200,000,000 yuan, representing about 
05% of the total expenditure. The remaining 35% Is entirely met by increased 
note issue. 

Owing to military requirements and the requests made by the American Mili¬ 
tary Mission, the Chinese Government has undertaken to build, or Improve, the 
airfields in various parts of the country and to increase their equipment, ns well 
as to improve the Tunnnn-Burma highway and other necessary highways and 
railways. Each enterprise often necessitated the expenditure of 4,000,000,000 
to 5,000,000,000 yuan, making a total of additional requirements amounting to over 
30.000.000 yuan. 

Furthorniore, owing to the difllculties of transportation and the small volume 
of supplies received under the American Lend-Lease Act, the Chine.se Govern¬ 
ment has been obliged to provide ways and means of increasing the production 
of military supplies In order to meet the demands of the war. All such expenses 
are beyond what is provided by the budget, and the Chinese Government Is com¬ 
pelled to further Increase Its note issue In order to meet the situation. For 
these reasons there has been constant tendency toward Inflation. In order to 
remedy the situation and to 8tal)Ulzc the price of commodities, it is necessary 
to adopt measures having the effect of checking Inflotion. Through Increased 
taxation and other means, the Government has withdrawn a certain imrtlon 
of the notes In circulation, but there Is still by far the larger portion In the 
hands of the people which Is being use<I toward the purchase and accumulation 
of cominodltlos, resiilling In the further rising of prices and In making livelihood 
increasingly difficult 

The chief purpose for the proposed purchase and sale of gold Is to withdraw 
large quantities of notes now In circulation. The fact tlint each ounce of gold 
Is wortli now about 8,000 yuan shows the psychology of Chinese people toward 
gold. To obtain the desired rcvSnlt, it is only nece.ssary for the time being to 
have bullion which can he handlinl easily. However, the que.stlon of coinage Is 
being given careful study and can bo best taken up at the time of reorganization 
of Chinese currency. 

According to Madam Chlnng. the proposal which we are making—that is, the 
purchase of 200,000,000 dollars’ worth of gold with the United States loan— 
has recelvetl the approval of President Roosevelt and Secretary Morgenthau in 
principle. It Is earnestly hoped that It can be realized at an early date. We 
always oppreeinte and welcome suggestions and advices from Secretary Morgen- 
thnu and Dr. White, but In this particular case we are Influenced by actual con¬ 
ditions in Chinn, and we feel that it has to be done in the way we suggested In 
order to reap the desired heneflts. It is earnestly hoped that we shall not lose this 
good opportunity of checking inflation. 


28 (t) 


Memorandum to President Roosevelt from Secretary of the Treasury 

Morgenthau 

[WAsniNoTON,] July IS, ID^S 

On July 14,1D43, wc sent a message to Dr. H. H. Kung, the Chinese Minister 
of FiDonce. informing him that the Treasury is prepared in principle to agree 
to the Chinese request to purchase $200 million of gold out of the $500 million 
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financial aid as a means of helpln? to check Inflation in China. Dr. Kung was 
also informed tliat a formal request was. of course, necessary before any deflnl- 
live decisloD and action could be taken. 

The Chinese Government has already drawn on the Treasury to the extent of 
$240 mlUion out of the $500 million financial aid$200 miUion has been set 
aside as backing for Chinese Government savings certificates and bond issues; 
$20 million was used to purchase gold, and $20 million is being useil for the 
printing of banknotes and the purcliase of relative materials. The purcha.se of 
gold with an additional $200 million will mean that in total the Chine.se will 
have used $440 million out of the $500 million financial aid. 

In the message to Dr. Kung. as well as in discussions with the repre.^entatlves 
of the Chinese Government in Washington, it has been made clear that the 
Treasury is acquiescing to the Chinese proposal because the Government of 
China deems that the sale of gold to the public will aid its war effort by helping 
to figlit inflation and hoarding and that, therefore, the decision to purchase the 
gold is primarily the responsibility of tl»e Chlne.se Government. Furthermore, 
the Chinese have been urged to give careful consideration to the best wa>s 
of using the gold, particularly because of the great costs, difficulties and dangers 
inherent in the use of gold ns a means of checking inflation under conditions 
existing In China at present. We especially stressed the fact that the Chinese 
Government will by this step be sacrificing large amounts of foreign exchange, 
which could be used In the post-war period to pay for Imports needed for re¬ 
construction and rehabilitation. 

The use of gold coins ns against bullion for the purpose was carefully con¬ 
sidered. It was felt both by us and by the Chinese Government that this tech- 
nlque for selling the gold to the public would not be feasible In the present 
Instance, primarily because it would be necessary to give the gold coins a fixed 
monetary value, while it Is contemplated that the price of gold in terms of yuan 
will change frequently and substantially as time goes on. 

The suggestion was therefore made to the Chinese representatives in Wash¬ 
ington that the gold might be sold to the public In China in small bars of one 
or two ounces in order to reach the widest possible section of the Chinese public 
and such bars might have some engraving which might suggest the United 
States origin of the financial aid, If the Government of China so wished. 


28 (u) 

Secretary .of the Treasury Morgenthau to the Chinese Minister 

of Finance {Kung) 


WAsHinoTon. July 27, 

The Treasury agrees to the request of the Government of China transmitted 
to me by Ambassador Wei Tao-mlng that $200 million be made available from 
the credit on the books of the Treasury in the name of the Government of the 
Republic of China for the purchase of gold. 

In order to avoid unnecessary raising of funds by the United States Treasury, 
it Is suggested that transfers from the credit of the Chinese Government for the 
purchase of gold be made at such time and in such amounts as are allowed by 
existing facilities for the transportation to China of the equivalent amount of 
gold. Since It is Intended that this gold will be sent to China for sale to the 

844038—40-34 
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public, this procedure should not interfere with the program outlined in your 
message of July 23, HM3. 

On receipt of requests from the Government of China that a specific amount 
sliould be transferred from tl»o credit of the Government of CTiina on the books 
of the Treasury and be used for the purchase of gold, the necessary action will be 
laken to consummate these requests. Tlie details of the arrangements will be 
ilisciissed wltli Dr. P. W. Kuo and Mr. Hsi Te-mou. 

Sincerely yours, 

H. MOROENTHAU, Jr. 


28 (v) 

Memorandwi to President Roosevelt from Sect'Ctary of the Treasury 

Morgenthau 

[Washington,! December 18, 19^8 

You have spoken of the request of Generalissimo Cbiang-Kal-Sbek for an 
additional $1 billion of financial aid to China to be used to help control inflation 
and for postwar reconstruction. 


I 

The facts roganling inflation In China and the pos.sibUlty of Its control 
through the use of dollar resources are as follows: 

Inflation in Chinn, ns yoti well know, arises from the grave Inadequacy of 
production for war needs and essential civilian consumption. Supplies have 
l)een drastically reduced by enemy occupation and the cutting off of Imports 
except the small amounts tiuit come by air or are smuggled from occupied 
territory. 

The Chinese Governinunt cannot collect sufficient taxes or borrow from the 
people In adequate amounts. As a consequence, the Government has been issuing 
3.5 billion yuan a month, twice the rate of a year ago. 

The official exchange rate for yuan Is now 5 cents; before China entered the 
war it was 30 cents. The open market rate for yuan in U. S. pajwr currency Is 
one cent and in terms of gold one-third of a cent. 

You have suggested the possibilit.v of our selling dollar currency for yuan to 
he resohl to Chinn after the war at no profit to us. No doubt something could 
lie done to alleviate inflation through the sale of gold or dollar currency in China. 
I have received Uie following message from Dr. Kung dated December 14: 

"You will be pleased to hear that the recent gold shipment is one of the 
outstanding factors contributing to the strengthening of fapl, because people 
believe that the arrival of gold has Increased the much needed reserve of our 
currency, thereby influencing the stability of prices. The action of the United 
Stales Government rc-nfflrms to the Chinese people that, despite difficulties aris¬ 
ing from the blockade and the cumulntlvo clTects of over six years of war against 
the Inva.sion, China has a powerful friend desirous of strengthening China’s 
economy ns conditions permit.” 

However, while something could be done to retard the rise in prices, the only 
real hope of controlling inflation Is by getting more goods into China. This, you 
know better than I. depends on future military operations. 
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11 

Cbina has tried two similar monetary remedies tor alleviating inllation without 
marked success. 

1 The Chinese Government issued and sold dollar securities for yuan, setting 
aside $200 milUon of the aid granted by this country for the redemption of the 
securiUes (These securities were sold at esorbitant profit to the buyers. For 
instance, a person holding $100 in United States currency could have quadrupled 
Ids money in less tlian two years by selling the currency for yuan on the oi^n 
market and buying the doUar securities issued by the Chinese Government.) 
I believe that the program made no significant contribution to the control of 

inflation. , 

2 The CTiinese Government has recently been selling gold at a price in yuan 

ciulvalent to $550 an ounce, about fifteen times the official rate. We have shipped 
to China more than $10 million of gold and they have sold about mdlion of 
gold for yuan. This program has not been tried sufficiently to warrant an> 

definite conclusion ns to its possible effect 

China now has $460 million of unpledged funds in the United States and Is 
getting about $20 million a month as a result of our expenditures. China could 
use these funds in selling gold or dollar assets for yuan. nlilu>ugh in my opinmi. 
such schemes in the past have had little effect except to give additional profits 
to insiders, speculators and hoarders ami dissipate foreign exchange resources 

that could be better used by China for reconstruction. 

Under the circumstances, a loon to China for these purposes could not be Jus¬ 
tified by the results that have been obtained. It is my opinion that a loan is 
unnecessary at this time and would be undesirable from the point of view of 
China and the United States. Large expenditures on Ineffei tlve measures for 
controlling inllation In China would be uii unwise use of her borrowing capacity 
which should be reserved for productive uses in other ways. On reconstruction, 
It is too soon for us to know the best use or the best form of the aid we might 
give to China. 

ReCOM UCNDATIONS 


For the past five years I have had u deep admiration for the valiant light that 
the Chinese people, under the leadership of Cliinng-Kni-Shek. have waged against 
Japanese aggrc-sslon. Therefore. I am In complete sympathy with your position 
that no stone be left unturned to retard the rise in prices. Using the tools 
we have at hand, I recommend the following: 

1. All United Slates expenditures in Cliino, currently $460 million yuan a 
month and rising rapidly, be met Uirougli the purchase of yuan with gold or 
dollar currency at whatever price we can get them for In the open market. 
This is equal to more than 10 percent of the present rate of issue. 

2. Accelerate the shipment of gold purchased by China to twice the amount 
we have previously planned to send. It should be possible to raise gold ship¬ 
ments from $0 million a month to about $12 million. At the present price for 
gold in the open market this would be equal to the present 3.5 billion of yuan 
currency tliat Is being issued. 

The Impact of this two-fold program should contribute to retarding Inflation, 
always bearing In mind that the basic reason for Inflation In China is the 
shortage of goods. 
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e Amhasssado!' in China {^Gauss) to Secretary Hxdl 


Chcnqkino, December 25, I94S 

1 called last eveniog In company with Atebeson upon President and Madame 
Chlang at their request. The only other person present was Wang Chong Hul 
who had been with them at Cairo. In reply to Cbiang's question, which he asked 
signillcantly, whether I had received any telegrams recently I said none of im¬ 
portance. The Generalissimo then asked my opinion of the situation in China, 
especially economic developments, and he observed that he would welcome any 
advice that I inlgtit offer and hear any plan I miglit suggest. 

In referring to the serioiisnes.s of economic conditions, he relterate<l his sug¬ 
gestion that I put forward any plan for amelioration. He then went on to say 
that in his country the coming year would be most crucial an'd tliat the faith 
of the Chinese people in China's national currency had so far prevented an 
ecoiumiic collapse. Cliiang soiil that it was essential that there be an early re¬ 
opening of Uic Burma Rond for so long as this road remnlns unopened Uic 
desperate economic situation of China renders it es.sential to support the value 
of the currency of China and maintain the rate of exchange. 

In reply to Cbiang's question as to whether I have studied the problem of Uic 
llnancial difficulties of China, I said that we try to keep up with the flnancial 
situation in the light of whatever Information is available and that from the 
American point of view one aspect which has lately been causing me much 
concern is the effect which the rate of exchange is having on the exp*»ndttures by 
the American Government for the American military forces with which China 
is being asslstiHl; those cxiienditurcs are now attaining high figures and when 
converteil at the artificial rate of exchange are coating the American Government 
twenty million dollars and over a month in American currency, which, while 
bcnefittlng China by accumulating n currency reserve in tlie Uniteil States, 
make for exiHuuliture.s by the United States eight to ten times as great as 
we would have to spend In the United States or elsewhere for services and 
facllitli>8 of a comparable character such as advance nlrbnse facilities which 
our forces urgently reiiuirc. I expressed my concern that ns Uils became known 
In our country it miglit cause serious criticism Uint the American Government 
and Army arc lieing cxploltcil and that such criticism would operate to Uic 
Injury of Chinn as well as of our war effort in China. 

The Geiicrnlls.slmo firmly affirmed that the exchange rate for Chinese currency 
cannot be altered. I replied that I entirely understood bis position on that point. 
I suggested however that there might be adopted without Involving n change In 
the exchange rate other proposals toward n solution of the problem, such as 
rcvei'sc Lend-Lease, or the proposal that the Secretary of the Treasury had made 
to Dr. Kung regarding the sale of gold. Mndame Chlnng observed that as Uiere 
was no market for gold, the efforts of the Chinese Government to sell gold had 
proved n failure. The Generalissimo affirmed that he had given study to the 
question of reverse Lend-Lease, that the whole flnancial situation bad been 
causing Kung and himself much anxiety, that it Is not possible to change the 
exchange rate and that support must be given to the value of Chinese currency, 
lie asked that I sec Dr. Kung again and Just before leaving the room In the 
way that Is his custom requested with a manifestation of some exasperation and 
emphasis that I make It known to our Treasury and military authorities that 
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both the economic and military collapse of China would result from a failure to 
support the currency of China. 

Madame Chiang indicated during the course of the conversation that the Presi¬ 
dent had been made acquainted at Cairo with the Generalissimo’s views on the 
seriousness of the situation. After Chlang had left she expressed herself em¬ 
phatically In regard to China’s economic difficulties and remarked with some bit¬ 
terness that about 200 Chinese dollars were being paid by China for the main¬ 
tenance of everv American soldier in China. She indicated that as our forces 
are augmented the cost would become intolerable and added that it is becoming 
more and more impos-siblo to And sufficient pigs, chickens, and cattle to feed the 
American troops (needed to supplement the amounts of supplies which we our¬ 
selves bring In). She said that it was Imperative that sufficient backing be ac¬ 
corded Chinese currency. 

T%vo. It is my belief that last evening's stage was set for soliciting the support 
of the Department of State for request of an additional American loan and that 
such a request was not put forward because of the diversion made to the subject 
of our expcndlttires for military purposes. On December 20 I was informe<l 
by Stilwell that a billion dollar loan had been requested by Chinng and that 
an answer was expected by Chlang that day. That he told me and no more. 

I assume that the rt^quest was made through military channels and in connec¬ 
tion with military talks. 

It is unfortunate that the Embassy is not kept fully advised of developments 
occurring in relations between the United States and China. 

In iny recent tcleginin there was carefully set forth the Embassy's view in 
regard to a further loan to Chinn at this time. It is my firm opinion that we 
should take a firm stand at this time on this question. In regard to military 
plans for a Burma campaign calculated to restore overland transportation to 
China, bellevecl by experts here to be the only po.csible measure for bettering 
the abnormal economic situation, I have no Informalion. I am ready to believe 
that although the foreign exchange rate is not of concern to the masses of the 
people, hoarders and speculators would avail themselves of any substantial 
change In that rate to accelerate rising prices still further. 

Nothing substantial has actually been done by the Chinese Government to find 
and deal with these speculators and hoarders. Nevertheless. I am of the 
opinion that China possesses substantial reserves of D. S. currency at this time 
and there might be taken, without reference to exchange rate as such, probably 
within the framework of the sale of gold and reverse Lend-Lease, reasonable 
measures to cope with the situation affecting our military expenditures in 

China. 

Although I do not pretend to pass Judgment in matters of a military char¬ 
acter, I should stress what we have repeatedly reported previously, namely, that 
economic and military conditions In China are deteriorating so fast that, in 
order to prevent collapse of China In dne course, military measures to restore the 
Burma Road and reopen land transportation to China are Imperative at an early 
date. The economic situation in China wdll not be helped by a loan from the 
United States at this Juncture. It can only be helped by successful military 
operations on an extensive scale. 
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Secretary of the TreaJtury Morgenthau to Secretary H-uU 


WASUir^oTOif* December 51, 

My DEAR Mr. Six-rfttaby : This is to acknowledge receipt of your letter of 
December 29th enclosing a report of Deceml>er Zi. 11M3 from Ambassador Gauss, 
I appreciate your sending me this telegram and hare found It of considerable 


interest. 

I see that Ambassador Gauss is in agreement with the views expre.ssed in our 
Memorandum to the President, a copy of which I sent to you in letter dnte<l 
December 20. 1M3. 

It would seem that no further steps can be taken regarding the Chinese request 
for a loan until we have received a reply to our Memorandum which, as you 
probably know, the President said he was going to forward to President Chlang 


Kai-shek. 

Sincerely yours. 


H. MoBOENTnAtJ, Jr. 


28 (y) 

Oeneraliesirno Chiang Kai-shek to President Roosevelt*'' 

I have received your recent telegram forwarded through Ambassador Gauss 
and am Imppy that you have recovered from your indisposition. 1 appreciate 
the fact that you have been endeavoring to And a solution to the economic 

problems of China even during your Illness. 

To my mind the proposals made by the Treasury Department are not Uiose of 
one allied nation to another but rather are in the nature of a commercial transac¬ 
tion. If put into practice these proiwsals would not increase China's economic 
strength in the prosecution of the war. On Urn contrary the impairment of 
the Chinese people's confidence In Japi would only add to her economic difficul¬ 
ties. I would not make this urgent appeal to you were It not for the fact that 
we are entering a most critical stage. I have reached the following conclusions 
after giving mature consideration to the future perilous economic situation In 
this war theater: 

(1) An out and out loan of one blUlon dollars from the United States would 
enable us partly to meet the deficit of the coming war budget and also through 
reciprocal aid to meet a part of Anierlcan military expenses In China, such as 
the repair and construction of airfields and necessary Installations, the feeding 
of American troops and the transportation of war materials, et cetera. 

(2) If It Is the opinion of the Treasury Department that it Is not able to accept 
the above proposal I suggest that such expenditures as are incurred by United 
States forces in China should be borne by the American Government. The 
Central Bank of China will facilitate exchange at the official rate of US$1 equals 
20 yuan. The rate Is unalterable In as much as wc cannot afford to shake the 
confidence o*f the people In fapl, which Is a stablUziDg factor amidst a world 
of uncertainty brought about by the vicissitudes of war. It Is only thus that 
we can directly maintain the credit of fapi and Indirectly save China from eco¬ 
nomic collapse. Such collapse would seriously affect the whole military posl- 


Traoamltted by the Ambassador tn China from Chungking, Jan. 16,1044. 
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tion of the Allies because of Chiua's inability to coutiiiue resistance for auy con¬ 
siderable length of time. 

The second of these proposals is outright help which tlie Chinese people 
and army would appreciate and when it is considered that the United States 
has been feeding even British and Hussian civilians this would be entirely in 
accordance with the Allied strategy of iwoling resources. As an example, I 
might point out here that following the buttle of Changteh 300.t>00 hou.«es in that 
area were left In ruins and less than 10 buildings still remain. In this respe<-'t 
the people of China have suffered incalculable losses since the commencement 
of our war of resistance seven years ago. Our sacrifice in men and materials both 
civil and military Is convincing proof of our willingness to give all that we aiv 
and everj'thing that we have to the Allied cause. One of the crack units of China, 
r»7th Division, has been entirely sacrificed. 

I felt keenly when I saw you in Cairo that with your vision and wisdom you 
completely comprehended the critical situation which now faces this country 
and that you were eager to extend to our people every mean.s of practical help 
In order to enable them to march forward shoulder to shoulder with the American 
I)eople to common victory. 1 was so encouraged that I hastened to reassure the 
Chinese people of the solidarity and strength of our unltinl efforts. I still feel 
sure that as leader of the Allied nations you will do all In your power to help 
China to continue her resistance and to do her full iwrt in the global war. You 
realize, I am sure, that I will do all in my power to rally the support of the 
Chinese nation to bring about speedy victory and that I have even gone to the 
length of delaying the reoi)ening of the Burma route so that essential amphibious 
equipment might be diverted to the lOuropeun theater, thereby disappointing all 
classes of my countrymen who still hear in their memorie.s the scar of the defeat 
suffered In the last Burma campaign as u result of which China lost large quanti¬ 
ties of men and «*qulpraeut through no fault of her own. 

In the event that the Treasury DeiMirtmeut feels unable to agree to cither 
of the above two proposals tlien China will be compelled to pursue Uie only course 
open to her, namely, to continue resistance against our common enemy Japan 
with all her available strength and for as long as possible, thus In a way dis¬ 
charging her responsibilities as a member of the United Nations. In that even¬ 
tuality she would have to iwrmit her wartime economy and finances to follow the 
natural course of events. In such a case the Chinese Govornment would have 
no means at its disposal to meet the requirements of United Suites forces in 
China and consequently the American Army in China would have to depend upon 
itself to execute any and all of its projects, for to our great regret we would be 
placed inevitably in a i>ositlon In which we could not make any further material 
or financial coutrihutiou, including the construction of works for military use. 

28 (z) 

The Amhasnador in China {Gaues) to Secretary Hall 

Cbunokinq, January 16, 194i 

Tbe G^oerali^aiiuo requested that tlie Aiubussudor Inform the Departments of 
8tate» Treasury and War that Cblna would nut be asking for anything were it 
not for the critical military and economic situation because China has pride In 
helping herself and In being self-sufficient; that the Geuerullsslmo assured the 
Ambaasador that any financial or material assistance rendered China by the 



494 


U. S. RELATIONS WITH CHINA 


United States would not be hoarded for post-war purposes; that China would not 
take advantage of anj" situation to profit thereby and that China Is neither a 
petty thief nor a robber baron. The Genernllsslmo said China had not asked for 
a.‘«.‘^istance last year or the year before. But the situation now Is very much worse 
than a year ago and the cost of asslstitig American forces in China has become 
such a great strain that China is unable to keep up such assistance and that if 
the Treasury Department cannot help China financially, the American Army In 
China tvlll have to depend on itself after March 1. The Generalissimo said that 
the United States forces have six weeks to make preparations and th.at after 
March 1 China could not be of material or financial assistance in connection with 
any project the American forces might have In mind. The Ambassador inquired 
whether this meant China would be unable to cooperate militarily with the 
United States forces In China. The Generalls-siino replied that what he meant 
was tliat after March 1 American forces must look after themselves. Mr. Atche- 
son said he assumed this meant that the American forces must finance themselves 
and also make necessary arrangements for the purchase of supplies, construe- 
lion materials and labor. The Generalissimo replied in the afllrmatlve and said 
that China wouhl of course continue to fight ns long as she could and that as 
indicated In the latter part of his me.ssage to the Press .she will carry on until 
the Inevitable military and economic collapse and then will do the best possible 
under existing clrcumslance.s. GcneraUsslmo Chinng snld that within the past 
two weeks he had jjpproved requests of United States Army headquarters that 
China undertake airfield projects which would cost the enormous sum of 13 
billion dollars and that China simply could not finance such projects. (Mudume 
Chlang said as an interesting sidelight that every American soldier In China 
cost the Chinese Government Uirec hundred Chinese dollars per day; that there 
are several thousand American soldiers and that a great increase in the number 
of these Is contemplatetl. She said furthermore that at Urn current cost of mili¬ 
tary rice 300 Chinese dollars would feed a Chinese soldier for a month; that after 
March 1 the United States Army would also have to feed its own soldiers and 
tliat the United States will have to deiwnd upon itself. Madame Chlang said that 
date of March first was an Implementation of the Generalissimo's statement sot 
forth in the last paragraph of his message to the President.) 

The Ambassador stated that it was his Impression tliat it Is the view of Amer¬ 
ican economists that no nmount of American money to the credit of China in 
the United States could remedy China's economic and financial situation any 
more than would bo the case If our entire output of machine guns were liypothe- 
caled to Chinn but remained in the United States. The Generalissimo replied 
that American economists know American economy and world economy In gen¬ 
eral but do not understand Chinese economy or Chinese psychology, the latter 
having u great deal to do with the situation In China. The Generalissimo said 
that the exchange rate Is absolutely unalterable; that a maintenance of fopi Is 
necessary to maintain public confidence; that a loan even though the actual 
cash remained In the United States would be regarded by Uie Chinese people 
as a reserve for fapi. 

In reply to Mr. Atclicson's Inquiry the Generalissimo snld that the question 
of the Commission proposed by Mr. Morgenthau was covered In that section of 
bis message referring to tlic Treasury’s proposals. Mr. Atcheson pointed out 
that this was a suggestion made by the President. The Generalissimo replied 
that the Commission would be acting under directions of the Treasury and along 
the lines of the proposals made by the Treosury. 
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The Ambassador reported further that after his return to the Embassy Madame 
(’hiang telephoned him to say that if the Commission planned to discuss the 
proposals made by the Treasury there was no use In Its coming bxit if 
sent out to discuss the two proposals made by the Generalissimo it would be 
welcome. Among various arguments advanced by Madame Chlang was one to 
the effect that the expenditures of the United States forces in China amounting 
to approximately U. S. $20,000,000 i>er month could not be dumped on the black 
market In a day and that dumping of even U. S. $1,000,000 would swiftly and 
extensivelj* lower the black market rate. 

The Ambassador added that his comments would follow. 

The Ambassador reported that while the Generalissimo rejected the sugffes- 
tlon of sending a commis.slon to China to confer on the proposals made by the 
Treasury, he has not closed the door entirely to such a commission provided It 
comes to discuss the Generalissimo's proposals, namely, a loan or as.sumption 
by our Army of all expenses incurred by it in the China theater without financial 

or material assistance from the Chinese Government. 

The Ambas-sador stated that if he knew of any possible means which the 
United States could utiH7.e to provide aid to China at this time cither to trans¬ 
form her contribution to the general war effort Into .something affirmative or to 
support the present economic situation which continues rapidly to deteriorate 
he would heartily advocate it. The Ambassador said he would at all times prefer 
to see us operate In China without Chinese aid : that we could completely Justify 
our heavy expenditures in China on the basis of spiraling prices which China must 
also meet in her own operations; but to be compelled to increase these heavy 
expenditures another five tlnie.s because of the unreulistic attitude on the exchange 
rates creates a situation which might readily le:»d to a charge of exploitation and 
react unfavorably for China If it became known In the Unlle<l States. 

The Ambassador said that since he had not been Informed In regard to com¬ 
mitments or military and other plans be could not suggest how far If at all 
pressure might ta? brought to bear upon China, but expressed Uie opinion that, 
however unpleasant these developments may be, and however unfortunate It 
may be that disagreements with China over money matters should have arisen, 
we should maintain a firm position declining to bo coerced by petulant gestures 

or threats. , . ,, 

The Ambassador concluded bis message by stating that the conversation held 

the preceding evening was calm and friendly on both sides and that the Gen¬ 
eralissimo and Madame Chlang were most cordial throughout 

28 :(aa) 

Message From General StUweH to General Somervelly March 27^ 19U 

[Extract] 

We are now hoping that the Chinese may take a more realistic atUtude on 
money matters. The Geuerallssimo Is pressing Kung to effect agreement although 
mention of the phrase “exchange rate” sends the Generalissimo Into a tallspln. 
We would like to have permission to explore the possibilities of the following plan, 
the only one which has a chance of success at the present time. 

That the Chinese continue to advance CN to U. S. Army according to our needs 
and their ability. At the beginning of each three-month period, the U. S. to decide 
on a euro of U. S. dollars which will be advanced to the Chinese during the period. 
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I'or the next three-month period this sum to be fifnired between 100 and 200, prob 
ably between 12') anrl 105, U. S. requirements in CN to be kept secret, while the 
Chinese may publicize our "contriluitlon" if they think wise for stabillz-ation 
piiriwses. The rate of exchange will not come into the transaction, and the deci¬ 
sion on final benefit derlve<l by tlie Cldnese and U. S. respectirely will be left to 

postwar rio;joliation. 

We think that tho •‘tri-nionlhly rntio’‘ between the two contributions will 
become the de facto rate of final settlement, since postwar stabilization of rale 
must certainly be at a much lower figure. To raise a portion of tbelr contribu¬ 
tion to U. S- in the least inflationary iiiaimer the Chinese to be urged to soil gold 
ami U. R. dollars on joint aeeount. Tliis procetlure Is preferable to our sale on 
iiiir own account since the sales will probably produce only 20 percent of o\ir 
requirement We fully realize tlie dlsadrantage of postwar negotiation on final 
rate, hut think that tlie ilangers are more imaginary tlian real. 


28 (M>) 

Secretary of ^Yar StimAon to Prexidertt Roosr.veft 

Washington, ilav 26, t9i4 

Drar Mr. Pri:8IDent; I submit herewith a chronological rt'sutni^ of the nego¬ 
tiations with the Chinese Government with respe<'t to the rates of exchange cover¬ 
ing our expenditures In China. Since the n'sumi' necessarily Is somewhat long. 

I am also summarizing herewltl* its context. 

When our troops first arrived In Chinn they found an agreed exchange rate 
of $20 (Chinese) for $1 (U.S.), which even flien had no realistic relationship to 
the purchasing value of the Chinese yuan. However, our requirements for food 
and housing were small and tlie expenditures were nsstimed by the Chinese Oov- 
«'rnniont whlidi also umlorlook the rtNjuisIle airport c<instruction. In the fall 
of 1043 when General Somervell visited Chungking, this situation had changed 
and important construction was delayeil. ns tho Chinese Government had not 
provided stifilclent funds. General Stllwell was making direct expenditures to 
«*b(aln nece-s-sary speed in completing urgently needed facilities. 

General Somervell projinscd to Dr. Kiing the eslnbllshment of a more favorable 
exchange rate. He sugge.stcd a rale of 100 to 1 In comparison with the then 
black market rate of 120 to 1. He proposed that we continue to procure $20 
(Chinese) for each $1 (U.S.) with the Chlne.se cither to donate or to make avail¬ 
able under reverse lend-lcnse $80 (Chinese) for each $1 (D.S.). 

At the Cairo Conference the United States ngrcetl to finance further construe- 
I b>n expenditures. However tho exchange rate was not discussed. The General- 
is.slnio on his return cabled you requesting cltlicr a loan of $1.(100,000,000 (U.S.), 
<ir the payment of Chinese expenditures at a 20 to 1 rate. As this would have 
made our expenditures in China astronomical, you dlsnpprovetl the proposal and 
urged the Generalissimo to accept proposals offered by our representatives. 

The Chinese had been threatening to discontinue construction. With the re¬ 
ceipt of your message, they agreed to provide $2,500,000,000 (Chinese) and we 
in turn agreed to deposit $25,000,000 to Chinese account In this country. This 
was in e(Toct a 100 to 1 rate, but the Chinese would not continue the arrange¬ 
ment on a monthly basis. We also forwarded $20,000,000 (U.S.) at Chinese re¬ 
quest for purchase by the Chinese In the black market to low’er the rate. There 
was little confidence In this proposal and the money has not as yet been turned 
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over to tlie Chinese. Nevertheless, the Chinese continued to advance funds for 
the construction progfram subject to our shipment of $5,000,000,000 (Chinese) 
per month into Chinn. This is continuing nnd work to date has not been held up. 

The Chinese have advanced us S7,000.000.(K)0 (Chinese) and have received 
in partial payment the one deposit of S2.".000.000. Manifestly, they are worried 
as to the rate for repayment. For the lirst time we occupy the favorable posi¬ 
tion. We have advised the Chinese consistently of our willingne.ss to bear these 
expenditures at a reasonable exchange rate. The 00 to 1 rate recently proposed 
by Dr. Rung with $20 (Cliinese) to be purchased for each $1 (U.S.) and $40 
(Chine.se) to be provided under reverse lend-lease is not realistic in view of the 
present black market rate. We are not adverse to a reverse lend-lease arrange¬ 
ment of this type, though we do object to an unrealistic rate; and although it 
would re.sult in the Chinese ol)talning a greater credit for future settlement, it 
would appear nmst unlikely that funds receive<l under reverse lend-lease at 
any rate approaching realism would at any time even closely approach the 
dollar value of direct lend-lease aid. 

Perhaps our war program in China has contributed somewhat to Inflation. 
However, the number of our troops and the magnitude of our construction are 
not sufficient to have a major effect. The Chinese report expenditures at ni>- 
proximatel.v SlO.OhO.OOd.fXK) (Chinese) for suppoi*! of our troops and for con¬ 
struction prior to the Cairo Conference. They have advanced $7,000,000,000 
(Chinese) for constniction authori7.ed at Cairo. In turn the United Stotes has 
lend-leascd goods valued at $413,000,000 (U.S.). The Treasury Department 
granted a credit to the Chinese Government of $500,000,000 (U.S.), against 
which It drew $243,000,000. The FEA has purchased goods for $48,000,000 (U.S.) 
at a 20 to 1 rate. Our forces in China liave expended through February 1044 u 
iotal of $155,000,000 (U.S.) at the rate of 20 to 1. Tlie llnnucial contribution of 
the United States has been mo.st substantia) nnd greatly in excess of the Chinese 
expotiditures even at the 20 to 1 rate. A sottlcmont of the $7,000,000,000 
(Chinese) construction advance alone at the 20 to 1 rate would invulve a premium 
payment of over $300,000,000 (U.S.) compared with a rate of 150 to 1, and the 
latter Is below current black market 

The black market is continuing to rise. The rate at tlie present time should 
not l>e less titan 150 to 1 and even this rate should be revised periodically unless 
the Chinese Government controls inflation. 


The War Department believes that our repre.sentatlves should continue to 
stand firm for a realistic rate. In view of the effect of any rate on military 
planning, commitments should not he made in Chungking without clearance in 
Washington by the Treasury Department nnd your approval. 

Respectfully yours, 

Henby L. Stimson 


[Euclosure] 

ov Chinese Exchanub Situation, 19 May 1944 

1. The exchange situation in China first was brought to the utteutiou of the 
War Department by General Stihvell curly in 1943, at which time he reiwrted that 
the official rate of exchange of 20 to 1 was not realistic, inasmuch as the open 
market rate at that time was around 40 to 1 and iucreusiug rapidly. He called 
attention to the fact that with the large exi>euditures cuuiemplated by the Army, 
definite steps should be taken to have a new official rate established. 
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2. TLf offlclJil rate of excbuiige of 20 to 1 was established Id August 1041 aud 
has been supported by the U. S. Gofeniment as a measure of making effective 
the stablliaitiOD agreement entered into with Chinn at the same time. This 

stnbllizailon agreement expired in January 1044. 

3. When the matter of the rate was first reiwrted by General Stllwell the Treas¬ 
ury Department was requested to give some consideration to having the Chinese 
elTect a change in the rate and during the latter part of 1943, that deiMjrtment 
endeavored to obtain some relief in the matter. These efforts included a change 
ill the official rate, the granting of a special rate to the United Slates or the sale 
of gold at an advantageous price to use the proceeds to decrease the excessive 
costs of the War Department's exiH'iulitures In China because of the unrealistic 
rate. 

4. Wltl> a knowledge of the State and Treasury Department aud undoubtedly 
with the full knowledge of the Chlnc.se Government, the War Di'partmeiit has 
been i)aying its personnel in Chinn U. S. currency and permitting that iRirsonnel 
to go Into tl»- open or black market and purchase Chinese curreiu’y at any avail¬ 
able rate. Ljiter, the State and Treasury Department re*iuested the War Depart¬ 
ment to ship United States currency to China for use In imying personnel and 
operating expenses. The War Department has been reluctant to having its 
soldiers dealing In Itlnek market operatlon.s, but for morale purpose.s. it could 
not do other tiian autliori//* such a procedure in view of its failure to lltid oilier 
means of giving Us men in China sufflclent local currency to olf.sct the unrealistic 
exchange rate. In addition to the morale factor, there has been tlie ever increas¬ 
ing expenditures by llio War Department for supplies nn<l construction. 

5. Falling to scettre relief through a change in the official rate, tlie War De- 
purtment, early in 1943 felt the need for a reciprocal Lend-Lease agreement with 
Chinn and the Chinese Ooverniuent indicated that they may he willing to enter 
into such an agreement. Accordingly, an agreement was drafted for submis¬ 
sion to the Chinese. In view of the exchange situation and tlie fact that the 
Treasury Department expressed the view that efforts up to tliat lime to secure 
a better »»fflclal rate of exchange had proved fruitless, it was decided to Include 
In tlie reciprocal Lend-I^ase ngroement, in addition to the provisions to direct 
aid In kind, a siwtlon to the effect that the Chinese Government would provide 
funds In Chinese currency to l)e used by the U. S. In direct purchase of sup¬ 
plies. materials, facilities and services in lieu of reciprocal aid In kind and 
to meet the essential governinontnl and nilUtnry needs for Chinese currency. 
The understanding was that this currency received under the agreement could 
lie used In reducing the excessive cost to the U. S. of expenditures for 
personnel and other purposes on account of the unrealistic Chinese exchange 
rate. This reciprocal Lend-Lcaso agreement was presented to Dr. Soong. 
Foreign Minister of the Chinese government by the State Department In Wash¬ 
ington in May 1943 with a memorandum explaining the purpose of the financial 
provisions thereof. The agreement was submitted to General Stllwell in China 
and was concurred In by him In view of the apparent impossibility of securing 
a proper exchange rate. 

0. In October 1943 General Somervell visited Chungking. He was advised by 
General Stllwell that delays occurring In construction necessitated direct con¬ 
tractual expenditures by United States forces. The artificial exchange rate of 
20 to 1 as compared with a black market rate of 120 to 1 was resulting In 
exorbitant costs. General Stllwell believed that a better arrangement was 
essential to our planned operations. General Somervell, with the knowledge 
and consent of the Ambassador, proposed to Dr. Kung, subject to ratification 
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l»y the U. S. authorities In Washington, that the Chinese Government make 
available to our forces the requisite Chinese currency to support these forces 
and the military construction under one of two alternatives; 

а. The United States would deposit to Chinese account in the United States 
$1 U. S. for each §100 CN furnished, this deposit to be credited against an 
official exchange rate of 20 to 1, with the remaining $S0 CN to be a contribution 
of the Chinese Oovernment to our joint war effort (this arrangement would 
protect publicly the 20 to 1 official rate) ; or, 

б. The Chinese Government would provide the requisite funds with the Unitetl 
States depositing to Chinese account $1 U.S. for $20 CN of each $1(X) CN made 
available, the remaining $80 CN to be provided under a reverse lend-lease agree¬ 
ment. 

Dr. Rung appeared to view these proiwsals as feasible and promised to place 
them before the Generalissimo for approval. 

7. Shortly after General SoinerveU’s return to the Unlte<l States in November, 
and before the proposals could be carried further, the Cairo Conference was held. 
The Generalissimo attended this conference. It is understood that he was advised 
that the United States wa.s prepared to hear the cost of its mlUtiiry effort in Chinn. 
It Is not understood that the question of exchange rate.s was considered. Subse¬ 
quent to the conference, as Indicated in tlie report of Ambassador Gauss, January 
Id, 19-14, the Generalissimo in a message to the President urged that a loan of 
$1,000,000,000 U.S. be made to China, or that, otherwise, the United States 
assume full responsibility for its expenditures in China at a 20 to 1 rate. 

8. The Treasury Department was then negotiating with the Chinese Govern¬ 
ment with a view to transporting gold to China for purchase of Chinese currency 
in the open market to control inflation and to secure a better exebauge rate. 
These negotiations did not api>car to be progressing rapidly. The Secretary of 
Treasury recognizing the urgency of the airport construction program authorized 
the War Department to proceed with its own negotiations. 

Representatives of the State Department concurred in this arrangement. Our 
military representatives were authorized to advise the Chinese that the United 
States was prepared to accept full responsibility for its mlUUiry expenditures 
subject to the esCnblishuient of a reasonable exchange rate which would have 
some relatioDsbip to the actual parclmslug power of the Chinese dollar. On in 
January our Commauding General In Chinn and State Department representatives 
were advised to press for an early completion of a reverse lend-lease agreement 
concurrently with an agreement to be presented by military representatives with 
respect to the funds to be made available by the Chinese Government to cover 
our military expenditures. The military representatives were advised to keep 
in constant touch with the State Department and Treasury Department repre¬ 
sentatives so that any action taken in Chungking would be jolutly understood. 
Mr. EMward C. Acheson was sent to C^ina to assist the Commanding General in 
presenting the proposed fiscal arrangement. 

0. In reply to the Generalissimo’s request, referred to above, the President 
urged the acceptance of the proposal submitted by our military ond diplomatic 
represeotatires. It is to be noted that the authorities In this country were In 
agreement that there was little merit in the proposed loan to China. 

10. Our military and diplomatic representatives proceeded with the negotia¬ 
tions. In the latter part of January estimates became available with respect to 
the substantial construction costs Involved in the new airport projects. Mean¬ 
while the black market exchange rate had continued to advance and payments In 
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American dollars at a 20 to 1 rale would have become astronomical In com¬ 
parison to the value reodvetl In work. The War I)ei>artment would have found 
it necessary to have requested additional funds for the i>uri)Ose from Congress and 
was apprelieiisive that the exorbitant costs would have serious repercussions. 
.\gnin on 24 .laiiuary our luilitnry representatives were advised to maintain a 
llrm stand, but to inform the Chinese Government that the Unitwl SUtes was 
prepared to place to Chinese account the L’.S. dollar equivalent of any Chinese 
I'linds made availaldc under general arrangements which they would suggest to 
\hc Chinese Government, 

11. Dr. Kung was designated by the Generalissimo to receive the United States’ 
jiroposals. Onr representatives proposed ns an interim measure that the Uolte<l 
States would pur< base S1.0(Ht.tKk).(KK) CN at the rate «.f 4d to 1 tlirough the deposit 
t>f $20,000,000 T^.S. to Chinese account In this country. The Chinese Government 
would ad<l $l.r.OO.OOO.(KK) CN to this account. This proposal would have estab- 
lishwl an interim e.xclmnge rate of 100 to 1. The Chinese Government did advance 
the first funds and the $2.o.000.000 U.S. in payment thereof was deposited to 
Chinese accoiitit. However the Chinese Government did not accept the proposal 
ns a continuing measure. On 3 February Dr. Kung made a counter-proposal to 
<'ontinue the official e.xchattge rate of 20 to 1 with the ('eiitral (•overnmeiit con¬ 
tribution $10 CN more for each $1 U.S. under reverse lend-lense. Our representa¬ 
tives turned down (his proposal. They advised us on 12 February that they could 
see no benefit in further proposals. However, Dr. Kung was asked to advance 
$1,000,0(M).000 CN per month during the remainder of the negotiations with the 
repayment rate to be decided during negotiations. 

12. Report of eipondltures at this time indicated that our own expenditures 
In China had Increased from $400,000 In January 1943 to $23,000,000 In Decem¬ 
ber. Estimates for airport and other construction Indicated a requirement of 
approximately $2,500,000,000 CN monthly, rnyment for these funds at a 20 to 1 
rate ns compared with the proposed 100 to 1 rate would have resulted In on 
annual premium to the Chinese Government in excess of $1,000,000,000. However, 
the proposed rate of 100 to 1 was still below the real purchasing value which was 
more adequately expre.ssed by the black market rate which had reached 160 to 1. 
On February 20 General Stllwell was ndvlse<l that he must continue to take a 
firm stand while still expresshig the willingness of the United States to bear full 
costs at a reasonable exchange rate. On February 25 we were advised by our 
military representatives that Dr. Kung liad asked for $20,000,000 U. S. to be 
flnwD to Chinn ns an n«lvnnee fo the Chinese account with the rate to be deter¬ 
mined later. These funds Dr. Kung proposed to use for the purchase of Chinese 
currency In the black market In an effort to drive down the black market rate. 
At the suggestion of our representatives, and with the approvol of the Treasury 
Department, this money was flown to India In the understanding that $5,000,000 
U. S. was to be made available to the Chinese Government to test the effect of the 
proposed purchases prior to utilizing the full amount. These funds have not as 
yet been turned over to the Chinese Government ns our representatlvea on the 
ground felt that the transfer might prove detrimental In view of the existing 
status of negotiations. 

13. On March 2 our representatives advised us that the Chinese Government 
had agreed to furnish not to exceed $5,000,000,000 CN per month to our forces 
provided the requisite money In Chinese currency was shipped from the United 
States, with March and April requirements to be shipped by air. Arrangements 
were made to meet this request. 
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14. During the period of iieguliutious the coiistructiou work has been priKiHHl- 
iijg satisfactorily. As our proposal with resiH'Ct to the deposit of $25,000,000 U. S. 
per month to tlie Chinese account In the Uiiitetl States in exchange for $2,500.- 
000,000 CN had not been accepted by tlie Chinese Government, only the initial 
deposit was made. Since we are obtaining all of the funds needed without an 
exchange commitment, our representatives in Cliina believed it undesirable to 
submit further proposals to the Chinese. They awaited counter-proposals from 
the Chinese Government. On May 7 onr representatives advised us that the 
Chinese were pressing hard for a financial agreement at a 00 to 1 rate, $40 CN 
of each $60 CN furnished to be credited as reverse lead-lease. As the black 
market was continuing to rise, our representatives were unwilling to accept this 
offer and insisted on a three mouths' agreeiueiit for a rate of 150 to 1. Our rep¬ 
resentatives In the field reportwl that tlie Chinese Government wiuild make u 
direct appeal to the United States. 

15. It is imi>ortant to note that the Chinese G(*venimeiil lias receded con¬ 
siderably from its stand taken in 1043, and from its even more adamant stand 
taken in December 15)43 and January 1944, as u result of the firm position taken 
by the United States. While tlio work undertaken by the American forces and 
payment therefor may aggravate tlie distress of tlie Chinese economy. It is very 
doubtful If its influence on the inflation difficulties is n major contribufing factor. 
In local areas where work is being carrieil on. our expenditures will have more 
serious effect on inllntloimry difBcultit^^ than elsewhere, but even there our 
expemlltures are not the primary cause of their economic disturbanee. In any 
event, it Is dilllcult to understand the effect of the rate of exchange on this 
economy as tlie United State.s funds made available to China would aecumulate 
as a credit to be drawn against after the war. It would be difficult to Justify an 
artificial exchange rate which would make the cost of American participation in 
the war in Chinn out of all proportion to the actual value of the work received, 
particularly taking into consideration the relatively low cost of labor in China as 
compared with the United States. 

IG. The extent of United States aid to China must also be taken into considera¬ 
tion In determining the exclinngc rate which is to be accepted. Lend-Lease aid to 
China has aggregated more tlian $400,000,000 U.S., although some of the Lend- 
Lease material is still stock piled in India ns transportation lias not been avail¬ 
able for its movement to China. At a realistic rate, this I.end-Lcase expenditure 
alone is eiiuivalcut to $00,000,000,000 CN. 

In addition tfieroto, the Treasury Department grunted u credit to the Chinese 
Government of $500,000,000 U.S. in March 1942 against which $243,000,000 has 
been drawn at the end of 1043. 

The Foreign Economic Administration will have purchased In China from 1941 
through June 1044 appruxliiiutely $48,000,000 U.S. which at the ofllcial rate 
would purchosc $5100,000,000 CN worth of merchandise (strategic materials). At 
u realistic rate of 100 to 1 as u conservative average for the period, these pur¬ 
chases would have cost only $9,000,000 U.S. Tliis means that over the period 
the Chinese Guverainent had hwn benellted as a i‘e.sult of the unrealistic ex¬ 
change rate by a preuiiuiu of $38,400,000 U.S. 

Likewise, our forces In China have expended for the period 1 .January 1943 to 
include February 1944 a total of $155,550,000 U.S. which at the official rate of 
exchange total $3,111,000,000 CN. Expenditures during the month of March and 
April 1944 have been ou the basis of the new agreement, whereby the Chinese 
advanced to us the currency required for our needs and we In turn deposited 
U. S. currency to the credit of the Chinese Government in such amount as the 
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CommaDding GeneraJ. U. S. Forces reports as properly due. The total amount 
reported by the Commanding General. U. S. Forces under this agreement to have 
been received up to April 23 is $7,080,000,000 CN. (^o^v much of this should 
be credited as a Chinese contribution to the war effort, and how much the 
United States Government Is expected to reimburse the Chinese cannot be de¬ 
termined In Washington at this time In view of the fact that negotiations in this 
respect are being carried on by General Stllwell in China.) This is a total 
expenditure in Chinese currency to dote of $10,701,000,000 CN. This would cost 
the U. S. at the official rate of 20 to 1 $530,550,000 U.S. whereas at a realisUc 
rate of 150 to 1 It would cost only $72,000,000. This moans that the U. S. pays 
a premium on these expenditures of $467,550,000 due to the unrealistic rate. 

Dr. Kung in a letter to the Secretary of War has reported Chinese exi)enditures 
during part of February and all of March and April as aggregating $7,016,000,000 
CN. The Chinese state, however, in addition to this amount the Chinese Govern¬ 
ment has paid out since September 1042 for construction of alrOelds. barracks, 
air force supplies and improvement of roads at the request of the United States 

authorities a total of $10,878,260,457 CN. 

While the cost of the services furnished the United States forces In China 
cannot be verlfled, his estimate of construction cost in 1044 of $7,000,000,000 
CN is in agreement with our own figures. The United States has deposited 
against thl.s advance of $7,000,000,000 CN the sum of $25,000,000 U.S. to Chinese 
credit In the United States. 

17. In view of the large sums involved and the continuing expenditures, It Is 
apparent that the agreed exchange rate may have a decided Influence on military 
Migrations and on military planning. While It is desirable for a firm agreement 
to be effected at the earliest possible date, the importance of such agreement 
to contemplated mlUUiry operations warrants Its careful consideration In Wash¬ 
ington before it is accepted forrnam-. It is suggested, therefore, that any ar- 
rangements which may he proiwsod in Chungking be tentaUvo untU their effect 
on military operations can be studied by our Government In Washington so that 
ail factors may be taken Into consideration. It Is apparent that the American 
position has constantly Improved during the progress of the negotiations as a 
result of the firm stand taken by all of our representatives working in close 
agreement. Meanwhile, military construction has proceeded without delay. 


28 (cc) 

Minutes of a Meeting on Chinese Gold Purchases^ 

Present: Mr. White 

Mr. Bernstein 
Mr. Hsl te-mou 
Mr. T. L. Soong 
Mr. Y. C. Koo 
Mr. Adler 

Mr. Hsl gave Mr. ^Vblte a copy of the following telegram from K. K, Kwok: 

“As Federal Reserve Bank of New York advised having shipped balance by plane 
thus exhausting our $20 mllUon and as sales sUll extremely heavy and recent 
arrivals far from being adequate to meet outotandlug contracts, please request 

a Held la the office of Mr. H. D. While, Director of the Dlvlalon of Monetary Reaearch. 
TreABurj Department* oo Oct, 2i 1944. 
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U. S. Treasury ioimetliutely transfer USS2<) million or if possible iiune out of 
$200 million and sliip by plane. Please contact Adler and give him iny best 
regards.” 

Mr. White raised the general question of the merits of selling US$21K) inillion 
of gold in the existing situation, lie pointed out that China's gold would be an 
enoruiotis asset to her after the war if still conserved as it could provide a base 
for economic reconstruction as well as for reorganization of the currency. If 
it were sold now it might have some little psychological effect but could not 
substantially retard rising prices or the basic cc-onomic situation which was due 
to the acute scarcity of goods. Moreover, much of the gold would <lisapj>ear into 
boards and might emerge from those hoards either very slowly or not at all. 
Mr. White asked who was buying the gold and Mr. Koo replied that it was dis¬ 
tributed from Chungking to Sian, Lanchow. Chengtu. etc. where it was bought 
by farmers and nmah.s. 

Mr. Y. C. Koo indicated that sale of gold had hud so!ue benelicial effect and 
that the cessation of the sale of gold would send prices skyrocketing. The ques¬ 
tion was theu raised of the discrep;mcy between the price at which gold was .sohl 
by the Central Bank and the black market pric-e. Mr. White pointinl out that 
with the existence of such a spread sometimes amounting to CN$.>-G,U00 some¬ 
body was makitig a profit and it was not the government. Tlie Secretary had 
shown some interest In this question. Mr. Soong expres.sed surprise that the 
spread had been so high, Mr. Adler adding that it had been as much us 
of the official price in the early part of September and tlieii had dropped to 
CNIl.nOO with the arrival of gold. There was some discussion of the relatlon- 
.ship between spot and forward prices, Messrs. Koo and Soong claiming that tlie 
main reason for the discrepancy between the price at which the Central Bank 
sold and the black market price was the uoii-availnbillty of supplies iu Chung¬ 
king. If there were sufliclent supplies of gold, the discrepancy could Ik* oblit¬ 
erated. Mr. Ilsi pointed out that even with current arrivals, forward sales 
exceeded Central Bunk’s supplies of gold. It was also pointed out that the 
existence of high rates of interest might explain part of the discrepancy between 
spot and forward but after some comment by Mr. White and Mr. Bernstein, 
Messrs. Soong and Koo emphasized that the market's lack of confldejice in the 
Central Bank's ability to procure adequate supplies was apparently the main 
reason. 

Mr. White fwlnted out that it was cheaper for the Central Government to print 
fupl than to absorb fapi In exchange for gold at a time when the dent that was 
belBg made by the sale of gold was not significantly large. Mr. Koo stated 
that In the month of July two billion fapi liad been absorbed by the sale of gold, 
•Mr. Adler adding that the note issue in July was 9 billion fapi. Mr. Y. C. Koo 
mentioned that U.S. Army exi)endlture8 had been the major factor In the de¬ 
terioration of the economic situation and alluded to the good relations that had 
existed between the Treasury and the Ministry of Finance during the past ten 
years. Mr. White said tliere was no question of that; In fact were it not for these 
good relations the Treasury would not be Interested In how China utlllzetl her 
gold. He was anxious to see that she got the maximum advantage from such 
utilization. 

Be asked how much gold China bad left. Mr. Hsl replied that she bad VS 
$10 million left from a previous account and that Dr. Kung was anxious to get 
more gold through use of the half billion dollar loan. In fact, Dr. Kung was 
asking for $50 million of gold for sale of gold bullion and $100 million of gold 
for minting token coins. Mr. Koo and Mr. Soong stressed the fact that the cessa- 

&44S38—«9-39 
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tion of the sale of gold would have ver>- serious effects at this time. Mr. White 
asked whether people who bought fonvard could receive cash for Uiolr delivery 
cei tilicateB and the answer was in the nflirumtive. Mr. White pointed out this fact 
should reduce the .spread between spot nn<l forward. Mr. Adler asked why the 
price i>f gold had been lowered in July. Mr. Koo and Mr. Hsl said they would 
cable to Chungking for an exphnintlon, Mr. Hsl confessing that It appeared to 
have been a misUike. 

Mr, Hsl expressed the desire to take up the question of the minting of coins. 
Mr. Wliite Indicated that It should be taken up with Mr. Adler and the people 
from the Mint. 

Mr. White eonclud«*d the meeting by saying that he would take up the matter 
with the Secretary and get in touch with the Chinese again. 


28 (del) 

Memorandmn by Secretary of the Treasury Morenthau^ 


1. This lueinomnduiii does n«*t deal with the questions of textiles and trucks 
which were Included In the program which was presented to this Government. 
The urgency of China’s need for these items and their bearing upon Inflation are 
recognized. They are omitted because our supply authorities are In the process 
of making an ovor-all determination of requirements and supplies and are not 
yet In a position to make a decision re8i>ectlng Chinn’s requests. 

2. We are agreed that any program to stabilize the currency and to check 
Inflatit.n should comprise a broad series of measures In the following categories: 


(a) Monetary and bonking rehabilitation. 

(b) Foreign exchange stabilization. 

(c) Fiscal and administrative reforms. 

(d) Increase of supplies and linprovciiient In their distribution. 

3. We are anxious to give full supiwrt to an effective nntl-lnflatlonary program 
for China. It Is therefore recommended that a Currency Stabilization Fund of 
S500 million be constituted for this purpose from the remaining $240 million of 
the United States loatj to China and from Chinn’s existing dollar balances. Such 
an allocation of this romuinder of the United States loan would be In strict 
accordance with the spirit and the letter of the ll>42 financial agreement. The 
Fund would be set aslilo with firm mutual commitment on the part of China and 


the United States as to its purposes and avallublllty. 

It is envisaged that the use.s to which this Currency Stabilization Fund would 
bo put would be part of a broad concerted program for combatting Inflation and 
for currency stabilization and these uses would bo subject to Joint agreement. 
The time at which the Fund’s operations would start would be discussed at a 


later date. ^ 

The Treasury stands ready to advlso and consult with the Chinese Government 

on the content and timing of such nntl-lnflatlonary and stabilization program. 

Wo are strongly of the opinion that the InlUatlon of a Currency Stabilization Fund 

would strengthen the financial position of the Chinese Government and would 

Inspire confidence both at home and abroad In Its future economic and financial 

stability. The existence of such n Fund would give the Chinese people a real 

sense of security with re.««poct to their ability to cope with their grave problems 

of reconstruction. 


n Handed to Dr. T. V. Boong on Uajr 8, 194B. 
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It should be noted that this proposal relates to only one iK)rtion of the foreign 
exchange assets presently available to China and that it would leave a relatively 
large amount of dollar exchange for helpful intermediate measures and for 
meeting China’s current foreign exchange requirements. 

4. We believe that the Chinese Guvernincnt should terminate the program of 
forward sales of gold. As you know, the U. S. Treasury was not consulte<l 
when this program was initiated. In view of the dilllcuUios of shipping gold, 
the limited effects of sales uiKtn price rises In Chinn, the public criticism of 
such sales nod the desirability of using foreign exchange resources to achieve 
maximum eftocts, this program is ilPadvised, 

5. The Treasury will endeavor, as in the p^ist, to make available limited quan* 
titles of gold for shipment to China during the next few months, having due 
regard to the nee<l for restricting gold shipments where these endanger lives or 
use scarce transport facilities. However, iii consideration of piunts 2 and 3 
above, it is believed that further shipments should be tinanced out of foreign 
exchange assets other tlian those proposed to be earmarked for currency 
stabilization. 

0. China should Investigate and cancel sales to speculators and illicit pur¬ 
chasers and insure Umt only bona fide purchasers will receive such gold as is 
available. If gold arrivals are still not suflicient to meet past commitments, it is 
suggested that China may offer to place dollar cre<lits (at about $3o per ounce) 
for the time being from her existing assets to the accounts of purchasers of gold 
to whom she cannot temporarily make delivery. 

7. It is most unfortunate that (be impression has arisen in the UDite<l States 
that the $200 million of U. S. dollar cerllflcatcs and bonds and the gold sold 
in Chinn have gone into relatively few bands with resultant largo individual 
profits and have failed to be of real assistance to the Chinese oconoiny. 

28 (ee) 

Minutes of a Meeting on Oold Fund for China^ 

Present: Secretary Morgentbau 
Mr. D. W. Bell 
Mr. Coe 
Mr. Adler 
Mr. Friedman 
Mr. Clayton 
Mr. Collado 
Mr. T. V. Soong 
Mr. Tsa-yee 
Mr. W. Y. Lin 

Before Dr, Soong, Mr. Pol and Mr. Lin Joined the meeting, there was a brief 
discussion of what Che Chinese would be told. In this discussion Mr. Coe made 
the i>olnt that he still favored the establishment of the $500 million fund and 
pointed out that our memorandum was not Inconsistent with our commitment 
to the Chinese. The Secretary indicated that he was prepared to give them 
the remainder of the $200 million of gold. 

When Dr, Soong, Mr. Pel and Mr. Lin Joined the meeting, the Secretary asked 
Dr. Soong for the answer to his questions on how much gold China would need 



** Held in tbs office of the Beeretary of the Treasury, Mr. Morgenthso, on May O, 1045. 
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for the next three months. Dr. Soong repHed thnt In addition to the outstand¬ 
ing commitments the Chinese planned to sell about 1 million ounces during the 
next three months. The Secretary asked the “experts" to agree on the figures 

after the meeting. ^ j 

Dr Soong then read a memorandum proposing a reconstruction fund which, 

in effect, indicated that the Chinese waDte<l much larger loans from the United 

The Secretary replied that we would give their proposal our careful considera¬ 
tion. He then went on to say that the establishment of a $500 million B^lnd wonld 
assist him in furthering China's Interest before Congress. At this time, he said 
he was asking Dr. Soong to reconsider their decision to see whether they could 
not 800 thoir way clear to the establishment of such a Fund. 

Dr. Soong replied that he could not do It; thnt he could only consider It if the 
Fund was established out of new loans. He. moreover, conld not be responsible 
for the mistakes made In his absence nnd these mistakes were now being over¬ 
come He. Dr. Soong. bnd not objected to the publicity on the mishandling of 
the Funds. He had not opposed sale of U.S. dollar savings certificates and 
bonds, but it had been stupid to stick to the original 20 to 1 rate. 

The Secretary pointed out that he would like to be helpful and that, In efiect, 
it was merely a matter of re-arrangement of Chinese bookkeeping In 
set up this Fund. If Dr. Soong decided not to accept the proposal on the $oW 
million Fund, the Secretary would obviously be disappointed. However, the 
commitment to make available the remainder of the $200 million of gold was not 
tied up with the fund proposal nnd the Treasury would study ways of accelerating 

gold shipments. 

28 (ff) 

The Chinese Minister for Foreign Affairs {Soong) to Secretary of 

the Treasury Morgenthau 

[WAsniNOTON] May 9, J94^ 

Mt dear Mb. Secretart : May I express my appreciation of the frank talk we 
had at luncheon, and the helpful attitude you showed at the conference this 

afternoon. 

I have cabled to the Generalissimo your suggestion of setting up a $500 million 
Reconstruction Fund, and will let you know as soon ns I have his reply. I 
added that you recognixed that the above suggestion and the question of gold 
delivery are two separate matters; that there is no question of the validity of 
your prior commitment; thnt you are repdy to meet It; and that gold will be 
made available. 

In view of the urgency of the situation, I shall appreciate It If you will kindly 
designate some member of your Department to discuss the details with my 
assistants. Mr. Tsu-yee Pel and Dr. W. Y. Lin, so that the necessary shipments 
could be made at once. 

As Mr. ClnytoD said this afternoon, I have to return to San Francisco to meet 
my engagements there, accordingly 1 shall be grateful for your prompt reply. 

Faithfully yours, 


T. V. SooNO 
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28 (ge) 

Acting Secretary of State Grew to Secretary of the Treasury 

Morgenthau 

WASniNOTON. May 16 , 194 $ 

My deab Mr. SECRCTAnT: The Department has given careful attention to the 
request of the Chinese Foreign Minister. Dr. T. V. Soong. for the delivery during 
the remainder of 1W5 of about $190,000,000 of gold from the unused balance 
of the $500,000,000 credit approved by the Congress in January 1942. 

It is the Department's view, which it understands is shared by the Treasury, 
that the sale of gold by Cliloa has not proved and is not likely to prove a very 
effective anti-inflationary device. Moreover, it believes that the establishment 
of a $.500,000,000 fund for combating inflation and stabilizing the Chinese cur¬ 
rency which you proposed last week to Dr. Soong would, if adopted by the Chinese 
Government, be of considerable short and long run benefit to China. 

The Chinese Government believes, however, that the Immediate political and 
psychological as well as real economic effects of a continued and accelerated 
gold sale policy will have a vital importance In the critical situaUon con¬ 
fronting it, and strongly requests the delivery of the gold in question in accord¬ 
ance with tlie terms of the understanding between the two governments of 
July 1943. Since there appears to be no doubt that the Chinese Government 
atUches a greater importance to tlie immediate delivery of the gold than to 
the longer run benefits which might result from the establl.shinent of tlie fund 
which you have proposed and since the continued stability of China and her 
increasing military efforts In the war against the common enemy are of great 
concern to tlte United States, the Department recommends that the Treasury, 
If transportation Is available, deliver the gold to China In accordance wlUi the 
time schedules put forward by Dr. Soong. 

Sincerely yours, 

AnRpt*t4 OhkW 


28(hh) 

Secretary of the Treasury Morgenthau to the Chinese Minister for 

Foreign Affairs i^Soong) 

Wasuinoton, May 10 . 1945 

Dear Mb. Soono : This Is to confirm what I told you today. In accordance with 
your memorandum of May 11, the Treasury is prepared to authorize the ship¬ 
ment of the balance of the $20 million of gold which is on earmark with the 
Federal Ueseiwe Bank of New York for the Central Bank of Clilna and to transfer 
the balance of $180 inimon to tlie account of the Central Bank of Oliina 
with the Federal Reserve Bank of New York, In three equal monthly Instnllments 
of $00 million from May to July 1045. The Treasury accepts the schedule of gold 
shipments contained In your memorandum of May 11,1945 and Is making arrange¬ 
ments with the Army to carry out the shipments of the gold according to that 
schedule. The preliminary arrangements to ship the requested amount for the 
month of May have already been made. These steps are being taken In accord¬ 
ance with our Financial Aid Agreement of March 1042 and my letter to Dr. Kuug 
of July 27,1043. 

Library Sri Pratap OoUege, 
Srinagar. 
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At this time it seems to me necessary and desirable to point out that the purpose 
of the $500 million of financial aid to China, and particularly my agreement in 
July 1943 to ship gold to China, was to assist in an aiiti-inflaiioiiary program 
which would strengthen confidence in the Chinese Government and its finances 
and thereby help loaintnin the Chinese economy. As you know. It is my opinion 
that the sale of gold by China has not proved effective in combating inflation, and 
I am doubtful that it will prove effective. Also as 1 have told you, the manner 
In which the gold .snle.s have been conducted and the consequent public criticism 
of them in China are not conducive to achieving the purjMses for which our 
tlnniicinl aid was granted. 

Tlierefore, I woulil respectfully ask the Chinese Government to consider care¬ 
fully the matters proposed to 3 ’ou in my memorandum of May 8, 1045. In par¬ 
ticular I would reiterate my suggestion that Chinn constitute a $500 million 
fund for combating inflation and stabilizing the currency from its foreign 
excliange assets. I tliink timt this step would be of considerable short and long- 
I'un benefit to Ciiimi ami would inspire confidence in the Chinese Government's 
linudling of its difficult economic situation. 

Tlie Treasury has noted with great interest the intention of llie Chinese Govern¬ 
ment, ns stated in your memoranilum to the Secretary of State, to effectuate 
reforms relating to financial and economic matters. Wc think that the carrying 
out of these reforms will do more to insure confidence among the people and give 
a measure of stability to the present economic and financial situation than tlie 
gold program. 

I know that you nnfl your (lovocnment will take these friendly suggestions in 
tlie spirit in which they are offered. As I told you, we Intoiul to carry out 
faithfully our financial agreement of 1942. However, the Chinese Governmenf.s 
response to our proposal to institute a $500 million fund and her conduct of the 
gold sales program will be important considerations in our financial relations with 
('hina. 

This Government has us prime objectives the defeat of Japan and the liberation 
ciC Chinn. As an obi friend of Chinn, I believe that our faith ami confidence In 
Chinn will be Justified. 

Very truly yours. 


H. Mobuentuau, Jr. 


28 (ii) 

Information Requested in Connection with the Uses of the 19^ $600 

Million China Aid Credit 

I. U. S. dollar allocntlons of the $500 million aid by purpose and amount. 

A. Redemption of U. S. dollar securities issued in China in 1042. 

1. Tj-pes of securities issued, maturity, rate of interest, exchange rote 
at whicti sold and at which redeemed, whetlier or not negotiable, and 
the pertinent regulations. If an)', concerning their use as collateral 
from 1042 to date. 

2. Breakdown with respect to each tj’pe of security issued of: 

a. The U.S. dollar value of sales to date. 

b. The U.S. dollar face value of the securities redeemed to date. 

** Encloturo In a letter from J. Burke Knapp, Director, Ofllce of Plnanclal and Develop* 
ment Policy, Department of State, to Dr. Sbao-Hwa Tan, Minlater, Chinese Embassy at 
Washingtoa, June 0, 1048. To date, the Information requested has not been received 
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c. The actual amouut of U.S. dollars paid out for the redemption of 
SP<*urlti6S by niooths and th^ total to dato. 
e [d]. The actual amount of U.S. dollars paid out In interest on the securi¬ 
ties by months and the total to date, 
f [e]. The amount of U.S. dollars the Chinese Government expects to pay 
out in interest and principal in the future on outstanding 
securities. 

g [f]. The U.S. dollar value of purchases of se<-urities by foreigners from 
the Central Bank of China and ffom other banks authorized to 
market the securities. 

3. Breakdown with respect to each type of security of: 

a. The U.S. dollar value of sales to government and semi-government 
Institutions by months and the total to dale. 

b. The actual amount of U.S. dollars paid out to government and semi- 
government Institutions for the redemption of sec\irlties owned by 
the5^e institutioDS. 

B. Sales of gold purchased by the Chinese Government out of the $500 million 
financial aid. 

1. Brcak<lown of the amount of gold sold in the form I'f spot gold, for¬ 
ward gold, and gold certificates by months and the tolal io date, with 
prices at which sold. 

2. The amount of gold delivered to purchasers by months and the total to 
date, with details of the proceeds of the tax in gold and Chinese cur¬ 
rency and of the impact on dellverie.s of gold to purchasers of the 40 
percent tax on undelivered gold imposed in July 1045. 

3. Breakdown of the amount of gold sold In the form of spot gold, forward 
gold, and gold certificates to government and seralgovernment institu¬ 
tions and the amount delivered by months and the total to date. 

4. Regulations, If any. concerning the status of gold us collateral from 

1043 to date. 

C. Breakdown of all other dollar expenditures by the Chinese Government out 
of the $500 million financial aid by purpose, by amount and by mouths 
and total to date. 

II. Chinese currency proceeds of the sales of U. S. dollar sectirities. gold, uixl 
other assets procured from the 1042 financial aid. 

A. Amount of Chinese currency receipts. 

1. Breakdown of amount of Chinese currency receipts by source (U.S. 
securities, gold, etc.), by months and by fiscal years and the total to 

date. 

2. Percentage of total government revenue constituted by Chinese cur¬ 
rency receipts of sales of U.S. sccurlUes, gold, etc. by months and 
fiscal years to date. 

B. Uses of Chinese currency receipts. 

1. Amounts of government expenditures financed by these Chinese cur¬ 
rency receipts by months and the total to date. 

2. Percentage of total government expenditures constituted by B. 1 by 
months and fiscal years to date. 

C. Amounts of Chinese currency. If any, paid out for Interest on and for the 
redemption of U. S. dollar securities. 
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29(a) 

President Roosevelt to GeneralissinU) Chiang Kai-sheh^ 

Fehruartj 7, 10^*^ 

It is a source of great gratification to me and to the Government and people 
of the United States that the proposal which 1 made to the Congress that there 
he authorized for tlie purpose of rendering financial aid to China In the sum 
of $500,000,000 was passed unanimously by both the Senate and the House of 
Hepresontatives and has now become law. 

The unusual speed and unanimity with which this measure was acted upon 
hy the Congress and the enthusiastic support which It received throughout the 
United States testify to the wholehearted respect and admiration which the 
Government and people of this country have for China. They testify also to our 
earnest desire and determination to be concretely helpful to our partners In the 
great battle for freedom. The gallant resUstance of the Chinese armies against 
the ruthless Invaders of your country has called forth the highest praise from 
the American and all other freedom loving peoples. The tenacity of the Chinese 
IM'ople, both armed and unarmed, in the face of tremendous odds In carrying on 
for almost five j’cars a resolute defense against an enemy far superior In 
equipment is an Inspiration to the fighting men and all the peoples of the other 
United Nations. The great sacrifices of the Chinese people In destroying the 
fruits of their toll so that they could not be used by the predatory armies of 
Japan exemplify In high degree the spirit of sacrifice which is necessary on 
the part of nil to gain tlic victory toward which we ore confidently striving. It 
is my hope and belief that use which will Ihj made of the funds now authorized 
by the Congress of the United States will contribute substantially toward facili¬ 
tating tlie efforts of the Chinese Government and people to meet the economic 
and financial burdens which have been thrust upon them by on armed Invasion 
and toward solution of problems of production and procurement which are 
essential for the success of their armed resistance to what are now our common 
enemies. 

I send you my personal greetings and best wishes. I extend to you across land 
and sea the hand of comradeship for the common good, the common goal, the com¬ 
mon victory that shall be ours. 


29 (b) 


Joint Statement hy Secretary of the Treasury Morgenthau and Dr. 
T. V. Soong^ Chinese Minister for Foreign Affairs^ March 19J^ 

The United States and China have today entered into an Agreement giving 
effect to the Act of Congress unanimously passed by the Senate and House of 
Representatives authorizing $500,000,000 of financial aid to China. The Agree¬ 
ment, approved by the President and by Generalissimo Chiang Kat-shek, was 
signed by Secretary Morgenthau on behalf of the United States and by Dr. Soong 
on behalf of Chino. 

This financial aid will contribute substantially towards facilitating the great 
efforts of the Chinese people and their government to meet the financial and 


** Department of State Bulletin, Feb. 7, 1042, p, 142. 
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economic burdens which have been imposed upon them by aimost five years of 
continuous attack by Japan. 

This Agreement Is a concrete manifestutiou of the desire and ilett»Tiiiinjitiuii of 
the United States, without stint, to aid China in our common battle for freedom. 

The final determination of the terms upon which this $500,000,000 financial 
aid is given to China, including the benefits to be rendered the United States 
in return, is deferred until the progress of events after the war makes clearer the 
final terms and benefits which will be in the mutual interest of the United States 
and China and will promote the establishment of lasting world peace and security. 

The text of the Agreement is as follows : 

“Whebeas, The Governments of the United States of America and of the lie- 
public of China are engaged, together with other nations and peoples of like 
mind, in a cooperative undertaking against coiniuon enemies, to the end of laying 
the bases of a just and enduring world peace securing order under law to them¬ 
selves and all nations, and 

“Wheeeas, The United States and China are signatories to Uie Declaration of 
United Nations of January 1. 1042, wlilch declares that -Each government pledges 
Itself to employ its full resources, military or economic, against those members of 
the Tripartite Pact and Its adherents with which such government is at war'; and 

“Whereas, tlie Congress of the United States, in unanimously passing Public 
L 4 iw No. 442, approved February 7,1942, has declared that financial and economic 
aid to China will Increase China's ability to oppose the forces of aggression nud 
that the defense of China is of the greatest possible Importance, and has author¬ 
ized the Secretary of the Treasury of tlie United States, with the approval of the 
President, to give flnoBClal aid to China, and 

“Whereas, such flnancinl aid will enable China to strengtlieu greatly its war 
efforts against the common enemies by helping China to 

“(1) strengthen Its currency, monetary, banking and economic system: 

"(2) finance and promote Increased production, acquisition and distribution 

of necessary goods; 

"(3) retard the rise of prices, promote stability of economic relationships, and 
otherwise check inflation; 

“(4) prevent hoarding of foods and other materials; 

“(G) improve moans of transportation and communication; 

“(6) cflfect further social and economic measures which promote the welfare 
of the Chinese people; and 

"(7) meet military needs other than those supplied under tlie Uend-I-ease Act 
and take other appropriate measures In Its war effort. 

“In order to achieve these purposes, the undersigned, being duly authorized 
by their respective Governments for that purpose, have agreed as follows: 

Article 1. 

“The Secretary of tlie Treasury of the United States agrees to establish forth¬ 
with on the books of the United States Treasury a credit in the name of the 
Government of the Republic of China in the amount of 500,000,000 U. S. dollars. 
The Secretary of the Treasury shall make transfers from this credit, in such 
amounts and at such times os the Government of the Republic of China shall 
request, through the Minister of Finance, to an account or accounts In the 
Federal Reserve Bank of New York in the name of the Government of the 
Republic of China or any agencies designated by the Minister of Finance. Such 
transfers may be requested by and such accounts at the Federal Reserve Bank of 
New York may be drawn upon by the Government of the Republic of China either 
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directly ur tliruugh sucb persoos or ageocles as Uie Minister of Fiuauce sball 
authorize. 

Abticle II. 

“The fliaul delermlniitum oC the terms uiwn which this floanclal aid Is given, 
iiicludlug tiie boDebt.s to bo rendered the United States In return, Is deferred by 
the two contracting parties until the progress of events after the war makes 
clearer the linnl terms and beneUts which will be in the mutual Interest of the 
United Suites and China and will promote the establishment of lasting world 
l•t•nce and .“ecnrity. In (leternilning the final terms and benefits full cognizance 
shall be given to the desirability of maintaining u healthy and stable economic 
and financial situation in Chinn in the post-war period ns well as during the 
war and to the desirability of promoting muttially advantageous economic and 
tlnnncial relations between the United States and China and the betterment of 
world-wide economic and financial relations. 

AsncLB 111. 

"This Agi'Couieiit shall take effect us from this day's duto. 

“Signed and sealed at Washington, District of Columbia, in duplicate this 
21st day of March, 1042. 

“On behalf of the United States of America 
HbNBT MOBQENTnAU, Jr. 

Bccrctary of the Treatury 

“On behalf of the Republic of China 

T. V. Soo:»o 

Minuter for Foreign Affnira.” 


30 

Statement by Acting Secretary Welles^ Jvly I9y Wifi ** 

In response to Iiiqiiirios from press corre.spondents with regard to the British 
Prime Minister's comments upon the question of extraterritoriality la China 
included In his statement of July 18, the Acting Secretary of State, Mr. Sumner 
Welles, commented as follows: 

“The most recent sialcnient of this Oovorninent on this subject Is contained In 
a note presented on December SI. 1038, to the Japanese Ooverniuent, which men¬ 
tions inter alia the progress made toward the relinquishment of certain rights 
of n special character which the United States together with other countries 
has long possessed In Chinn. In 1031 discussions of the subject between China 
und each of several other countries, Including the United States, were suspended 
because of the occurrence of the Mukden incident and subsequent disrupting 
deTelopnients in 1032 ond 1035 in tbe relations between China and Japan. In 
10S7 this Government was giving renewed favorable consideration to the question 
when there broke out the current Sino-Japnnese hostilities, as a result of which 
the usual processes of govornment in large areas of China were widely disrupted. 

“It has been this Government's traditional and declared policy and desire to 
move rapidly by process of orderly negotiation and agreement with the Chinese 
Government, wlienever conditions worrnnt, toward the relinquishment of eztra- 


Foreign Ketaiiona of the United Btatea, Japan, 1081-1041, vol. I, p. 027. 
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territorial rights and of all other so-called ‘special rights’ possessed by this country 
as by other countries in China by virtue of international agreements. That 

policy remains unchanged/* 

31 

.Secretary Hu?? to thf. Appointed Chinese yfiniMer for Foreign 

Affairs {Qw Tai-chi) ** 

Wabuington, May ^ 1 . 1941. 

Mr Dcab Mr. Minister: 1 acknowledge the receipt of and thank you for your 
letter of May liO, 1041 in regard to your visit to Washington and to our conver<a 
tions during your short sojourn here. 

We greatly enjoyed your visit. 

It is very gratifying to receive Id your letter reaffirmation of the endorsement 
by the Chinese Government and people of the general and fundamental principles 
which this Government is convinced constitute the only practical foun.lation for 
an international order wherein independent nations may cooperate freely with 
each other to their mutual benefit. 

As you know, tbo program in which the Government and people of the Utute<l 
States put their trust Is based upon and revolves about tlic principle of equality 
of treatment among nations. This principle comprehends equality in inter¬ 
national relations in a Juridical sense, nondiscrimination and equality of oppor¬ 
tunity in commercial relations, and reciprocal interchange in the Held of cultural 
developments. Implicit in tills principle is re.spoct by each nation for the rights 
of other nations, performance by each nation of established obligations, altera, 
tlon of agreements between nations by processes not of force but of orderly and 
free negotiation, and fair dealing In international economic relations essential 
to peaceful development of national life and the mutually profitable growth of 
international trade. One of the purposes of this program is to effect the re¬ 
moval of economic and other maladjustments which tend to load to political 

confilcts 

As you are also aware, the Government and people of the United States 
have long had a profound Interest In the welfare and progress of China. It 
goes without saying that the Government of the United States, in continuation 
of steps already taken toward meeting China’s aspirations for readjustment of 
anomalies In Its international relations, expects when conditions of peace again 
prevail to move rapidly, by processes of orderly negotiation and agreement with 
the Chinese Government, toward relinquishment of the last of certnin rights of 
a special character which Uils country, together with other countries, has long 
possessed in China by virtue of agreements providing for extraterritorial Juris¬ 
diction and related practices. 

This Government welcomes and encourages every advance made by lawful 
and orderly processes by any country toward condlUons of peace, security, sta¬ 
bility justice and general welfare. The assurances given in Your Excellency’s 
letter under acknowledgment of China’s support of the principle of equality of 
treatment and nondiscrimination In economic relaUons should have wholesome 
effect both during the present period of world conflict aud when hostUlUes shall 

have ceased. ^ ^ , 

The Government of the United States is dedicated to support of the principles 

in which the people of this country believe. Without reservation, we are con- 


«* Ibta., p. 820. 
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fldent that the caase to which we are committed along with China and other 
countries—the cause of national security, of fair dealing among nations and of 
I>eace with Justice—will iirerall. 

With kindest regards [etc.] 

Sincerely yours, Coansu. HuiJ. 

32 

Treaty Between the United States and China for the Relinquishment 
of Extraterritorial Rights in China and the RegvJation of Related 
Matters^ Signed at Washington^ January 11^ J9Ji3^ With Accom¬ 
panying Exchange of Notes 

The United States of America and the Republic of China, desirous of empha¬ 
sizing the friendly relations which hare long prevailed between their two peo¬ 
ples and of manifesting their common desire as equal and sovereign States 
(hat the liigh principles In the regulation of human affairs to which they are 
committed shall be made broadly efTcotive, have resolved to conclude a treaty 
for the purpose of adjusting certain matters in the relations of the two coun¬ 
tries, and have appolntc<I as their Plenipotentiaries: 

The President of the United States of America, 

Mr. Cordell Hull, Secretary of State of the United States of America, and 
The President of the National Government of the Republic of China, 

Dr. Wei Tao-ralng. Amba.ssndor Elxtraordinary and Plenipotentiary of the 
Republic of Chinn to the United States of America; 

Who, having communicated to each other their full jwwera found to be in 
due form, have agreed upon the following articles: 

AnncLE I 

All those provisions of treaties or agreements in force between the United 
States of America and the Republic of China which authorize the Government 
of the United States of America or its representatives to exercise Jurisdiction 
over nationals of the United States of America In the territory of the Republic 
of China are hereby abrogated. Nationals of the United States of America 
in such territory shall be subject to the Jurisdiction of the Government of !be 
Republic of China In accordance with the principles of International law and 
practice. 

Abtioix II 

The Government of the United States of America considers that the Final 
Protocol concluded at Peking on September 7,1001, between the Chinese Govern¬ 
ment and other governments, including the Government of the United States of 
America, should be terminated and agrees that the rights accorded to the Gov¬ 
ernment of the United States of America under that Protocol and under agree¬ 
ments supplementary thereto shall cease. 

The Government of the United States of America will cooperate with the Gov¬ 
ernment of the Republic of China for the reaching of any necessary agreements 
with other governments concerned for the transfer to the Government of the 
Repnhllc of China of the administration and control of the Diplomatic Quarter 
at Peiping, including the official assets and the official obligations of the Diplo¬ 
matic Quarter, It being mutually understood that the Government of the Repub- 
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lie of CblDa in taking over administratiou uutJ control of the Diplomatic Quarter 
will make provision for the assumption and discharge of the olBclal obligations 
and liabilities of the Diplomatic Quarter and for the recognition and protection 
of all legitimate rights therein. 

The Government of the Republic of China hereby accords to the Governiiieut 
of the United States of America a continued right to use for olUcial purposes 
the land which has been allocated to the Government of tlie United States of 
America in the Diplomatic Quarter in Peiping, on parU of which are located 
buildings belonging to the Government of the United States of America. 

AbtiCle III 

The Government of the United States of America considers that the Interna¬ 
tional Settlements at Shanghai and Amoy should revert to the odmiiiLstratiou 
and control of the Government of the Republic of Cliina and agrees that the 
rights accorded to the Government of the United Stoles of America in relation 
to those Sottlemcuts shall cease. 

The Government of the United States of America will cooperate with the 
Government of the Republic of China for the reaching of any necessary agree¬ 
ments with other governments coneerned for the transfer to the Government 
of the Republic of China of the administration and control of the Internationul 
Settlements at Shanghai and Amoy, including the official assets and the offlclal 
obligations of those Settlements, it being mutually understood that the Govern¬ 
ment of tlie Republic of China in taking over administration and control of 
those Settlements will make provision for the assumption and discharge of the 
offlclal obligations and liabilities of those Settlements and for the recogniUon and 
protection of all legitimate rights therein. 

Abticle IV 

In order to obviate any questions as to existing rights In respect of or as to 
existing titles to real proi)erty In territory of the Republic of China possessed 
by naUonals (Including corporations or associations), or by the Government, 
of the United States of America, particularly questions whlcli might arise from 
the abrogation of the provisions of treaties or agreements as stipulated in Article 
I, it is agreed that such existing rights or titles shall be Indefeasible and shall 
not be questioned upon any ground except uimn proof, established through due 
process of law. of fraud or of fraudulent or other dishonest practices In the ae- 
qulKlUon of such rights or titles. It being understood that no right or title shall 
be rendered Invalid by virtue of any subsequent change in the official procedure 
through which It was uc«iuired. It Is also agree<l that these rights or titles 
shall be subject to the lows and regulations of the Republic of China concerning 
taxation, naUonal defense, and the right of eminent domain, and that no such 
rights or titles may be alienated to tlie government or nationals (including cor¬ 
porations or associations) of any third country without the express consent of 
the Government of the Republic of China. 

It is also agreed that If It should be the desire of the Government of the 
Republic of China to replace, by new deeds of ownership, existing leases in 
perpetuity or other documentary evidence relating to real property held by na¬ 
tionals. or by the Government, of the United States of America, the replacement 
shall be made by the Chinese authorities without charges of any sort and the 
new deeds of ownership shall fully protect the holders of such leases or other 
documentary evidence and their legal heirs and assigns without diminution of 
their prior rights and Interests, including the right of alienation. 
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It Is further agreed that nationals or the Government of the Unlte<l States 
of America shall not be reqtilred or asked by the Chinese authoritlea to make 
any payments of fees in connection with laud transfers for or with relation 
to any period prior to the effective date of this treaty. 

Article V 

The Governiiient of the United States of America having long accorded rights 
to nationals of the Republic of China within the territory of the United States of 
America to travel, reside and carry on trade throughout the whole extent of 
that territory, the Government of the Republic of China agrees to accord simi¬ 
lar rights to nationals of the United Slates of America within the territory 
of the Republic of Chinn. Each of the two Governments will endeavor to have 
accorile<l In territory under its jurisdiction to iiationals of the other country, to 
regard to all legal proceedings, and to matters relating to the administration of 
justice, and to the levying of taxes or requirements In connection therewith, 
treatment not less favorable tlinn tluit nccorde<l to its own nationals. 

Article VI 

The Government of tlie United States of America and the Government of the 
Republic of China mutually agree that the consular officers of each country, duly 
provided with exequaturs, shall be permitted to reside in such ports, places and 
cities H.s may he agi ihmI upon. Tlie i-onsular offlivrs of each country shall have the 
rlglit to Interview, to communicate with, and to advise nationals of their country 
within their consular districts; they shall be Informed ltnme<llately whenever 
nationals of their country are under detention or arrest or In prison or are await¬ 
ing trial in tludr consular districts and they shall, upon notiflcntiun to the appro¬ 
priate autliorliles, bo p«‘rmltted to visit any sticb nationals; and. In geueral, the 
consular officers of each country shall be accordeil the rights, privileges, and 
iiiimunltics enjoycHl by consular officers under modern international usage. 

It Is likewise agreed that the nationals of each country, In the territory of the 
other country, shall have the right at all times to communicate with the consular 
officers of their country. Communications to their consular officers from na¬ 
tionals of each country who are under detention or arrest or In prison or are 
nwaltliig trial In the territory of the other country .shall be forwarded to such 
consular ofDccrs by the local authorities. 

Article VII 

The Govornmont of the Unltctl States of America and Ihe Government of the 
Republic of China mutually agree that they will enter into negotiations for the 
conclusion of a comprehensive modern treaty of friendship, commerce, naviga¬ 
tion iind consular rights, upon the request of cither (lovertiment or la nay case 
within six months after the cessation of the hostilUlcs iu the war against the 
common enemies In which tliey ore now engago<l. The treaty to bo thus negotl- 
attal will be hosed upon the principles of International law and practice as re- 
tlected in modern International procedures and In the mwlerii treaties which 
the Government of the United States of America and the Government of the 
Republic of China respectively have In recent years concluded with other gov- 
enimonts. 

Pending the conclusion of a comprchenslvo treaty of the character referred to 
in the preceding paragraph. If any questions affecting the rights In territory of 
the Republic of China of nationals (including corporations or assodatlons)i or 
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of the Government, of the United States of America should arise In future and 
if these questions are not covered by the present treaty, or by the provisions of 
existing treaties, conventions, or apreenients between the Government of the 
United States of America .oiid the Government of the Republic of ('hum not abro¬ 
gated by or Inconsistent with this treaty, such questions shall be discussed by 
representatives of the two Governments and shall be decided In accordance with 
generally accepted principles of international law and with modern International 

practice. 

Articu: VIII 


The present treaty shall come into force on the day of the exchange of ratifi 


cations* 

The pre?ient treaty shall be rntifled, arul tlto ratifications 
Washington as soon as possible. 


shall be oxchaiigiHl at 


Signed anrl sealed in the English and Chinese languages, both equally autben- 
tic. in duplicate, at Washington, this eleventh day of January, one thousand nine 
hundred forty-three, corresponding to the elerenth day of the first month of the 
thirty-second vear of the Repnhlic of China. 

CoBDBix Bull 


Wr.i Tao-min« 


SecretofT^ HvJ} to the Ohinette Amhaumdor ( Wei Tao-ming) 

Wakhington, Jnnunni ff. 

ExCELLEIffCY : 

In connection with the treaty signed today between the Government of the 
United States of America and the Government of the Republic of China In 
which the Government of the United States of America relinquishes Its extrater- 
ritorlal and related special rights In Chinn, I have the honor to ncknowle<lge the 
receipt of your note of today’s date rending as follows: 

"Excellency: Under Instruction of my Government, I have the honor to state 
that in connection witli the treaty signed today by the Government of the Republic 
of China and the Government of the United States of America, In which the Gov- 
ernment of the United States of America relinquishes Its extraterritorial and 
related special rlghte In China, It Is the understanding of the Government of 
the Republic of China that the rights of the Government of the Unlte<l States 
of America and of Its nationals In regard to the systems of treaty ports and of 
special courts In the International Settlements at Shanghai and Amoy and in 
regard to the employment of foreign pilots In the ports of Uie territory of China 
arc also relinquished. In the light of the abolition of treaty ports as such. It Is 
understood that all coastal ports in the territory of the Republic of China 
which are normally open to American overseas merchant shipping will remain 
open to such shipping after the coming into effect of the present treaty and the 
accompanylog exchange of notes* 

It is mutually agreed that the merchant vessels of each country shall be per¬ 
mitted freely to come to the ports, places, and waters of the other country 
which are or may be open to overseas merchant shipping, and that the treatment 
accorded to such vessels In such porta, places, and waters shall be no less favorable 
than that accorded to national vessels and shall be os favorable as that accorded 
to the vessels of any third country. 

It Is mutually understood that the Government of the United States of America 
relinquishes the special rights which vessels of the United States of America 
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have been accorded with regard to the coasting trade and Inland navigation In 
the waters of the Republic of China and that the Government of the Republic of 
China Is prepared to take over any American properties that may have been 
engaged for those purposes and to pay adequate compensation therefor. Should 
either country accord the rights of inland navigation or coasting trade to vessels 
of any third country such rights would similarly be accorded to the vessels of the 
other country, 'flie coasting trade and inland navigation of each country are 
excepted from the requirement of national treatment and are to be regulate<l 
according to tbe law,s of each country In relation thereto. It Is agr«‘ed. however, 
that vessels of either country shall enjoy within the territory of the other countrj’ 
with respect to tlie coasting trade and Inland navigation treatment as favorable 
as that accorded to the vessels of any third country. 

It Is mutually understood that the Government of the United States of 
America relinquishes the special rights which naval vessels of the United States 
of America have been accorded in the waters of the Republic of China and that 
the Ooverninent of the Republic of China and the Government of the United 
suites of America shall extend to each other the mutual courtesy of visits by 
their warships in accordance with International usage and comity. 

It is mutually uiulerstood that questions which arc not covered by the present 
treaty and exchange of notes and which may affect the .«Joverelgnty of the 
Republic of Chinn shall he discussed by representatives of the two Governments 
and shall Ik* decided in accordance with generally accepted principles of Inter¬ 
national law and with modern Interuatlonnl practice. 

With reference to Article IV of the treaty, the Government of the Republic 
of China hereby declares that the restriction on the right of alienation of existing 
rights or titles to real property referre<l to In that article will be applied by the 
Chinese authorities In an equitable manner and that if and when the Chinese 
Government declines to give assent to a proposed transfer the Chinese Govern¬ 
ment will, In a spirit of Justice and with n view to precluding loss on the part of 
American nationals whose Interests are affected, undertake, If the American 
party In Interest so desires, to take over the right or title In question and to pay 
adequate compensation therefor. 

It Is mutually understood that Uie orders, decrees. Judgments, decisions and 
other acts of the United States Court for China and of the Consular Courts of 
the United States of America In China shall be considered ns re$ judicata and 
shall, when necessary, be enforced by the Chinese authorities. It Is further un¬ 
derstood tliat any coses pending before the United States Court for Chinn and 
the Consular Courts of the United States of America In Chinn at the time of 
the coming Into effect of this treaty shall, If the plaintiff or petitioner so desires, 
be remitted to the appropriate courts of the Government of the Republic of China 
which shall proceed ns expeditiously os possible with their disposition and In so 
doing shall in so far as practicable apply the laws of the United Stntes of America. 

It Is understood that these agreements and understandings If confirmed by 
Your Elxcelleucy’s Government shall be considered as forming an Integral part 
of tlie treaty signed today and shall be considered as effective upon the date of 
the entrance Into force of that treaty. 

I shall he much obliged if Your Excellency will confirm the foregoing. 

I avail myself of this opportunity to renew to Your Excellency the assurances 
of my highest consideration." 

I have the honor to confirm that the agreements and understandings which have 
been reached in connection with the treaty signed today by the Government of 
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the United States of America and the Governtnent of the Republic of China 
are as set forth in the above note from Your Excellency. 

I avail myself [etc.] Cobdelt. Hux-i- 


33 

Statement on Conference of President Roosevelt^ Generalissimo 
Chiang Kai-shek^ and Prime Minister Churchill^ Cairo, December 
1, 1943 ^ 

The several military missions have agreed upon future military operations 
against Japan. The Three Great Allies expressed their resolve to bring unre¬ 
lenting pressure against their brutal enemies by sea, land, and air. This pressure 
is already rising. 

The Tliree Great Allies arc fighting this war to restrain niid punish the ag¬ 
gression of .laimn. They covet no gain for themselves and have no thought of 
territorial exiwinslon. It is their purpose that Japan shall be stripped of all the 
Islands In the Paclflc which she has seized or occupied since the beginning of the 
first World War In 1914. and that all the territories Japan has stolen from the 
Chinese, such us Manchuria. Formosa, and the Pescadores, shall be restored to 
the Republic of China. Japan will also be expelled from all other territories 
which she has taken by violence and gTee<l. The aforesaid three great powers, 
mindful of the enslavement of the people of Korea, are determined that In doe 
course Korea shall become free and Independent. 

With these objects in view tlie three Allies, In harmony with those of the 
United Nations at war with Japan, will continue to persevere In the serious and 
prolonged operations necessary to procure the unconditional surrender of Japan. 

"department of Btatt Buttrlln, Dec. 4. 1943, p. 303. 
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Annexes to Chapter II; A Review of Kuo- 
mintang—Chinese Communist Relations, 

1921-1944 

;i4 

''^Telegram to the Nation’^ {Manifesto on the Seizure of Chiang 

Kai-shek) December 12^ 1936 ' 

Ever since the loss of the North-Eastern Provinces five years ago. onr national 
sovereignty has been stenclll.v weakened, and our territorj- has dwindled day by 
day. We suffered national humiliation at the time of the Shanghai Truce, and 
again with the Tangku Truce and the Uo-Umetsu Agreement. There is not a 
single citizen who does not feel sick at heart because of this. 

Recently there have been startling changes in the International situation. 
Certain Powers are intriguing with one another, and using our nation and our 
people ns a sacrifice. When hostilities began in East Sulyuan, popular resent¬ 
ment reached its height, and our soldiers everywhere were very iiHlignant. 

At this Juncture, our Central Leader ought to encourage both military and 
civilians to organize the whole people in a united war of national defence. Put 
while those soldiers at the front endure death and bloodshed In the defence of 
our national territories, the diplomatic authorities are still seeking compromises. 

Ever since the unjust linprisoniuent of the patriotic leaders in Shanghai, the 
whole world has been startled : the whole of our people has been filled with anger 
and distress. To love one’s country Is an offence! This is a terrifying prospect. 

Generalissimo Cliiang Kai-shek, surrounded by u group of unworthy advisers, 
has forfeited the support of the masses of our i>eople. He is deeply guilty for 
the harm his policies have done the country. We, Cliuug Hsuch-liung and the 
others undersigned, advlse<l him with tears to take another ^vay; but we were 
repeatedly rejected and rebuked. 

Not long ago, the students in Sian were demonstrating in Ibelr National Sal¬ 
vation movement, and General Chiang set the police to killing these patriotic 
children. How could anyone with a human conscience bear to do this? We 
his colleagues of many years’ standing, could not bear to sit still and witness It. 

Therefore we have tendered our last advice to Marshal Chiang, while guaran¬ 
teeing his safety, in order to stimulate his awakening. 

The Military and Civilians In the North-West unanimously make the following 
demands: 

1. Reorganize the Nanking Government, and admit all parties to share the 
Joint responsibility of saving the nation. 

2. Stop all kinds of civil wars. 

Wamcfl Bertram, Firtt Act tn China; the Blon/ of the Sian ilutinv (New York. TUe 
Viking Prev, 1938), pp. 120-127. 
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3. Immediately release the patriotic leaders arrested Id Sbaaghal. 

4. Release nil political prisoners througbout the country. 

5. Emnncipatc the patriotic movement of the people. 

G. Safeguard the political freedom of the people to organize and cull meetings. 

7. Actually carry out the Will of Dr. Sun Yat-sen. 

8 . Immediately call a National Snlrntion Conference. 

The eight Items above are the points of National Salvation unanimously main* 
tallied by us and by all the Military and Civilians throughout the North-West. 

We, therefore, hojie that you gentlemen will stoop to meet public sentiment 
and .sincerely adojit these demands, so as to open one line of life for the future, 
and remedy past mistakes that have been the ruin of the country. The great 
cause is before us: It does not permit glancing backward. We hope to carry out 
the policies here inalntnlned only for the liberation and benefit of the country. 
As to our merit or guilt, we leave this to the Judgment of our fellow-countrymen. 

In sending this telegram, wo urgently await your order. 

SiANFii, Drccmbcr 12. 1936. 


35 

The Central Committee of the Chinese Communist Party to the Third 
Plenary Session of the Fifth Central E.recutive Committee of the 

Kuomintang^ Fehniary lOy 1037 

[On February 10, 1037 {five days before the Session’s opening) the Central 
Committee of the Chinese Communist Party addressed a telegram to the Third 
Plenary Session of the Fifth Central Executive Committee of the Kuomlntang In 
which it agreed to make the following alteration in tlie policies which have 
cbnractorlzed the activities of the Communist Party in China:] 

"(1) to stop our program of conducting armed uprisings throughout the 
country for the overthrow of the National Government in Nanking; (2) to change 
the Soviet Government into the Government of the Special Region of the Republic 
of China and the Red Army Into the National Revolutionary Army under the 
direct Icnilerslilp of the Central Government and the Military Affairs Commis¬ 
sion in Nanking; (3) to enforce the thorough democratic system of universal 
suffrage within the spt'clal regions under the regime of the Government of the 
S]>oclnl Region: and (4) to put an end to the policy of expropriating the land 
of lanillords and to execute persistently the common program of the anti-Japanese 
united front.” 

[The telegram then recommended the following five-point program:] 

"(1) suspension of civil wars of all sorts and concoutratlon of all the national 
strength for unanimous resistance to external aggression; (2) freedom of speech, 
assembly, organizatloQ, etc. and release of all political prisoners; (3) convoco- 
tlon of a congress of various parties, factions, military groups and organizations 
In order to concentrate capable lenders of the country ns n whole for the Joint 
salvation of the country; (4) immediate accomplishment of the preparatory 
work for a war of resistance against Japan; and (5) amelioration of the living 
conditions of the people at large.” 
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36 

Manifesto on. Unitij hy the Central Committee of the Chinexe 
Communist Party., Septemher 22^ 1037 ^ 

BeloTe<l Compatriots—The Central Exccutire Committee of the Communist 
Party of China respectfully and sin<‘erely Issues the foUowinc Manifesto to all 
fatliers, brothers and sisters throughout the country or: 

At the present Juncture when the country is facing extreme tlanger and the 
fate of the nation is in tlie balance. In order to save the coimtrj- from extinction, 
we have, on the basis of peace and national unity and Joint resistance against 
foreign aggression, reached an understanding with the Kuomlntang of China, and 
are <letermined to participate in the concerte«l effort for overcoming the national 
emergency. This has a profound significance on the future of tlie great Chinese 
nation. For we all know that, when the national existence is endangered, onli- 
through Internal unity can the aggression of Imperialistic Japan be overcome. 
The foundation of national solidarity .i.s now already laid, and the campaign of 
national emanciigition launched. The Central Exwutive Committee of the 
Communist Party of China congratulates it.«elf on the brilliant future 
of the nation. However, In order to transform tliis future into the realization 
of a New China, Independent, free and happy, all descendants of Huangti 
(the first Chinese EiDixiror) must patiently and unceasingly participate in tlio 
concerted struggle. 

The Central Executive Committee of the Communist Party of China avails Itself 
of this opportunity to propose the following general objectives for the common 
struggle of the entire people or: 

(1) Struggle for the Independence, liberty and emancipation of the Chinese 
nation by promptly and swiftly preparing and launching the national revolu¬ 
tionary campaign of resistance with a view to recovering the lost territories and 
restoring the integrity of territorial sovereign rights. 

(2) Enforce democracy based on the people’s rights and convoke the National 
People's Congress In order to enact the Constitution and decide upon the plans 
of national salvation. 

(3) Improve the well-being and enrich the livelihood of the Chinese people 
by relieving famines and other calamities, stabilizing the people's livelihood, 
consolidating national defense and economy, removing the sufferings of the people 
and bettering their living conditions. 

These are the urgent requirements of China, for which the struggle Is aimed. 
We believe that they will receive the whole-hearted support of the entire people. 
The Communist Party of China is ready to co-operate fully with their com¬ 
patriots for the attainment of these objectives. 

The Communist Party of China fully realizes that this programme Is likely 
to meet with numerous dlfBcultles. The first obstacle will come from Japanese 
Imperialism. In order to deprive the enemy of all pretext for aggression and 
dispel doubts on the part of friends, the Central Executive Committee of the 
Communist Party of China solemnly declares the following In connection with 
national emancipation: 

*LawreDce K. Roslnscr, CMn»'» Wartime PollUm. (Pplnrclon, Princeton 

Univeralty PrcM, 1844). pp. 90-07. 
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(1) The San Min Chu-I (Throe People's Principles) enunciated by Dr. Sun 
Ynt-sen Is the paramount need of China to-day. This Party la ready to strlre 
for Its enforcement. 

(2) This Party abandons its policy of overthrowing the Kuomintang of China 
i)y force and the movement of sovietizatlon and discontinues its policy of forcible 
(luiflscntioQ of land from landowners. 

(3) This Party abolishes the present Soviet Government and will enforce 
democrney based on the p*‘ople’s rights In order to unify the national political 
macliinery. 

(4) This Party abolishes (he Red Army, reorganizes It Into the National 
Revolutionary Army, places It umler the direct control of the Military Affairs 
Commls.sion of the National Government, and awaits orders for mobilization to 
Phare the re.sponsibllity of resisting foreign invasion at the front 

Beloved compatriots, tlie sincerity, Imnesty and faltlifulness of the attitude* 
of this Party have already been manifested before the entire people In both words 
and action, and have received the approval of the people. In order to secure 
closer unity with the Kuomintang of China, consolidate national peace and unity, 
and carry out this sacrecl revolutionary war, we have decided iniinedlatcly to 
translate into action those parts of our words widch bare not yet been enforced, 
such ns the abolition and reorganization of the Red Army in the Soviet Area, 
in order to facilitate unified command for resisting the enemy. 

The enemy have penetrated into our country; the moment Is critical. Com¬ 
patriots, let our 400 million people rise and unite. Our nation, with Its long 
history, cannot be conquered. Rise and struggle for the cousolldation of national 
unity nnd overthrow of Japanese oi^rcssion. Victory will be ours. Long live 
tlie victory for resisting Japan. Ix>ng live the Independence, liberty nnd welfare 
of new China. 


37 

Statcinent hy Generalissimo Chiang Kai-shek on Kuomintang- 

Communist Unity^ September 23f 1937^ 

The aim of the Nationalist Revolution is to seek freedom and equality for 
China. Dr. Sun Tat-sen said that the San Min Chu I are fundamental prin¬ 
ciples of national salvation. He earnestly hoped that all our people would strive 
witli one heart to save the state from its perils. Unfortunately, during the past 
ten years not all of our countrymen have had a sincere and unwavering faith 
In the Three Principles of the People, nor have they fully realized the magnitude 
of the crisis confronting our country- The coarse of the Revolution In its efforts 
at national reconstruction has been blocked by many obstacles. The result has 
been waste In our national resources, widespread suffering among the people, 
Increasing humiliations from outside, and growing dangers to the state. 

During the post few years the National Government has been calling cease¬ 
lessly upon the nation to achieve genuine internal solidarity, and to face unitedly 
the national crisis. Those who have In the past doubted the Three Principles 
of the People have now realized the paramount importance of our national 
interests, and have burled their differences for the sake of internal unity- The 

*Cbtang Kai-6bek, Aea<«(anco and Reconatruetten ; ifeaaoffaa Dyring OhUut’a fit* Tsars «/ 
War, IfS7-l94S (New York ud London, Harper A Brothers. 1&48), pp. 2n*dl. In this 
volume the date la erroneously given aa Sept. 24. 1987. (TAs OMnaae Tear Book, 
J9S9-I9S9, p. 34a) 
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CUiuebe pei^ple toda> fully realljce that the> must s^urvivo lotrether or piTi.sh 
together, and that the interests of the Dation must take |>riH.‘odence over the 
interests of indiTiduals or groups. 

The aianifesto recently issued by the Chinese Communist Party is an out- 
standing instance of the trininid) of national seutiiiiont over every other con¬ 
sideration. The various decisions embodied in the Manifesto, such us the 
abandonment of a policy of violence, the cessation of Coniiuuuist i)roK>ngauda, 
the abolition of the Chinese Soviet Governiiient, and the disbandment of Che 
Ked Arm^’ are all essential conditions for mobilizing our national strength In 
order that we may meet the menace from without and guarantee our own 
national e^stence. 

These decisions agree with the spirit of the Manifesto and resolutions adopted 
l»y the Third Plenary Session of the Kuomintang. The Communist Party's 
Manifesto declares that the Chinese Communists are willing to strive to carry 
out the Three Principles. This is amph* proof that China today has only one 
objective in Its war efforts. 

In our revolution we are struggling not for personal ambitious or opinions, 
but for the realization of the Three Principles of the People. KspiH^iall^* during 
this iierlod of national crisis, when the fate of China lies In the balance, we 
ought not to argue over the past, but should try as a nation to make a new 
start. We should earnestly strive to unite, so that us a united nation we may 
safeguard the continued existence of Uie Republic. 

If a citizen believes In the Three Principles and works actively for the salva* 
tion of the state, the Government should nut conc’ern itself with his past, but 
should give him op]K)rtuuity to prove bis loyalty in service to the Republic. 
Likewise, the Government will gladly accept the services of any i)olitical organi* 
zation provided it is sincerely working for the nation's salvation, and is willing 
under the banner of our national revolution to Join with us In our struggle 
against aggression. 

The Chinese CMuimunist Party, by surrendering its prejudices, has clearly 
recognized the vital importance of our national Independence and welfare. I 
sincerely hope tliot all members of the Communist i^nrty will faithfully and 
unitedly put into practice the various decisions reached, and under the unified 
military command that Is directing our resistance, will offer their services to 
the state, fighting shoulder to shoulder with the rest of the nadoo for the 
successful completion of the Nationalist Revolution. 

In conclusion, I may soy that the foundotiou of the Chinese state rests firmly 
on the Three Principles first expounded by Dr. Sun Yat-sen. This foundation 
is one tiuit cannot be shaken or changed. Now that the entire nation is awakened 
and solidly united, it will boldly follow the unswervlDg policy of the Governn)ciit, 
and will mobilize the entire resources to resist the tyrannical Japanese and 
save the state from its imminent peril. 

Enlightened people the world over now realize that China is fighting not 
merely for her own survival, but also for world peace and for international 
faith and Justice. 
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38 

Mesmge of Generalissimo Chiang Kai-shiik to tfie People's Political 

Council^ March 6, lOJtl * 

I intenO, as a representative of the Governnient, to explain today Ita attitude 
toward the conditions laid down by the Communist members of the Council. 
Before I make any report I wish to state that the Government did not originally 
intend to <leclnre publicly Its stand on its relations with the Chinese Communist 
Party. Now that the latter has, however, formally telegraphed these demands 
to the Council, which is an organ of national opinion, It has acted in a manner 
quite unlike that usually’ characterizing its words and deeds. It Is, therefore, 
inctiiiiheiit upon the Government and the Council to make a formal declaration of 
their attitude in the Interests of tlie nation, the War of Resistance and the 
future of national reconstruction. A nation, and more especially when it is 
engaged In mortal combat with an aggressor, depends for its very life upon the 
iiiaintenance of discipline, order and the necessity of the Government's writ 
being obeyed. Given a sound framework of discipline and legality it will be able 
to overcome whatever perils and dlfllcultles come in its way. If, on the other 
hand, ita military command is not unified and its authority questioned, it will 
meet wilh defeat no matter how strong Its armed forces may be. We are now 
pitting tlic whole strength of the nation against the Japanese militarists In a 
llfe-and-death struggle. The fate of our nation la hanging In the balance. It 
is a time when we must give the most scrupulous attention to the upholding of 
order and authority in the State. In all matters—whether political, social or 
party problems—not involving conllict with, or obstruction to national order and 
authority, there is room for frank and open adjustment of differences in search of 
rational solutions. This has always been the policy and attitude of the Govern¬ 
ment in relation to the Chinese Communist Party: the achievement of unity by 
means of mutual concessions in the face of external aggression and the attain¬ 
ment of success In resistance and reconstruction. 

I understand Uiat the Secretariat of the Council has received two sets of 
demands from the Chinese Communist Party entitled: firstly, “rehabilitation 
measures;" and secondly, “measures for a provisional settlement”—each set 
containing twelve points. I can assert that though these demands were received 
by members of the Council before it assembled, no government institution or 
Individual member of the Government, nor I myself, received them. Now that 
we have seen them we are, first of all, ostonlsbed at the wording of the titles and 
next, at the formal resemblance of the contents to the demands made by the 
Japanese prior to the Lukouchlao Incident. One is particularly and painfully 
reminded of the so-called "Three Principles” announced by the Japanese at that 
unhoppy time. The Chinese Communists are as much citizens of the Chinese 
Republic ns we all are, and yet their presentation of such demands at such a time 
as this would seem clearly to indicate their intention of taking up a hostile 
attitude to the National Government and the People’s Political Council. We 
think, therefore, the least said the better, and do not regard It as necessary to 
rebut each point in detail. It Is sufllclent to classify the sense of the demands 
Into three main categories of "military,'* “political," and “party” affairs. The 
first eight points of the first set of demands regarding “rehabilitation measures" 
and the first, sixth, seventh, eighth, ninth and tenth points of the second set 

•CblaoK Kal-shck, op. dt., pp. 23S-241. 
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regarding ''measures for a prorisianal sottlement** belong to the category of 
military affairs. ITie ninth and twelfth points of the first set and the third, 
fourth and fifth points of the second set belong to the category of political affairs, 
while the tenth and eleventli points of the first set and the eleventh and twelfth 
points of the second set belong to the category of party affairs. A brief explana¬ 
tion of the bearing of the sense of the deinands under each of these three heads 
upon resistance and reconstruction is indispensable. 

Firstly, the demand is, in eff^H’t, that the Govermueot should not suppress dis¬ 
obedient and rebellious troops, that government authorities should he punished 
for so doing and that the losses of the mutineers in such rebelHons should be 
compensated. 

Secondly, the impHcatioo is that the Government should establish special areas 
outside the sphere of its authority, recognize the existence of anomalous iKditicnl 
organizations and restrict its imwer to check illegal activities on the part of 
organizations or individuals. liecognUioD of a so-ealled "democratic authority 
In the enemy’s rear” is also demanded. The logical outcome of all this would 
Im? disaster—such a disaster as roust invariably follow any attempt by a party 
to take advantage of enemy Invasion in order to seize supremo power. 

Thirdly, the sense of the detiiaods Is that the Communist Party should enjoy 
a special status and special rights and that the Governnieiil should not deal with 
the Communist members of the Council on the same footing as it ileals wiiJi all 
other members belonging to other parties or to none. The Government not being 
ready to comply, the Communists have refused to attend the present meeting 
of the People’s Political Council. In essence this is really what the <leinands 
amount to. I think tlmt when the Communist Party produce<l tliem it di<l not 
perhaps realize they were of so drastic a nature. But were the Goveriunent to 
accept them without protest, China would scarcely be any longer worthy of being 
c*alled a nation or the People’s Political Council an organ of the national will. 

Now 1 shall further expound the attitude of (he Govornnient towards these 
three categories of demands. 

In the category of military affairs the consistent policy of the Government ha.s 
been to nationalize our armies. That Is, under the supreme command of the 
Notional Government there is but one system of national armies, und there can 
be no second system of armies under the control of individual parties or private 
persons. I can categorically assure the Council that the national revolutionary 
army is the army of the State and in no way the army of any particular party 
whatever. It Is, tlierefore, absolutely out of the question to regard a section 
of It as belonging to the Communist Party. There can be but one source of 
command. Should a second presume to assert Itself, It would be Indistinguishable 
from the "military council" of Wang Chlng-wei's puppet regime and accordingly 
detested and abjured by the whole country. It is Inconceivable Uiat the Com¬ 
munists, if devoted to the cause of resistance, should take up such n position. 

Next, the political principle of the Government is to democratize the national 
political system. All citizens, individually or In organized bodies, while they 
conform to discipline, should shoulder their responsibilities, fulfill their duties 
and enjoy their rights, possess all due freedom of action, but sovereignty Is 
Indlylslble. If a second source of i>oUtlcal authority were to be allow^ed to exist 
outside the Government—such, for example, as might be called by the name of 
a "democratic authority behind the enemy lines," mentioned in these demands— 
it would not differ from the traitorous administrations in Nanking and Man* 
churla. Not only would the Government find it Intolerable, but the whole country 
would see in it an Irreconcilable enemy, 
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Although as n result of the nation’s historical dereloproent there is now but 
one party exercising aflmlnistratlve power! while others of varying size and 
IHTiiianency are “in opposition,” yet all parties exist In a spirit of equality with 
one nnotlier. this being nowhere more markedly visible than in this democratic 
institution, tlie People's Political Council. Here all are equal rather os citizens 
tiian n.s parties. There could be no room for n special status of one imrty or 
'leman<ls for special rights, such ns would vitiate the sprouting of our democratic 
institutions. I hope that all of you councillors will fully comprehend the nature 
of this considered and unvarying stand of tlie Government regarding its relation¬ 
ship with i>oliticnl parties. 

Now I would like to elaborate somewhat upon the military aspect of the 
matter. From the time in 1938 when the 18th Army Corps, in defiance of the 
orders of the High Command, nrhltrarlly withdrew to the right bank of the 
Yellow River aii«l forclhly cnirled out an Illegal occupation of the Sul-Teh 
district, the Government has been loath to consider this move ns 1nstlgntc<l 
solely hy the Communist Party, or to hold that party guilty of sabotaging rc.slst- 
nnee; nor did It think that any such motive was necessarily behind the 18th Army 
Corps’ Insubordination. Nevertheless, the effect extendwl even to the rear 
where It created genera! uneasiness on account of the potential dangers It 
threatened. The result was highly damaging to the whole prosecution of the 
war, putting a weapon Into the hands of the enemy and linperlUliig the nation 
In the gravest manner. During the past two years or more the Government 
has been simultaneously unifying the fighting efforls of the whole army at the 
front nnd stabilizing the Internal condition of the nation In the southwest and 
northwest of the rear. It is an exceedingly distressing fact that while all other 
<ountrles In the world present a united front to external aggression, with us the 
Government finds added to the task of waging war on an Invader that of 
settling Intornal troubles. Surely such a state of affairs Is not to be paralleled 
In the history of any other revolutionary country. Ilowever, the precautions 
taken by the Government have been such ns to avert any disaster cither at the 
front or in the rear nnd the country may reckon this as great good fortune. 
Despite this danger, we find our capacity to withstand the enemy strong enough 
to ensure our final victory nnd also n sound nnd formidable foundation laid 
for stability In the rear. Had It been otherwise nnd had timely measures not 
been taken, by now the provinces of the south nnd northwest, if not long over¬ 
run by the enemy, would have been ruined by the escapades of rebels nnd 
nntisocinl elements; and the people in the roar would be living In such insecurity 
ns those suffer In provinces behind the enemy linos, In Hopei, Chnhnr, Shantung 
nnd Kinngsu wliere the Nntlonnl Government nnd Us nrmed forces cannot protect 
them from the double oppression of the Japniiesc nnd the puppets. 

However, the fact remains that the forces of resistance are considerably 
weakened by the enforced retention In the rear of large numbers of troops who 
might be fighting at the front. This also Imposes n grievously depressing 
weight upon Uie spirits of the whole army nnd people. The problem Is one 
that Is really not dlOlcult to solve. All that Is required Is a complete change 
in the attitude and actions of the Communist Party, in no longer regarding 
the 18th Army Corps ns Its peculiar possession or as an Instrument for the 
obstruction of other sections of the national forces to the detriment of resistance. 
Let the Communists carry out the declorotlon they themselTcs made In 1037 
wherein they said: (1) Dr. Sun’s Three Principles of the People serve the needs 
of present-dny Chinn nnd the Chinese Communist Party Is prepared to strive 
for their complete fnlflllmcnt; (2) they would abandon all violent action and 
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policy aimed at the overthrow of the Kuomlntniig, the movement for the propa¬ 
gation of cummiiiiisin in China, ami the policy of violent confiscation of land- 
owners* holditigs; (3) they woahl abolish the then Chinese Soviet g<»vernnicnt 
in the Northwest and work towards a united democratic government for the 
whole country ; (4) tliey would abolish the name and status of the Ited Army and 
permit its incorporation into the national revolutionary army \uuler the com¬ 
mand of the National Military Council of the National Government. If they 
would now but faithfully carry out their original Intention to comply with 
these conditions and move all the trooj)S connected with their party according 
to the plans laid down by the National Military Council into the areas appoint¬ 
ed for them to defend, the whole country could be united to meet the invader^ 
there would be an end of Internal obstacles and anxieties, and it would be 
possible to deal the exhausted enemy a tremendous blow which I am convinced 
would bring about within a short time a most sensational victory. At least 
we could restore the lines hot<l In the autumn of 1038; of this the military 
authorities are in no doubt. Then lost territory would be recovered and our 
fellow-countrymen delivered from their sufferings. This would be an luimonse 
contribution of the ISth Army Corps to the national cause and the wliole country 
would admire the patriotism of the Communists. Our Government has no 
other demand to make of the Communist Party and the troops coniiecUHl with It 
save this one fervent wish that they will curry out the obligations into which 
they themselves freely entered and support the Program of Resistance atul Ue- 
constructloD to which the People’s Political Council gave its unanimous cuidorse- 
ment. It merely hopes that the Communists will cast off all i>arty prejudice and 
put the interests of the nation first by obeying orders, maintaining discipline and 
working Id harmony with all their comrades-in-arms. 

There are also two other groups of these demands which have an Intitunte 
relation with military affairs: what the Communists cull the ‘'prevention of 
provocation/* the “withdrawal of the antl-Conimunist fi>ives In Central China'* 
and the “immediate cessation of all attacks on us.** Those three points call for 
some remark. This sort of senseless, mendacious, misleading and malicious 
propaganda vilifies our Government and deliberately Injures the sacr<*d mission 
of resistance, but, more than that, U offers insult to the pure spirit of the whole 
country's united battle against aggression. I need scarcely assert that our 
Governincut is solely concerned with loading the nation against the Japanese 
Invaders and extirpating the traitors, and Is utterly without any notion of again 
taking up arms to “suppress the Communists.’* It desires never again to hear 
of that ill-omened tonn which now has a place only In Chinese history. Let them 
obey orders, give up their attacks on their comradcs-ln-nrms and cease all their 
provocative acts; the Ooverninent will then treat them wltli all possililo con¬ 
sideration. The Government Is, moreover, desirous of showing generosity nod 
of lotting bygones be bygones. In defense of our national Interest it cannot, 
however, fall to punish and check insubordination, for it would otherwise fall in 
its duty to the nation. For loyal soldiers it has such a loving soUcUude that 
the charge of provocation and attack Is absurd. I can make myself responsible 
for the statement in your presence that at no future time could there conceivably 
he another campaign for the suppression of the Communists. 1 hope that you 
will address an appeal to Mao Tse-tung, Tung Pl-wu and the other Communist 
niembors of this Council to effect a change In the attitude of their party so that 
we can discuss here all together the questions they have raised Jind arrive at 
Home reasonable solution of them. You represent the will of the nation and your 
boufiden duty is to strive for the success of resistance and reconstruction and 
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tiatiounl unity. If tbe Communist Party will only accept your advice, and say 
and do nothing in future contrary to the Program of Resistance and Recon¬ 
struction and their own manifesto of 1937, the Government will undoubtedly 
respect wliatever resolutions you may adopt for the settlement of the Incident 
and see that they are carried fully into effect without delay. 

In conclusion, provided unity can be preserved and resistance carried on to the 
end, the Government will be ready to follow your directions in the settlement 
of all outstanding questions. I call upon Uie Communist members of the Council 
to realize tbe national danger at this time of mortal combat with the Invader 
and, acting in the -spirit of the saying “brothers quarrel at home but go out to¬ 
gether to repel assault from without," to accept the judgment of this Council and 
make their contribution to national solidarity. This is the fervent prayer of the 
whole people, and it would moreover deal the enemy a mighty blow. Out of 
solicitude for the Communist Party and in the desire to see It play Its full part In 
the history of this llfe-and-death struggle of our country, we beg It to continue in 
Its mission of reconstruction and resistance against aggression. 

39 

Statement hy Oencraliashno Chtang Kai-shek to the Fifth Central 
Executive Committee of the Kuomintangy September ISy 194S^ 

After bearing the secretariat’s rciK>rt on Uie question of the Chinese Communist 
Party and the views expressed by various members of the Central Executive 
Committee I am of the opinion that first of all we should clearly recognize that 
the Chinese Communist problem is a purely political problem and should be 
solviHl by political ojouns. Such ought to be the gtildlng principle for the Plenary 
Session in its effort to settle this matter. If you share my views you should 
maintain the policy of leniency and forbearance which we have consistently pur¬ 
sued in dealing with our domestic affairs with tbe expectation that the Chinese 
Communist Party will be moved hy our sincerity and magnanimity no matter in 
what way they may slander us nor in what manner they may try to create trouble. 

In spite of provocations we should abide by the manifesto of the Tenth Plenary 
Session; "In the case of tlio.se who sincerely believe In Uie Three People’s Prin¬ 
ciples, obey laws and orders, do not hinder prosecution of the war, do not attempt 
to upset social order and do not seize our nnUonal territory in defiance of Gov¬ 
ernment decrees, the Central Govcromeiit would overlook their past record either 
in tliought or in deed and should respect Uteir opportunities, be Uiey individuals, 
or political groui>s, to serve the country." We should, now as ever, continue to 
be tolerant in strict conformity with the manifesto and earnestly expect the 
Communist Party eventual^' to realize and correct their errors. We should make 
it clear that the Central Government does not have any parUculnr demand to 
make on tbe Chinese Communist Party but hopes that it will abandon its policy 
of forcibly occupying our national territory and give up its past tacUcs of assault¬ 
ing National Government troops in various sectors, Uios obstrucUng the prosecu¬ 
tion of the war. 

We also hope that the Chinese Communist Party will redeem its pledge made 
In its deciaraUon of 1937 nnd fulfill the four promises solemnly announced in that 

* China Handbook, i»37-JS*5, pp. 67-08. The Fifth Central Executive Committee was 
then bolding Its eleventh plenary seaaion. 



AXXEXES 


531 


(locnment: “(1) To struggle for the realization of the Three Peoples Principles; 
(2) To abandon the policy of overthrowing the Kuoniintang regime by force, 
give up the Communist movement and discard tiie policy of confiscating land bj 
force; (3) To dissolve the present government organization and by carrying 
into practice the principles of democracy thus held to bring about the political 
unity of the whole nation; (4) To disband the Retl Army by incorporating it into 
the National Army under the direct command of the Military Council of the 
National Government. Tlie troops tlius reorganized will await orders to move 
to the front to undertake the tasks of fighting the enemy.” 

If the Chinese Communist Party can prove its good faith by making good its 
promises the Central Government, taking note of its sincerity and loyalty in 
carrying on our war of resistance, will once more treat it with sympathy and 
consideration so that we may accomplish hand in hand the great task of resistance 
and reconstruction. 


40 

Report by the Representative of the National Government^ to the 
People's Political Council^ September 15^ lOll' 

Members of the People’s Political Council requested a report on the conversa¬ 
tions concerning the Chinese communist problem. As n representative of tlie 
Government, I shall make a simple and concise statement: 

On January 17. 1D44. Kuo Cbung-yung, Liaison Officer of the National Military 
Council stationed with the 18th Group Army, telegraphed the Board of Military 
Operations, reporting: ''On the 16th of tliis mouth, Mao Tse-tung in a talk with 
me expressed the opinion that the Communist Party wouid send either Chou 
En-lal, or Lin Tsu-han, or Comnrauder-in-chlef Cbu Teh, or all of them, to Chung¬ 
king to see the Generalissimo for Instructions. He asked me to report and seek 
approval.” On February 2. the Board of Military Operations sent a telegram in 
reply to Liaison Officer Kuo. saying: “Messrs. Chu, Chou, and Lin are welcome. 
Please telegraph again before their departure.” Later, a telegram came from 
Liaison Officer Kuo sUting that, according to Chu Teh, Cliou En-lai. and Lin 
Tsu-han, Lin was scheduled to leave on April 28. The National Government, 
upon receipt of the information, on May 1 delegated Dr. Wang Sblh-chleh and 
myself to Sian to conduct preliminary conversations with Mr. Lin. We arrived 
in Sian on May 2 simultaneously with Mr. Lin. Between May 4 and 11, five 
conversations were held in Sian. The opinions expre.ssed by Mr. Lin during 
the conversations were all recorded and the minutes were sent to Mr. Lin who, 
after reading them and making corrections and revisions, handed the minutes 
back to us in person and signed them. At that time, Mr. Lin inquired whether 
we could also sign the minutes. In our opinion, these minutes conUln the 
opinions expressed by Mr. Lin or part of our opinions agreed to by Mr. Lin 
and should be signed by Mr. Lin only. As to the opinions of the National Govern¬ 
ment, we should formally present them after we returned to Chungking and had 
consulted with higher authorities. The following is the original text of the 
minutes signed by Mr. Lin: 

* 0«n. Cblanx Chlb-chung. Mlniiter of Political TralolDg of the National Milllary Council. 

* OMna Baitdboott. iOS7-‘i946, pp. 81-00. 
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“Points Raised Dubino the Convebsations Between Hat 4 and May 8 
“A. On }fHitarj/ ifaitcrs 

■T. The 18th Group Army and troops formerly belonging to the ‘New Fourth 
Army’ should obey the orders of the National Military Council. 

“2. The Comiminist troops should be reorganized Into at least four armies 
consisting of 12 divisions, as proposed by General Lin I*ino last year. 

“3. After reorganization, the troops will take up the defense of their original 
positions, but they should follow the dlrcc-tlon of the commanders of the war zones 
in which they are stationed. When the war Is victoriously concluded, they shoold 
abide by orders of transfer Issued by the National Government to designated 
defense areas. 

“4. After the reorganization of the troops, their commander, in accordance with 
the regulations governing personnel promulgated by the National Government, 
may recommend personnel for appointment. 

•T). .\fter its reorganization, the said Army should abide by the rules and 
regulations governing military supplies, ns applied to other armies uniler the 
National Government. 

"B. On the Shcnti‘Kansu-ying$ia Border Area Quettion 

•'1. It.s name slinll be changed to the Northern Shensi Administrative Area. 

"2. This Administrative Area shall be under the dlri^ct Jurisdiction of the 
Executive Yuan and shall not be under the Shensi Provincial Government. 

"3. The said Administrative Aren should embrace the original area (map 
attached) and its boundaries should be fixed Jointly by representatives of the 
National Government and tbc Chinese Communist Party. 

“4. This Administrative Area should faithfully carry out the Three People’s 
Principles, the Program of Armed Re»i$tancc and Xational nccon$truction and 
tbc laws and orders of the National GoTerntnent. Other laws and regulations 
which are deemed necessary, due to local clrcumstonccs, should bo submitted 
to the National Government for approval before promulgation. 

“5. Tbc annual budget of tbc Administrative Aren should be submitted to the 
National Government for approval, 

“0. The Administrative Area and the 18th Group .<\xmy, after being authorized 
to receive Government appropriations, should not issue local bank-notes. All 
the previously Issued bank-notes should be properly disposed of by the Ministry 
of Finance. 

“7. The Kuomlntang may conduct Party activities and publish newspapers 
In tlie Administrative Area ond set up a radio station in Yenan. At the same 
time, the Kuomlntang should recognize the legal status of the Communist Party 
in China and permit the latter to set up a radio station in Chungking to facilitate 
exchange of opinions between the two Parties and the Government 

“8. The existing organization of the Shensl-Kansu-Nlngsla Border Area is 
not to be changed for the time being. 

“C. On the Party Problem 

“As provided by the Program of Armed Rcaiatance and Rational Reconatruetton 
the Chinese Communist Party should be granted legal status. There should 
be no more unlauTul arrests and no more suppression of books and newspapers, 
while freedom of speech and democracy should be promoted. Those persons who 
were arrested on account of the New Fourth Army Incident as well as all Im¬ 
prisoned members of the Chinese Communist Party Including Liao Cheng-chlh 
and Chang Wen-plng should be immediately released. Order should be ^ven 
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to protect the fauiilies of nu-iiibers of the ISth Group Army and the New Fourth 
Army. 

“D. On Other Hatters 

“1. The Communist Party should express it.s desire to continue faitlifully to keep 
tiJG four-point pletlse and support tlie war of resistance and the program of 
national reconstruction tmder tiie leadership of Generalissimo Chiang Kai-shek, 
while the KuominUing in turn should express its willingness to seek a just and 
rational readjustment of the relations between tiie two Parties by political means. 

“2. The military blockade on the Shensl-Kansii-Ningsia Border Area should bo 
lifted. As at present, trade and transportation should be given priority. 

"3. Militar>’, political and economic problems in guerilla areas behind enemy 
linos should be solved to the advantage of the war under the dlrectlou of the 
National Government »ind the National Military Council.— (Signed) Lin Tsu- 
han. May 11. 1944.” 

“Appendix: Four Points Proposed by Dieisional Commander Inn Piao 

"1. With regard to the Party issue, we wish to obtain a legitimate status 
under tiie Program of Armed licsistancc and \ational Iteconstniction and to en¬ 
force the Three People's Principles. The National Government on the other 
hand may conduct Party activities and run Party pajicrs in the Cliluese Com¬ 
munist areas. 

•'2. With regard to tlie problem of trooiJS, we desire that our troops should be 
reorganized into four armies with 12 divisions and be accorded the same treat¬ 
ment as the National Government troops. 

"3. The North Shensi Border Area, in its original form, should be turned into 
an administrative urea, while other areas should be reorganized and the laws 
and decrees of the National Government should be enforced tliore. 

‘‘4. With regard to tlie area of oiwrations, we accept in principle the National 
Governmonfs decision that our troops be dispatched to the north of the Yellow 
River. However, at present we can only make necessary preparations. We 
guarantee that the decision will be put into effect as soon as the w*ur is termi¬ 
nated. Should war conditions f>ermlt (as in the case of a general counter¬ 
offensive) arrangements may be made for tbe transfer of our troops to other 
areas.” 

II 

Since Lin Tsu-han had expressed concrete opiuloos, we l-etumed to Chung¬ 
king on May 17. together with Mr. Lin. At that time, the Central authorities 
were making preparatious for the 12th Plenary Session of tlie Central Executive 
Committee of the Kuomintaug and the National Administrative Conference. 
Despite busy preparations, we submitted a report to tbe National Government 
on the results of tbe Stun conversations and the opinions expressed by Lin 
Tsu-baii so as to enable the Government to consider measures for tlie solution 
of this problem. On June 5, we met Lin Tsu-han and bonded to him the mem¬ 
orandum of the National Government concerning the solution of the Chinese 
Communist problem through political methods. The original text of the mcino- 
randum is as follows: 

“Memorandum of the National Government concerning the Solution of the 
Chinese Communist Problem through Political Means, June 5. 1044.” 

With the opinions expressed by Representative Lin Tso-han at Sian as a basis, 
the following memorandum was drawn up: 
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“A. MUiliiry J’robliuig 

•T. TIiP IStli Group Army aiul its uuits stationed io various localities should 
he reorganized into four armies consisting of ten divisions with their designations 
to bo decided by order of the National Government 

••2, The said Army must obey the orders of the National Military Council. 

"3. The strength of the said Army should be fixed in accordance with the or¬ 
ganization of the national armies (orders to be issued by the Ministry of War). 
The said Army should not form extra echelons, detachments or other units. 
All sucii extra units already in existence must he disbanded within a specific 
date set by the National Government. 

‘■•I. In mutters p<*rtalnlng to personnel the said Army may make recommenda¬ 
tions to the National Government regarding appointments in accordance with 
regulations governing personnel. 

"5. The said Army should be given military expenses In the same way as 
(jther national armies by the National Government, and the Independence of the 
commissariat should be upheld in accordance with the Military Management Act. 

“0. The said Army must carry on its training work in accordance with the 
training program and orders Issued by the National Government, which has the 
right to send men to Inspect its training work. 

“7. All units of the snUI Army must bo concentrated for service within a certain 
specified period. Until then the units in the various war zones must be placed 
under the direction of the war area commanders concerned. 

“B. The Shensi-KaMu-Ningsia Border Area Problem 

•T. The Shensl-Knnsu-Nliigsln Border Area shall be renamed the North Shensi 
Adlmlnstratlve Area, and Its administrative organ called the North Shensi Ad¬ 
ministrative Office. 

"2. The said Administrative Area should be within the confines of the terri¬ 
tory it embraces at present. But Its exact territory should be fixed by represent¬ 
atives of the National Govcrninent and the Communist Party Jointly. 

“3. The said Administrative Office should be under the direct control of the 
Kxecutlve Yuan. 

“4. The said Administrative Area should carry out the laws and orders of 
the National Government. Other lows and orders which are deemed necessary 
because of local peculiar circumstances should be submitted to the National 
Government for approval before promulgation. 

«j. Appointment or removal of the Chairman of the said Administrative Area 
should be made by the National Government, whereas its commisslonors and mag¬ 
istrates may be appointed by the National Governmeat upon the recommendation 
of the chairman. 

0. The organization of the said Administrative Aren should be submitted to 
the National Government for approval. 

“7. Tho budget of the said Administrative Area should be submitted annually 
to the National Government for approval. 

■•8. In the said Administrative Area and the places where the units of the 
18tU Group Army arc stationed, no local bank-notes sbonld be Issued. The notes 
already issued should be disposed of by arrangomont with the Ministry of Finance. 

‘*0. All administrative organizations set up by the Chinese Communists them¬ 
selves In other places should be taken over and dealt with by the provincial gov- 
emmeuts concerned. 
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“C. The Party Problems 

“1. Party affairs for the duration of tlio war should be conducted in accordance 
with the program of Armed Pcsista^iee iiud Satioaal Reconstruction, while after 
the conclusion of the war, according to the National Government's decision, a 
People's Congress should be convened to adopt a constitution and enforce con¬ 
stitutional government. The Chinese Communist Party shouhl obey the laws of 
the National Government and enjoy the same treatment as other ])olitical jKirties. 

“2. The Chinese Coninmnist Party must reaffirm Its sincerity to carry out its 
four pledges/' 

After handing the National Government's Memorandum to Lin Tsu-han, we 
stated that, in case the Chinese Ccuninuiiist Party a;;rws to put the above- 
mentioned measures Into affect. (1) the National Government will consider the 
withdrawal of the garrison troops in the <lefense areas and the r4*storation of 
the trade conimunirations betwi^en these* areas and their neighhoring districts; 
and (2) inenihoi'S of the Chinese Communist Party arreste<l on charges of vio¬ 
lating the law will be leniently treated and rcleasetl ou bail by the National 
Government. Mr. Lin then took ii letter from Ills pocket eiudosing a document 
entitled "Sii^estions for the Solution of Some Current Urgent Problems Made 
by the Central Committee of the C'hlncse Communist Party to the ('entral Ext*- 
cutive Committee of the Kuomintang.” Be handed the document to us for reading. 
Following is the original text: 

^‘Suggestions made by the Central Committee of the Chinese Communist Party 
to the Central Executive Committee of the Kuoiniutnng coiicoruing the solution 
of some of the current urgent problems. 

“The Kuomintang and the Communist Party have coo|>i>ratcd in the war of 
resistance already for seven years. That the Chinese Communist I'arty has 
been sincere in its effort to promote the welfare of the nation, foiijlit valiantly 
in the war of resistance, enforced the San Min Chu /, fuIlHled the four-point 
pledge and consistently supi>orted the Natluiml Government and Mr. Cldung 
Kai-shek In armed resistance and national reconstruction, must bp apparent 
to all. But at present, when the war situation Is becoming very critical and the 
Japanese invaders are continuing tbelr attacks, the Internal political condition 
an<l the Kuomlntang-Coinmunist relationship have not followed the right track 
to keep pace with the war requirements. 

‘'With a view to overcoming the present difllcultios, repulsing the Japanese 
Invaders and seriously preimring for a counter-offensive, the Chinese Communist 
Party considers that the only way to achieve these objectives Is to adopt demo¬ 
cracy and strengtheu national unity. For this purpose, the Chinese Communist 
Party hopes that the Government will 8<ilve the following extremely urgent prob¬ 
lems. These problems, some of which concern national political affairs and 
others the outstandlDg Issues between tlie two Parties, are candidly listed us 
follows: 

“A. Problems Pertaining to National Political Affairs 

“1. The Government la requested to adopt democracy and safeguard the free¬ 
doms of speech, the press, assembly, association and pet^son. 

“2. The Government Is requested to lift the ban on political parties, recognize 
tile legal status of the Chinese Communist Party and the various onli-Japancsc 
parties and groups, and set free political offenders. 

“3. The Government is requested to permit the people to enforce local self- 
government in name as well as In fact* 

. 044538—40-37 
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“11. Problems Pertainin-ff to the Outstanding Issues Between the Two Parties 

“1. Iti considonjtion of tlie nwds of resistance a;;:iii)st Jnpiin, the record of 
nchieveiiieiits In tlie war of re.«istaiice and the iires«*iit streu;rth «»f the troops, the 
Govei iiment is reqm^sted to organize the (•hiiies«> (’oinniunist Inaqjs into 1C armies 
consi.sfiiiK of 47 divisions with lO.tMK) tn)ops per division. As a cumiiroiiiise, 
tlie Government is requested to approve of tlie orgaiiiziitlon of at least five armies 
of 1C divisions. 

“2. The Goveriiiiient is requested to recognize tlie Shensi-Kan.su-Niiigslo Dorder 
Govermuent and the popularly-elected anti-Japanese goveriiments in bases In 
Nortli (.'liiiia as legally-constituted local governments and to recognize all nicas- 
in«*s taken to meet war exigencies. 

“d. During iLe period of the war of resistance, the status quo be maintained 
in areas garrisoiuHl by the Coiuniunist troops and readjustineuts be considered 
after the conclusion of the war. 


"4. Tlie Government Is reipiested to give full material aid to the 18th Group 
Army and the New Fourth Army. Since 1040. the Government has given them 
not one bullet, not one pill of medicine, not one cent of money or one grain of 
rice. It is requested that this situation he lmme«liately remedie<l. 

"5. With regard to the weapons, munitions, and meilicincs furnished China 
by the Allied countries, the Government is requested to apportion and distribute 
lliem equitably among the various armies of Cliina and the 18th Group Army 
ami the New Fourth Army stiouhl lie given the share due them. 


“C. Tlie Government Is requested to order its military and political orgams 
to lift the military and economic blockailes of the Sheiisi-Kansu-Ningsia Border 
Area ami the various anti-Japanese bases. 

"7. The Government is reciuesteil to order Us military organs to cease armed 
attiicks on the Now Fourth Army in Central China and the guerillas in Kwang- 
tung. 


“8. The Government Is refiuesttxl to order the I'artj’ ainl military organs to 
set free persons arrested In various places, such as Yeh Ting and olllcers and 
men of the New’ Fourth Army in the South Anliwel Incident, Liao Cheog-chih and 
Chang Wen-ping In Kwangtuiig, IIsu Chleli, Usu Min-chlu, Mao I'se-nin, Yang 
Tse-hun and Ban Cliiieli in Sinklang, Lo Slilli-wen. Yao H.sien, Li Chun, and 
Chang Shao-ining in Sztx hwan. IIo Ting and others in IluiMdi, Liu Yin in Che¬ 
kiang, Ilsuaii llsia-fu, Slilli Tso-hslang, Li Yu-hai, Chen Yuan-ying and Chao 
ll.siang ill Sian. 'lh<-se im'n are ail patriot.s and lliey .sliould be set free in order 
to further tlie liiti’rests of war against Japan. 

“0. The Government is rcquostc<I to permit the Chinese Communist Tarty to 
conduet party activities and publish jmrty papers in various plaees In the entire 
country while the Chinese Communist Party will also penult the Kuomlntang to 
conduct party activities and publish party pniwrs in the Shonsi-Kausu-Nlngsia 
Border Area and the various anti-Japanese democratic border areas behind the 
enemy linos. 


“The foregoing coiicoriia only the principal points. The Chinese Communist 
Party sincerely hopes that tlie National Government will give them u reasonable 
and most speedy settlement. As the war against Hitler In the West might be 
victoriously concluded this year, tlio counter-offensive against Japan in the 
Last can surely he unfolded next year. Furthermore, the Japanese Invaders are 
now launching large-scale attacks to threaten our anti-Japanese front. If our two 
purtlcs can not only continue to cooperate but ul.so roailjust our internal political 
affairs anil Improve the party relationship, not only will the present general 
situation be greatly Improved but wo will have bright prospects of victory when 
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<mr countrj-, in roordinatiori with our Allle^^, iaunches a lart:e--«calo coiiutor- 
offonsive next year. It !.•< hoped that our Goveriiiuent will fti'’*-* the fon-j;oitig its 
seri<ms and favorable consideration.—Lin T.su-han, Ilepre.sontatlve of the Clii- 


ne.se Coniiiuinist Tarty.” 

Tiioii and tliere we -said to Lin Tsu-han : “We did not receive the 20 proiiosals 
brought up by you on May 22, and they were witlidrawn by you. because there was 
a wide difference between these proposals and the opinions expressed by you at 
Sian. Your pre.sent 12 proposals, thoujth fewer in number, are similar in content. 
We ought not to accept this <locuinent from you, but as we do nut svant to dis¬ 
regard your wish we can only agree to keep it. However, we cannot forward it to 
higher atitboritie.s." ilr. Lin said, “Then you may keep it in your plnco for 
reference.” 


Ill 


On June C, we received a letter from Lin Tsu-han. In tltis letter two ptiints were 
raised. First, ho thought that the difl'erenee between the Government memo¬ 
randum and llie proposals of the Clilneso Communist Tarty of June -1 was too 
great. Hesides reporting the tnemorandnin to the Central Coiniiiitteo of the 
Chinese Conuniinist Party, ho re<ine.sted us to f<trwnrd tlio 12-point proiiosul of 
the Cliincse Communists to the National Govornim*nt for a rational solution of the 
problem. Second, he regarded as contrary to fact the phra.se. “based on the opin¬ 
ions expressed by Representative Lin Tsu-han at Sian,” appearing In the beginning 
of IhoGoverniiieiit ineiiuirandum. He regarded the mimitcs of the Sian eonver.sa- 
llods as “preliminary opinion.^, finally readied after joint discussions.” He 
agreed that "each Tarty sliould refer to its own central authoritie.s for instruc¬ 
tions before innking a final decision." So he still hopivl the National Government 
would consider the latest proposals made by the Chinese Cotiimniiist Tarty. On 
Juno 8. we sent Mr. Lin a letter answering the two points he had brought up- 
First, we hail made It clear that we would not submit Mr. Lin’s letter dated Juno 

to higher authorities h«*<-ausc the difference between the original opinions and 
llie proiKisal.s made by Mr. Lin later was too great. Mr. Lin finally said: "You 
may keep the letter In your place for reference." Therefore, we only consented 
at that time to keep Mr. Lin’s letter and again made it clear that the letter could 
not bo submitted to lilgher authorities. Second, the opinions recorded In the 
minutes of the Sinn conversations, and corrected and revised by Mr. Lin, who 
intimated that he woulrl make clean copies and sign again, were duly submitted 
to the National Government. Therefore the Government memorandum was 
based on Mr. Lin's opinions and it accepted ns many of his opinions ns possible. 
Wc hoped that he could completely accept the memorandum. 

IV 

We received another letter from Mr. Lin on June 11. He said that he thought 
the two points In our reply of June 8 were "quite dlfllcult to comprehend.” First, 
ho said that, since wo had recognlzetl him as the representative of the Chinese 
Communist Tarty, we should not refuse to report to the National Government 
the opinions formally expres-sed by the Chinese Communist Party, and yet he 
was unilaterally asked to accept personally the memorandum of the National 
Government. How could he make a decision nil by himself? Second, he ad¬ 
mitted that the 12 points suggested by the Chinese Communist Party and banded 
to Us by him on June 5 are "slightly different” from the opinions obtained dur¬ 
ing our conversations at Sian, but seeing that the Government memorandum 
was also different from the Sian conversations, he felt that such divergences 
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i)f views citmmon to heJh sides in tlie conversations were nothing sun>rlsing. 
Now tl at )ie had reiM»rted tlic Ctoverniiient nieinornndnm to the Central Coin- 
mitlee <*f the Chinese Coinnuinist Party hy wire, we should not refuse to forward 
the oiiiiiions formally hroiicht up hy the Chinese Coininimist Party to the Na¬ 
tional Goveriuiient for instructions. 

In fact, the two points which .Mr. Lin said were incomprehensible are very 
plain. It is because Mr. Li»» is the representative of the Chinese Cominunlst 
Party, that the opinion exprcssc<l by him can he counted upon. As to the 12 
points raised hy the Chinese Coinmuiiist Party, their contents prently differ 
from Mr. Lin’.s opinions. Moreover, there was no Intlication of the Cldnese 
Cominunlst Party’s intention to carry out the fun<lanientnl Idea of obeyiiiK 
military command ami ixditical order.s. What It brousht up were one-sided 
demands. TJien-fore, it is quite understan<lahle that we deciarwl then that we 
could not forwanl the proimsal. Nevertheless, hoping to seek an early solution 
to the problem and especially unwilling to create any nnsuDdcrstanding, we for- 
wardi^d the 12 iK)int.s as handed t«» us by Mr. Lin to the National (Joverninent. 
Afterwards wc received Instructions from Uie National Government stating, “the 
National Governiiient on June 5 sent Its meinorandtim to Kcprescntntive Lin for 
transmission to the Chine.se Communist Party. Those of the tqunlons of the 
Chinese Conuminlst Parly which can he nccepte<l hy the National Gciverninent 
hare already b(vn emhodicxi In the memorandum to the fullest ext<’nt. It is 
hoped that the Chinese Communist authorities will accept the meiiioramlvuu." 

We Informed Mr. Lin by letter on June 15 of the instructions of the Nati<innl 
Government. We also explained that tlie fundamental spirit of the present 
conversations should follow ttie principle of the unity of military coininand and 
pulillcal unlers as the iirorequisite of improving tlio current situation and 
strengthening national unity. lUit the 12 points raised by the Chin(‘se Com¬ 
munist Party made no mention of how to carry out military and political orders 
of tiic National Government, liow to Improve administrative measures, and how 
to readjust and reorganize armed units. As to the number of ormed units to 
be reorganized, wc said at Sion tliat the possible number w'as tiiriH; arinios 
witl) eight divisions. Now the GoviM'iiiiiont in the inemorandum lias decided to 
increase it to fottr armies with ten divisions—an increase of two divisions 
ns compared with the llgurc wc iiicntioneil. This shows the readiness of the 
National Qovernincnt to compromise ns much ns possible. 

V 

After we answered Mr. Lin’s letter on June 15, for more than ten days the 
Chinese Communist Party gave no answer to the Government memoranilum. On 
July 3. Mr. Lin nskorl us to meet him and verbally raised two points. First, in 
political nlTalrs he hoped that the National Government would take a broader 
view of ■■deiiuKiracy." Second, concerning the question of troops ho hoped that 
the Communist army could Im? Increased to five armies with 10 dlvi.slons. Slmul- 
tnneou.sly he told us that he had received a wire from Ycnnii welcoming us to 
that city for further discussions. 

At tltat time wo immediately made an explanation: Regarding the question 
of domocrncy, the Government had been adopting various measures to hasten the 
realization of democratic government. For Instance, It had nboU.shed tlie com¬ 
pulsory system of censoring books and magazines before publication, strictly 
ordered all the provinces in the rear to complete the establishment of local 
representative bodies, and was about to promulgate the Regulations for Safe- 
Guarding the Freedom of the Human Person, and a number of other democratic 
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measures were under consideration, which we need not ejiuiuenite. As ti> the 
Increase of arin.v units, the National Government was n<iw enforcit^g a ix>licy 
of emphasizing the quality of soldiers and has been reducing the munber of 
armed units as much as i)osslble. It has gone to the utmost limit to accept tiu* 
demands of the Chinese Communist Party. Its sympathetic readiness to com¬ 
promise cjiii be understood if one compares the nunil)er of national troops at 
the beginuiugof the war with their present total. Finally we beUeved that it* the 
conversations proceed like this, there appeared to be deliberate intention to 
protract them. It seemed necessary to give a comprehensive atjd defuiite answer 
to the Ooverninent memorandum and then use it as a basis of concrete discussion. 
It was not a<lvl«able to continue empty talks and bargaining lest further com- 
[dlcations should arise. We also Indicated that If the conversations could come 
to a conclusion in Chungking, we would con.slder a visit to Yenaii. 

VI 

Mr. Lin visited us again on July 13. lie again reqticsted the National Gov¬ 
ernment to give some Instruclions In coniioction with the 12 proiK>sals of the 
Chine.so Communists. He made, however, no mention of how they were going to 
answer the memorandum given to them by the National Ooverninent. As the 
problems raised by Mr. Lin liad been explained In the past and did not nei^l further 
explanation, we only told him that we understood the purinise of his visit. 
The meeting was closed after we arranged a date fur further conversations. 

VII 

On July 23, Mr. Lin sent us ii letter. He again inquired whether we hud asked 
for instructions for a reply to the 12 proposals brought up by the Chinese Commu¬ 
nists. In addition he invited us to go to Yenati. 

We mot Mr. Lin again on July 25. We gave a comparatively more detailed 
verbal explanation concerning the problems listed in his 12 proposals. We told 
him that the memorandum of the National Government represented the Nutionul 
GoveriiinenPs concrete views, and that it was the Chinese Communist Party which 
had not given an answer after much delay. Wc also stateil that such an attitude 
on the part of the Chinese Coiutnunist Party seemed to indicate its deliberate 
intention in putting off the mutter and its unwillingness to liiid a solution for 
the problem. 

VIII 

During this period, we continued to study the question and considered that, 
following the previous verbal answer, we should give a written reply so a.s to 
put our explanations in more concrete form. Wc met Mr. Lin again on August 
5, telling him that wo were going to turn into a written reply our opinions given 
verbally during the previous meeting. Wc added, *AMien you have given a definite 
answer to the Government memorandum, we shall consider further conversations 
and the question whether we shall go to Yenan or not.*’ 

After this talk, on August 10 w*e sent Mr, Lin a letter based on our previoxisly 
expressed opinions. Its gist is as follows: 

’’Tlirec months have elapsed since wc hud the honor of consulting with you 
at Sion. For more than two months we have been waiting for the Chinese 
Communist Party to give a definite reply to the memorandum ot the National 
Government handed to you on June 0 and this prolonged silence was quite beyond 
our expectation. Begarding the contents of the memorandum, the National 
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Government not only accepted almost in total tbe requests of Divisional Com- 
monder Lin Piiu* but also most of your opinions expressed reeentUv at Sion. 
Since tbe Chinese Coiniminist Party sujiport.s the unilleation and solidarity of 
tbe iiiitiuti. please urye it t«) accept tlie meumrandtim. 

"Iti <'onneetion with tbe 111 p4iints raised by tbe Chinese Communist Party, 
Articles 1 to of llie memoranilum pointed out that the Government would carry 
out durins the war tlie Proyrom o] Armed Resistance and National Reconstruc- 
lu>n as ace«-pte<l by the Cliinese Cuiiimunist Party and other parties and realize 
witliin one year after eonelusion of the war constittitioiial government which 
will give an eijnal status to all pulitieal parties. Tliis statement is clear and 
eoner«*te. If vague and empty phrases were employed in addition t«) this state- 
iiH'iil, th*-y Would only eause further tlisconl in the futvire. The present fixed 
ptdiey of the National Government is to enlarge griidually tlie scoiw of tlie 
peripl<*‘s fia*t*dom ami to promote local solf-govermiieiit step hy step in accord 
Willi the progress of the war, tlie approach of victory, and the stability of society. 
At the .same time tlie National Government hopes that, after its acceptance of 
tlie Government niemoranduiii, the Cliinese Communist Parly will from time to 
lime exprc.s.s its opinion for tbe effeetive enforcement of the Program of ^rmed 
Resistance, and National Reconstruction and actively participate in the work of 
tlie People’s Political Couiieil an<l tlie Commission for the Inauguration of Con- 
.stitulioiial Government. It is lioi>ed tliat the views of both parlies will thus be 
reconciled and true unification and solidarity of the nation hrouglit about. Ilore 
lies the true significance of tlie solution of the problem through political means. 

"Ill tlie 12-iioltit proposal, lliere are four artieles regarding tlie organization 
and stationing of the troops and tbelr food and war supplies. Tlie 18th Group 
Army originally consisted of three divisions. TTie National Governiiient now 
proiiilsos to allow it to Increase to four armies with ten divisions. In permitting 
llii.s the Nntloiial Government lias taken a very liberal nttUudo, for the Goveru- 
nierit Is now adopting the policy of 'i|uality first’ and has ordered the reduction 
in size of otlier units. Kegardliig the stationing of troops, the National G<»vern- 
mont asserts the principle of coiicciitratlon for service on the one hand and on 
the otlier provides for a system of ndjustiiient, training and coniiuand prior to 
tlieir concentration. The Goverument hns indeed taken into consideration all 
phases of the prohloiu. Rogordlng their pay, the National Government promises 
tlint the troops will be given the same treatment ns the national army. As to 
the supply of arms, the National Government will from time to time make fair 
distrihiitloiis among the armies according to their needs niul the duties they 
perform. 

"Another article In the 12-polnt propo.sal demands that the National Govern¬ 
ment recognize the ‘Shciisi-Kniisu-Ningsla Border Area* and Uie ‘Anti-Japanese 
Governments Electeil hy the Pt-oplo In Bases In North China.’ The National 
Government In Its iiieiiiornndutn has already sot forth very liberal measures. 
Other ndmlnlstrntlvo organs in any other areas should be handed over to the 
various provincial governments concerned In aceordniicc with the memorandum 
so ns to avoid any discord. 

"As for other demands they are cither at variance with facts or unreasonable, 
and we shall not repeat them liero slui'o we have given you verbal oxplnnatlons.” 

IX 

Afterwords we received Mr. Lin Tsu-hnn’s letter of August SO In which he 
answered our letter of August 10 under Instructions of the Chinese Communist 
Party. It may be summed up os follows: 
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•‘1. The letter of August 10 seems to be written in a reproa< hfuI tone blaming 
the Chinese Cotuniunlst Parly for the unreasonable delay. This is ontin*ly con¬ 
trary to facts and is a inLsiiiterprctation, For, the National Governmont’s 
iiieniorancluni is too far ai>art in j^rinciplo from the Chinese CoTiimuiiist Parly’s 
12 written points and eight verbal points. It is pointed out that (a) in the 
meuiorandnin nothinir is inonlionod about the establishment of a lonstiiutional 
Government, recognition of the legal status of various p<ditical parties and the 
setting free of political offenders; (b) The nienmranduin meutiotis only the 
number of reorgijnized troops, the al>olition of units (dher than (he reorganized 
troops and the eoDceiitratlon of the armies for war sorvioo; (c) Only strict 
observance of laws and orders of the National Government for war purposes is 
requirtMl of the liordor Government, making no mention id the realization of the 
Three People’s Priin iples and giving no recognition (o tia* various existing meas¬ 
ures an<l laws; (d) The democratic governments organized liy the iK'ople in 
various unti-Japaneso base.s tire to ho abolished. All these are cile<I as facts 
shetwing the vast divergence of the opposing views. 

*’2. Itegarded as the olistacle to the fundamental solution of this problem is 
the wide gnii existing between the view|H>lnts of the National Government, and 
the Chine.'<e Communist Party and the ‘great masses of the people.’ For the 
Government has betui i)or.sistently reluctant to realize? imme<iiately the Thre<> 
People’s Prineiplo.s and the democratic system of government. 

“3, It Is hop<*d that the National Government will give primary attention to 
national interests in the solution of the country’s t>iditical problems and (pies- 
tions regarding the relationship of the Kuomintaug and the Chinese (.‘ominunist 
Party. It should start from a atandfKiint that is benericlal to national solidarity 
in armed resistimcc and the promotion of democracy/' The letter again emplia- 
8 i 2 C*s the “political problems/^ “military problems,” and problems concerning 
“Bord(*r area’* and “North Chinn, Central Cldna and South China antl-Japaneso 
bases.” It renDIrms its attitude toward the various issues mentioned under the 
first item and simultano<Misly expands considerably tlieir scopes. 

“4. The letter asserts that the Chinese Communist Party is persistent in faith¬ 
fully carrying out its four pledges, faithfully practising the Throe People’s Prin¬ 
ciples, and adhering to the policy of democratic consolidation and political 
settlement, ami dot^s not wish to break off the conversations/* 

Wo wore greatly suri»rl.^ed to read Mr. Idn’s letter of August 30. I believe you 
gentlemen can nil form n very appropriate judgment as to how much truth is in 
the points listed in (liut letter and It is not necessary for me to einbomto it. 
•Since wo recelvetl orders to discuss concrete problems, during the period from 
our visit to Sian to the present moment, the more we linvo dl.scussed the problems, 
the greater (lie difference of opinions has become. Tlie reason why the divergence 
of opinions lias become greater nn<l greater can he seen from the abovo-inentloned 
documents. We cannot liclp regretting the situation, but do not lose hope. In 
order to make the Chinese Communist Party really understand our ideas, we 
sent another reply, the gist of which is us follows: 

“The purpose of our conversations with you hy order of tlio National Govern¬ 
ment is to seek national unification. In otlier words, to request the Chinese 
Communist Party to fulfil faithfully its four pledges, and to support faithfully 
the political unity of the nation. If the CiilnGse Communist Party had, ns you 
said, faithfully carried out Its four pledges, why have there been so many cases 
uf attacks on national trooj>s in different localities by the Chinese Communists? 
And why Is it necessary for the National Government at present to instruct us 
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to discuss with you such questions as the oboyinsc of military comiimnd and 
political orders? 

"The Niitiotial Govornmont. in instructing us to confer with you n»>out unifica¬ 
tion, aims at laying a solid foundation for the realization of constitutlonnlisin 
and the Three People’s Principles in their entirety. The National Government In 
its memortiiiduin has made definite statements on the que.stlons of democracy 
and political parties. In addition, detailed explanations are given In our letter 
of August 10. How can you say nothing was mentioned? Your letter says that 
the Chine.so (’<»inmunist Party has thoroughly applied the Three People's Prin¬ 
ciples in the border area and Jintl-Japanese base.s behind the enemy lines. It also 
says that the people and Jintl-Japanese organizations In all the Chinese Commu¬ 
nist areas enj().v nil forms of freedom and rights. But many fnct.s compel us to 
lieny your statements. Take for instance democracy and freedom. The separa¬ 
tion of the five powers as taught by the Father of our Roptihllc Is the right way 
to democracy and is the safeguard for the people’s freedom. Bttt is there any 
factual proof of the independence of Judicial i>ower and control power in areas 
under the Chln«‘se Communist Party? Is there any gtinrnntee of fretslom of the 
pres.s and per.son for the people in the Communist area, and even for members 
of the (’hineso Commtinist Party? In our last letter we snlfl that we liope<l that 
no vagtu* ami abstract demands In connection with the problems of doinocrncy and 
free<l<»m wouhl be brought up. Instead, we requested the Chine.se Communist 
Party to discuss tliorotighly at any time the moans of solving the dlfTorent prob¬ 
lems wltli the National Government, the People’s Political Council and the 
Cimimisslon for the Inaiigurntlon of Constitutional Government. Such steps are 
con.sldered not only appropriate but also noce.ssnry. 

"Wo pointed out that answers have already bwn given one by one to the 
questions In your letter. It Is nb.solutoly true that the National Government’s 
monioraiulnin has accepted most of the opinions put forward by Divisional Com¬ 
mander Lin Piao last year and those raised by you at Sinn recently. Yet you 
still emphatically slated that the divergence of views Is too great. But the real 
reason for the divergence Is the steady Increase In the number of requests of the 
Chinese Communist Party. What you asked for at Sinn was more than what 
Divisional Commander Lin asked for Inst year. The 12 points ralseil by the 
Chinese Communist Party outnumber the requests you made at Sinn. The 
present Ictlcr adds the eight so-called verbal requests to the 12 points. Since 
requests increase with time, the divergence of views naturally widens. Take 
for instance tljo question of the North Shensi Border Aren and other nntl-Jnpa- 
iie.se hase.s. Divisional Commander Lin requested that the North Shensi Border 
Aren he turned into an administrative area within Its original area, and all the 
other areas be reorganized and obey the laws and orders of tlie National Gov¬ 
ernment. The doenment you signed at Sian did not contain other nnti-Jnpnncse 
bases. The 12-polnt proposal of the Chinese Communist Party asks for the recog¬ 
nition of the Shensl-Kansu-Nlngsla Border Aren and Anti-Japanese'Governments 
Elected by the People in North Chinn Bases. Tour letter now seeks the recogni¬ 
tion of Shensl-Knnsu-Nlngsln Border Aren and the Antl-Jnpnnese Governments 
Elected by the People In Antl-Jnpnncse Bases behind the enemy lines in North, 
Central, and South Chinn. Under such conditions of steody changes and gradual 
expansion of requests, which side should be responsible if the conversations 
cannot be brought to a successful conclusion? 

"We have explained that the National Government and the Kuomintnng do not 
place the Interest of one single party above the interests of the country and 
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people. It is earnestly lioped that the Chinese Ctunmunist Party can simre in the 
observance of tills principle. 

“Finally we say that we shall be plad to so to Yenan if it would serve any 
useful purpose. We wish to know whether the Chinese Communist Party can 
send responsible representatives to ChunL’kiUB to solve the present problem 
and who will be apiwiiited to accompany us back to Chungking should we go to 
Yenan. 

“Tne four pleilges made by the Chinese Comiminist Party In September, 10:17 : 

“(1) The Chinese Communist Party is prepared to fight for tlie thorough real¬ 
ization of Dr. Sun Yat-sen's Tliree People’s Principles which answer the present- 
day needs of China. 

“(2) The policy of Insurrection which aims at the overthniw of tlie Kuomiii- 
tang political power .shall be abolished. The policy of land-confiscation by force 
and the ixjlicy of Communist propaganda sliall he discoiitinueil. 

“(3) Wltli the di.ssoIutloD of the Chinese Soviet Government, Q system of 
political democracy shall be put into practice so that the country may be politically 
unified. 

“(4) The name and designations of the Red Army shall l>e abolished and the 
troops shall be reorganized as part of the National Revolutionary Army subject 
to the control of the National Military Council, and shall be waiting for instruc'- 
tions to take up frontline duties in the war of resistance against Japan.” 


X 

The foregoing is a report on tlie conversations and the iiiiportiint contents of the 
related documents. Today the entire nation ardently hopes to arrive at a rational 
solution of the Chinese Communist problem at an early date In order to achieve 
national solidarity and unity, the winning of victory, the success of national 
reconstruction. Entrusted with the mission to carry on the convei*satlons, we 
naturally liave the greatest enthusiasm and hope. What the National Govern¬ 
ment is seeking is unity of military command and politlc’al orders. In this way 
we can attain real unity and bring about the concerted efforts of the entire army 
and people of the nation to defeat the enemy. Only thus can our program of 
resistance and reconstruction be benefited. 

In view of this all-important prerequisite, the Natloual Government is always 
ready to take actual facts into consideration, to arrive at the best possible 
solution, and to accept the opinions of the Chinese Communist Tarty as much 
as possible. This can be clearly seen from the Government memorandum. 

As to the problem of democracy and freedom, the National Government has 
always been realistic and has always tried to do soinctblng Instead of indulging 
in empty talks. Under the principles embodied In the Program of Armed 
ResUiance and National Rcconglruction, It bas undertaken to give freedom 
to the press, to safeguard the people’s liberty and to widen the powers of the 
people's representative organs. It will continue to exert its efforts along this 
line so that constitutionalism can be successfully adopted after the war. By 
that time, the question of political parties will be automatically solved. Although 
the Chinese Communist Party has not yet made any indication of willingness 
to accept the Government memorandum or to obey the military command and 
political orders of tlie Government, we hope tlie Chinese Communist Party 
will abide by the prluclplcs of solidarity and nrme<l resistance, and realize 
the true unity of the nation by actual deeds. The National Government will 
never alter Its policy of seeking a political solution. In fact, it Is siucerely 
awaiting an announcement by the Chinese Communist Party that It will revise 
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Its standpoint and solve this problem at an early date so as to satisfy tbe 
ex piH? tat ions of tbe entire nation. 

Itcalizing your Interest and concern in this problem, I have come here to 
report on tbe conveivsniions and to explain tbe attitude and wishes of the Na- 
tiuna) Cioveiniiient. Your attention to the matter will be appreciatcHl. 


41 

Ueport by the Ileprcscntative of the Central Committee of the Chinese 

Communist Party * to the People's Political Council^ September 

im 

Gentlemen, 1 have been asked by the Presidium to moke a report repardlng 
the conversations whiclj were held during tlie past four months between Dr. 
Wang Shlii-oliioli and General Chang Cliih-chung on behalf of the National Gov- 
eriiincnt ami myself on l>elmlf of the Central Committee of tlie Chinese Communist 
Party. 1 feel greatly honored. 

To rectify the relationship between the Kuomlutang and the Chinese Com¬ 
munist Party, a Just and reasonable rendjustinent should be mode. This is a 
thing of great political importance. Not only are the members of the People’s 
Political Council concerued over this problem, but It is also receiving tbe attention 
ut all of our fellow ctiuntrymeii. What I am going to report at this meeting 
today concerns wtiat we discussed in the lust four months. Counected with 
my talks wILli Dr. Wang and General Ciiang, there were seven documents which 
are rather important. Copies of tliesc documents Jiave been printed for your 
Infurinatiun. 

Tlirougbuut tbe conversations on tliis occasion, the Yennu guvernment dis¬ 
played an attitude of sincerity. We hoped that tiie National Government would 
solve nil tbe problems, wc also hoiied that we would be able to report oftener 
to the Gencralissimu. Althuugii no final decision regarding tlicsc problems 
lias been readied, the conversations are being continued witli Dr. Wang and 
General Chang in the must friendly atmosphere. This is because wc arc all 
anxious to solve the throe main problems. 

Tlie first prohleiii relates to military command. Doth Dr. Wang and General 
CliUiig believe that this problem should be settled by nil menus. The Chinese 
Communist Party likewise wislicd to sec n solution. But up to now a solution 
has not yet been found. Alihuugh details cannot be disclosed at the present 
moment, in general I may sny that divergent opinions still oxlsL But wc 
should frankly tell you gouUgmcn of the P. P. C. that difTercnce of opinion Is 
the main reason for failing to reach a solution. 

There arc two points in the documents whicli, from our vlewiH>int, are highly 
important. The first Is liow to solve these problems fundamentally. That Is 
to Buy, in the face of the grave national crisis, \ve should unite under the Icndcr- 
sliip of Gcnernlis.simo Gliiang and should exert all our efforts in the prosecution 
of the war of rosistonec. Unified, our strength can bo increased. I believe Utat 
our country has the strength. Wc have 450,000,000 people and that is strength. 

As to how we can bring about unification, tbe uiiswer is by the ushering in of n 
democratic form of government even during the war. To have a democratic 
government cortnlnly can avert nutlonut calamity. We have suggested the car- 

* Ltn Tsa-ban. 

* CAlno Handbook, 19S7-194ff. pp. 90-04. 
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r.vin^ out of ih»* Thri'o l*oopli**s l'riMr|pli<. IIm* IWOftrittn of Arnoil Hftd 

Sationn! lUrotisfrurtion, and IIh‘ 'Ion roint I‘n»^r:iiu of tlio Cliinrst* <'onnjiuni<t 
i*ariy. It coultl )n‘ rail. Ha n tin* pooplr tliron;:liunt ilio ruuntry 

would he unilied and Uio tiuhtinu strc*n;:ih would he enhaiKcd. 

At the he;:iniiiu;; of ihe war. I lie (ieneralissiliio de<'iared that **!he entire* laiid. 
irre>^pe< tivi* of ln(*alit>. and the entire (K'ojile. irre'-peetive <»f ai:e. umst he uriit<*d 
aiul defend the tountiy. Only in this way ran w** expect to iiMTcase our na- 
thuial >tJeiiyih." It i'H neeeSMiiy for ns to realize that our enemy dapan. wi-lh 
ilevelohed induslriail>\ is It i> not that t'hina doe.*< not have the streti::ih 

(Mir 5 >tren;rih eaii heseeiin d onl\ hy adopting the detiioi ratie f<‘riu of ^ovennin n(. 
(Jur war is fou^rht for .itisliee and a-'aiii>t a;r,;re><ion. We iiuist have a deimo 
eratie ^(jverniiieiil h« <ati>e our war i*' an aU-iint p<*ople‘s war. 

The second point invoi\<*s >oine inililary deniamls whi« h the (diiiiesc* Comiuu- 
iiist I*aity has put hefore lh<* (lovernnumt. Itefore tin* out break of the war we 
hrou^hl u(j eei lain tliinuK \Nlii<*li we hoped that tin* Kuoniintaim wouhl do and 
• erfain ofla r lhin;:s whieh vve hojied (hat the Cliine>e <'oinintmist Tarty would ilo, 
'1*0 mention the more imiiortant iities. we hoped that. pfdiCi<‘aUy, the National 
CifAernineiU would ;rive the piople <•( tin* entire nation fie»‘^loni ni speech, of the 
press, Atid of persfui • permit the lawful e\isten<*e <»f {Hditical parties and or^iaiiiza- 
Hons; atid ctirry tait local self*;;overnnjent. Now that llie war has eiiteied upon 
its eii;|iih year, many developments and cliani:es in iht* military and poUlh al 
silualicm have taken plaee. <>u September 2-*, Td:^7. shortly after the war hr«'ke 
mjt tin* Clniiese Communist Tarl> is.sue<l a dt*<*laration. Then tin* <.feneralis'*iino 
issued a stat<’inenr on Si*pteniln*r 2**1. Tolh tbs laration and .*<ttUotnent ainnal ni 
solving all the problems. 

Take the army 4|tie>*ion, hu* inslati<*e. In iioitln*rn Shensi iheri* were 
men. The Nathmal (J(»vertuuenl j:ave permisNi<iij to reor;:anizo them into three 
divisions \silli lo.tMMI in(*n. .‘•Soldiers lire needed for the prosecution of the war. 
When the proviiee of Hopei Was occupied hy the luiemy atid Taiyuan was lost, 
the National (hwernment ordered the IMIi (Imuti Army to nnixe dei j> Into the 
ana hehlml the enemy lino to tiestroy the [uippi'i regime and harass the enemy. 
The ISili Group .\riny has <h»ne all these thiiius, am) has dtme them well. 

liuilii^' (hat isTiotl the ISth Group Army penetrated Into Shatish l!oiH*i and 
t'hahar. It seriously undermiiietl the jiuhpet re|;iiiies in various iUiemy occupiiHl 
areas ami hrou;:ht thc*se plaees umler the national tla^. In the e<mrse of more 
than .seven >eajs of war, the Coiiiiminist mIHtary foree has <leveloped nloni; th<» 
ri;;ht tracks and tainslsls now of an army of ITruddd men ami a peoj)le’s mi lit la 
force of 2,2(HM»h<) men. Tlierefore. we ho|ie that the National Government will 
Uive u.s live* armi<'s with 10 divisions. This is the demand we have hroimdit u|) 


in luilUary ulTalrs. 

Sicoml. reKardiijj; jKilltlcnl administration. The Chitiesi* Goinimiidst Tarty 
has estahlishcd in areas behind the (*nemy line a numtier <»f politu*al administra¬ 
tions. There are lo such units in llopel. Sbanluiis ami Suiyuam and they serve 
as base.s for tiie war of resist a n<e. In tla*.se place.s the system ut pojmhir election 
Jiu8 been adopted. The number of people prnctlcln;: this kind of civil right Is 
8 y,ODD,000. In sfiiiie of tlieM* places the people have already held two elections, 
while In other fdaeos one eU*c(icm lias taken place. We Impe that our Natiiuud 
Governimait will a<lmiiilsler these political set-ups ami <!irect the exercise of 
civil rights. This is our «lcniaiid regarding the people’s rights. 

TJdrd, w’e want a lawful i*\lstence. In the past the Communist Tarty IioikmI 
that the Nnlloiml Government would give <UlTcrc*iit facllHles to diffi>rent things 
it undertook. Since other p diilcal parties and organizations can lawfully exist. 
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the Cliinese Communist Tarty asks for an open, lawful existence. This point is 
rather important. The other problems mentioned in our correspondence need 
not he mentioned here seriatim. 

Our conversations have centered around two things—one concerns the basic 
problem of democratic government; the other the solution of some pending 
questions regarding the Chinese Communist Party. The points which we believe 
to be important have been brought up in the conversations. The National Gov¬ 
ernment has a niemorandunj and General Chang Chlh-chung told me that we 
should follow that niciuoranduin. 

We feel that there are .still differences between our proposal and the Govern- 
juent luemoranduin, and no solution has yet been made. I shall mention only 
the more important point.s hero, ns all the minor points can he seen from our 
correspondence. 

There are difference.s in our respective opinions. Wl)ere do the differences 
lie? For Instance. I Imve Just said that our aim Is to fight the enemy. To fight 
the enemy we must have troops. At present there are on the guerilla battle 
fronts behind tlie enemy lines in North. Central and South China a tcdal of 
•170,(XX) regular forces tinder the leadership of the ('hlnese Coiniimnlst Party. 
In additltm there are 2,000,000 men in the peopb*’a militia corps. According to 
tlH'se figures, as many ns -17 divisions can be organized. At a memorial ineetlug 
on Mnrcli 12. 10-14. the death anniversary of Pr. Sun Ynt-sen, Chou Kn-lal said 
that. In view of the National Government's total planning, wp lind decided only 
to ask for the designation of 18 divisions grouped Into six armies, nUliough the 
size of our forces warranted the organization of 47 divisions. In repontetl talks 
nflerwards, we were told that there w«*re still dilllcuUie.s. The Chinese Com¬ 
munist Party then reduced the number to five armies with 10 divisions. But the 
National Government meinoraiulum calls for only four armies with ten divisions. 
As most of our armed forces are in war areas behind the enemy line. It would he 
diflicuit to direct them if they were divided Into too few units. Hence we have 
asked for an Increase in their numerical strength. According to the Govern- 
inent meinoraiulum. these troops after reorganization will be concentrated for 
war duties, while those which have not been placeil under reorganization will he 
disbanded without delay. We are fighting all the time and It Is Impossilde to 
cense fighting. It would he very difficult to concentrate the troops. 

As to lawful existence of political parties and organizations and other ques¬ 
tions in connection with democracy, we hcllovc that there Is the necessity of dis¬ 
cussing them. For example we have been trying to give freeiloin of speech and 
publication, but up to the present session of the People's Political Council this 
hope lias not yet been realized. Another example is found In the case of freedom 
of person. Although the Regulnlions for Safe-Guarding the Freedom of the 
Human Person was promulgated in July. It has not been enforced. For instance, 
tho.se Involved In the New Fourth Army Incident were arrested without a trial. 
Ych Ting Is not a Communist and at that time he came out at the request of the 
Chinese Coniinunlst authorities. Then there are Lino Cheng-chlh. Chang Wen- 
plng and others who were detninod In Kwangtung. We hope that these men ns 
well ns many other political offenders will he rcleaseil simultaneously. Now 
that the Regulations have been promulgated, we hope that the Central Government 
will prove its existence by action. 

Tlie foregoing Is comparatively a basic analysis. Our hope Is different from 
the National Government’s memorandum and we hope that the memorandum can 
be brought nearer to our viewpoint. What I have Just mentioned are the more 
important points. Of course there arc things of secondary Importance. For In- 
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stance, when we were at Sian, General Chang and Dr, Wang said that the cou- 
versatioDs would be ustnl as preliminary suggestions which, when put iu written 
form, would serve for the reference of the two Parties. But the Central Govern- 
inenCs memorandum says that it was the opinion expressed by Representative 
Lin. This is a misunderstanding on the part of General Chang and Dr. Wang. 
We discussed this mutter only for three hours before a decision was made. Since 
both General Chang and Dr. Wang have often luontioued this cose, I welcome the 
opportunity to make an explanation here, pointing out the slight discrepancy. 

I shall now come to the story of the conversations. Last year a resolution was 
adopted by the Kuomintang at its 11th Plenary Session to solve the Communist 
problem by political means. This news was received in Venan with enthusiasm, 
and given wholehearted supi>ort. Since the New Fourth Army Incident of IIMO, 
the relationship betwe^m the two Parties has been a deadlock. Although I am a 
member of the People's i’olitical Council, 1 was unable to come out because of the 
blockade. After the 11th Plenary Se.ssion we came out with iiermission from 
the National Government. But, owing to the spring sowing movement in the 
border area, my departure from Yenaii was delayed until April 29. Ui>on my 
arrival in Sian, I unexpectedly met General Chung and Dr. Wang. As there 
was then no airplane scheduled to fly to Chungking, we began our conversations 
in Sian on May 4. We had altogether live talks which servi^l as a preliminary 
exchange of opinions before reporting to the National Government. 

At Uiat time General Chang and Dr. Wang asked me for my opinions. 1 replied 
that the National Committee of the Chinese Communist Party likewise discusse^l 
U)G questions related to the conversations. Chou Endai's specK.di mode in Yenan 
at the memorial meeting on the unniversary of Dr. Sun Yat-sen's death on 
March 12, 1044, could ser\*e as the basis of the couversutions. This speech dealt 
wlU) two things—one in connection wiUi democracy and constitutional govern¬ 
ment: the other about the solution of many impending i.ssues between the 
Kuomintang and the Chinese Communist Party. 

General Chung and Dr. Wang said that these matters would have to bo dis¬ 
cussed after our arrival In Chungking and that ut present emphasis should be 
laid on military affairs. The military question consists of (1) reduction of tlie 
scope of the organization system and (2) reduction of the numerical strength 
of the forces. I said that we had 470,000 troops and I asked to what size they 
were to be reorganized with the permission of the National Governmont. General 
Chang discussed the matter witli me and I said that wc should liavc six armies 
with 18 divisions. Too many, said General Chung. That question ulonc we 
discussed for three days. 

Two 3 *ours ago Divisional Commander IJn Piao proposed that our forces should 
be reorganized into four armies with 12 divisions. General Chang; who hu<l 
brought with him Die minutes of the talk with Lin Piao, mentioned the old 
proposal. 1 told him that I could report that suggestion to the Central Com¬ 
mittee of the Chinese Communist Party for consideration. Many other questions 
discussed conccrood political affairs. They are all mentioned in the documents. 

Minutes of the last conversation were kept, and the other day Lei Cheng 
showed me the minutes with the title, "Results of the Conversations with Lin 
Tsu-hnn,** and asked me to sign. I told him that the minutes contained opinions 
of both parties concerned, and Uiat I would sign after making revisions and 
would ask both General Chang and Dr. Wong to sign also. They said that It 
was not necessary to sign because It was not a set of terms and that all they had 
to do was to forward the minutes to the National Governinout for instructions. 
So much for the prollmlnary conversations. 
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Wc flew to Chungking on May 17. After receiving our telegrani, tlje Central 
Committee of the Chinese Communist Party promptly drafted 20 articles on 
May 20 on the basis of my telegram. The first article dealt with ilemocracy, 
*'xpressiiig the hope that the Government would Immediately grant the freedom 
of speech, publication, and person. The secontl article asked for the recog¬ 
nition of the lawful esistence of the Chinese ('omuiunist l*arty and the release 
of political olTenders. The third article dealt with local self-government. The 
ether articles concerned some minor questions. 

Oil May 22 I showed those articles to General Chang and Dr. Wang. After 
reading the articles, they felt that some of tlie minor questions were provocative 
in nature and returned the paiier to me. I asked tliem their opinion, wliereupon 
they replied that tlie articles had better be changed to 12 articles witli Uie 
remaining eiglit artlcle.s concerning minor questions to be presented verbally. 
Although these olglit articles on minor questions may not seem of great con¬ 
sequence, they are major lssiu*s to Vetinn circles. 

After receiving my mc.ssage. tlie Yonan authorities on .lunc 3 sent me another 
12 urticles which I delivered to General Chang and Dr. Wang on .lune 4. Cater, 

1 also forwnnled to Yenan the 18-point inemoraiidum of the National Govern¬ 
ment. General Chang and Dr. Wang said that they could not accept my letter. 
As representative of the Chinese Communist Parly I thouglit that my letter 
should be sent to Generalissimo Cliaiig. On June 11 1 wrote to General Cbang 
and Dr. Wang and received a reply from them saying that my letter liad been 
forwarded to the National Government. 

After a long period of lime, Minister U. C. Liang deelared at a press conference 
tliat Iho Kiioinintang-Cominuiilst conversations liad come to a standstill and the 
Chinese ('ommunist Parly should realize tlie Rituatlon. Several correspondents 
came to question me and I said that we would do anything that Is beneficial to the 
war of resistance. On July 10 Minister Liang again Issued a statement In English. 
Uls staleiiient, conlaliilng four itonis, said that some points In the present con- 
versiitloi).s had been solved while others could not bo settled, but there would be 
no civil war. Several correspondents again came to see me. On August 13, Chou 
Kn-lai l.ssucd a statement to the effect that the Clilnese Coinimmlst Party wishes 
to have the problem solveil. In n<ldltion ho expros.sed the liope that General 
(.'hang and Dr. Wang could go to Yenan lo carry on the conversations. I for¬ 
warded tills message to General Chang and Dr. Wang and, In their opinion, the 
matter could he given eonsideratlon. On August 14 they gave me a reply and on 
August 30 another reply, making a total of seven doeuinent.s. Gentlemen, you will 
understand clearly what has happened during our conversations by referring to 
the documents. 

I have come to Chungking heenuso my comrades in the Chinese Communist 
Party arc anxious to secure u solution of the problem and I am very sincere in 
pui'iKise. I have been here four months and niu still in close touch with General 
Chang and Dr. Wang, who have exchanged views with me on Uie matter. But 
the issue Is still pending, even to the present moment. The Chinese Communist 
Parly hopes that the National Government will find a solution. The nation needs 
uiiificntloii, c.spccinlly unification among political parties and organizations. 
But the fact Is quite clear to you, gentlemen: there is still a divergence of opinion 
between the two Parties after four monllis of conversations. 
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Statement hy the Chinese Minister of Information {Liang)'^'^ 

May I add a ffw teiiiarks liere concerning Lin Tsu-lian's report on tite Kuomin- 
tang-Conimiinist convcrsJitions in the People’s Political Council? 

In the first i)Iace. Mr. IJn said in his report, published In the local newspapers 
on September IG and in the Sin Ilua Jih Pno ou September 17, “Minister II. C. 
Liang once stated in a press conference that conversations betwe^en the Kuomin- 
tang and Coniinunists have come to a standstill.” This Is a iiiisrepresentatfon, 
ns I never said a thing like that. What I di<l say Ls “the conversations are still 
continuing,” and “though the conversations are not progressing at a pace as antic¬ 
ipated, it would be incorrect to say that they are running altogether smoothly.” 

Secondly, Mr. Lin re[)ortod, “Minister Liang told the pressmen of Chungking 
at a pres.s conference held on July 2G that a part of the Kuomlntang-Coniiiiunist 
problem has Ia*en solvetl but another part is Insoluble.” Wonls again differed 
from iny original version which says "Under the present circumstances, a part of 
the Kuomintang-f'oinmunist problem has been solved but it is too much to ex|)«?ct 
It total solution yet." You may recall that I made these remarks in a statement 
on the possible trend of the Kuoininlang-Coinmuiiist conversations, and made 
them on your repeated request. 


43 

Suimnai^ Notes of Conrci'sations Between Vice President Tlcnry A. 
"Wallace and President Chiang Kai-shch^ June 

CONVEBSATION AT PRESIDENT CuIANG'S RESIDENCE, JUNE 21—5 p. m. 

Present: President Chiang 

Vice President Wallace 
Dr. T. V. Soong (tran.slating) 

Pre.sldcut Chiang asked Mr. Wallace whether he had any me.ssagc from Presi¬ 
dent Roosevelt. Mr. Wallace replied that he had nothing in writing but that 
he had notes on a conversation with President Roosevelt just prior to his de¬ 
parture from Wu.sliington. Mr. Wallace said that President Roosevelt liad 
mentioned the inflationary situation in China but that he (Wallace) did not 
wish to di.scuss the subject in Chungking due to the absence in America of the 
Minister of Finance, Dr. Kung. Mr. Wulliice said that President Roosevelt had 
talked about the Communists in China. President Roosevelt had assumed that, 
In as much as the Communists and the members of the Kuoinintaiig were all 
Chinese, they were basically friends and that “nothing should be final between 
friends". President Roosevelt had cited the Bryan Treaty and had quoted A1 
Smith and Cliarics Francis Adams to support his point. President Roosevelt 
had indicated that If the parties could not get together they might "call in a 
friend" and had indicated that he might be that friend. 

"iKBued at a press conference of Sept. 20, 1044 {China tlandbook, 19.17-/545, p. 04). 

“By John Carter Vincent, Chief of the Division of Chinese Affnirs, who accompanied 
the Vice President to China. The flies of the Deparlnient do not contain any Indication 
of the ezlstenco of a report In written form made by Mr. Wallace to President Roosevelt 
or of the nature of any oral rci>ort made. 
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. . . Mr. Wallace expressed the opinion that there should not be left pending 

any (luestion which might result in conflict between China and the U.S.S.R, Pres- 
i('ent Chiang suggeste»l that President Rooserelt act as an arbiter or “middleman" 
between China ami the U.S.S.R. (Note: President Chiang’.s sugpe.'Jtlon was ap¬ 
parently prompted by Mr. Wallace’s earlier statement that President Roosevelt 
was willing to act as an arbiter between the Communists and the Kiiomintang. 
Mr. Wallace made no comment at the time, nowevor, after discussing (he matter 
with Mr. Vincent that evening, Mr. Wallace made it clear to President Chinng the 
next morning before breakfast that I*resi<lent Roosevelt had not suggested acting 
ns arbiter between China and the U.S.S.R. and that, whereas he felt that the 
Ihilted State.s would be quite willing to use its good offices to get the U.S.S.R. and 
Chinn together, it could not undertake the role of "middleman’’ in negotiations 
belwetm the U.S.S.R. and Chinn or become a party or guarantor of any ngroemetit 
reached iM'twoen Chinn and the U.S.S.R.) 

Mr. Wallace said that he felt that the people of the United States were 
deeply Interested in seeing an increase in Chinese agricultural efficiency which 
will permit a sound Industrialization. The United States desirc.s a strong, 
democratic China whh-li would make for a healthy political situation in the 
country. The United States had always had this Idea and It felt most strongly 
In that regard now. Mr. Wallace believed that no matter how dark the present 
slftmtlon was in Chitm. if Chinn exerted herself to the utmost. It could with help 
from the United State.s and a kindly attitude on the part of Great Britain, 
realize its destiny. There would Ik? no time to lose in effecting Improvements 
once the wnr was over. 

Pre.sldent Chintig cxpre.ssed a desire for friendly understanding with the 
U.S.S.R. Mr. Wallace mentioned n conversation which he had had in Tashkent 
with Amhas.sndor Ilnrrlman. Ambassador Ilnrrimnn had told Mr. Wallace of 
a recent dl.seusslon lie had had with Mr. Stalin during which Chinn was discusyied. 
President Chinng asked to see a copy of the memorandum which Mr. Wnllm-e 
had mentioned. Mr. Wallace said he did not have a copy. Ho recalled that Mr. 
Stalin had .stres.setl the nee<l for a united China eager to carry on the war against 
.Inpnn. Mr. Wnllneo suggested that Dr. Soong discuss the matter with Mr. 
Vincent, who )in<I probably a belter Idea of the contents of the inemomndum 
since he had had a number of conversations with Ambassador llarrlinnn. (Note : 
That evening Dr. Soong asked Mr. Vincent about the matter, requesting to ace 
any notes that Mr. Vincent might have made. Mr. Vincent said that he had 
only his memory to rely upon and informed Dr. Soong of those portions of the 
memorandum which ho thought It appropriate and Judicious to give him. Si>e- 
clflciilly lie told Dr. Soong that Mr. Stalin had agreed to President Roosevelt’s 
point that support of President Chinng was advisable during the prosecution of 
the war; that Mr. Stniln had cspr(?ssod a keen lntero.st In there lielng reached 
a settlement between the Kuomlntang and the Chinese Communists, basing his 
Interest on the practical matter of more effective fighting against Japan rather 
than upon any Ideological considerations; that Mr. Stniln had criticized the 
suspicious attitude of the Chinese regarding the Soklinlln Agreement with Japan; 
and that Mr. Stniln felt the United Stot(?s should assume a position of leadership 
In the Far East.) 

Toward the end of the conversation Mr. Wallace described to President Chinng 
the developments In agriculture which he had observed In Siberia. The discus¬ 
sion ended sometime after 0 p. m. 
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Disci’seion with Pbesidejs' r Chianq. Ju.ne 22—i: 30 p.m. 

Present; President Chiang 
• Mndnmc Cbiang 
Vice President Waliace 
Dr. T. V. Soong 
Dr. Wang Sliili-chieh 
Messrs. Vincent, Lattiniore, and Hazard 

Mr. Wallace mentioned the poor showing the Chinese troops had made. He re¬ 
ferred si)ecifirally to a story he had heard about the Chinese peasants attacking 
the sol<Hers in the Honan campaign because they were running away from the 
Japane.se. President Chiang then undertook to explain the situation. He said 
that Chinese reverses were due to a loss of morale on the part of the soldiers; 
that this lo.ss of morale was to a large extent due to the economic situation. 
Mr. Vincent asked President Chiang whether he understood cornH-tU' that it 
was the morale of the troops rather than lack of equipment which had cause«l 
the reverses. President Chiang replied, “hoth”. (Note: The next day, at the 
request of Madame Chiang, President Chiang explained his reference to the 
effect of the economic situation on the morale of the troops. He said that the 
soldiers at the front were worried about their families who were suffering at 
home because of the inflation. He also said that the condition of the troops 
themselves was adversely affected by Inflationary high prices and scarcity of 
goods. In this latter connection he stated however that the situation was better 
now than it hud been some months ago.) 

President Chiang then descrihe<l what he considered to be basic in the pro.setit 
iinfortuimte military situation in China. He said that the Cbineso people 
have fought for seven years under conditions of great hardship, and that they 
hud expected help from abroad: that they Iiad expected an all-out Ihirnia 
campaign early this year and this would have resulted In bringing rell<*f to the 
Chinese Army; and that the failure to initiate an all-out Ilunna campaign had 
had a decidedly adverse effect on Chinese morale. The Chinese people felt that 
Ihey had be<*n do.serted. President Cbiang then referred to his coiiver.xations 
with President Roosevelt at Cairo. He said that President Roosevelt had 
promised an all-out campaign In Burma early in 1044 but Uiat at Tehran Pres¬ 
ident Roosevelt had reversed his decision, indicating that the necessary um- 
phlhious landing craft would not ho available for such a campaign. President 
Chiang said that this reversal of decision had had a very unfortunate reaction 
In China. He referred to his conversation with President Roosevelt, at which 
lime he had told President Roosevelt that, unless very early action were taken 
to open up Burma he could not count upon a continuance of effective Chinese 
resistance to the Japanese. Recent developments hud proven him correct In 
bis estimate. Mr. Wallace said that he recalled having a conversation with 
President Roosevelt, either personally or In a Cabinet meetlug, regarding this 
matter but that he did not recall the details. He asked Mr. Vincent regarding 
the matter but Mr. Vincent said he did not have any detailed Information con¬ 
cerning the Cairo conversations. (Note; The day of Mr. Wallace's departure— 
June 24tb—President Chiang asked Mr. Wallace to inform President Roosevelt 
that he, President Chiang, understood the necessity under which President 
Roosevelt was working when be reversed his decision regarding the Burma 
campaign; that he was therefore not criticizing President Roosevelt for his 
decision; but that he wished to remind President Roosevelt that the prediction 
which be. President Cbiang, had made at the time was sound.) 

844938—<9-88 
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Pivsidfiit ChinnR (lion tliscusscd his relations with tlio American Army in 
I'liinn. lie said that Aniericnii army oflicers elenrly indicated their lack of 
conlidenee in China hut that ho. President ('hiang, "continuctl to hare full 
(■oiilldenee in his army”. He askocl .Mr. Wallace to report this to President 
Roosevelt and to tell him that. In spite of tlie attittule of the American Army, 
he would he guided by the advice of President Roosevelt. President Chiaiig. 
somewhat apologetically, (hut with obvious intent to get acro.s-s a point) men- 
lioticd what he d»-scribed as a minor incident involving (Jeneral Stilwell. lie 
said that in the early stages of the Honan campaign he had iisked General 
Stilwell for diversioti to his air force of l.dOO ton.s of gas«deiie, hut that General 
Stilwell had very abruptly refu.scd the re<iuest, saying that the Chinese Army 
could get the gasolem* from Us own “over the hump” supplie.s. President 
Chiang indicated that it was dillieidt for him to operate in the face of such tin 
nneooperative altitiid«‘. In response to Mr. Wallace's (piery, President Chiaiig 
said that he lacked coniidence in General Sttlwell's Judgment. lie went on to 
say that eritieal ('i>mrnent in the .\merlcan pros.s of the Clilne.se Army and 
the altiliide of the American Army in China had adverse effects on Chinese 
morale hnt that ho retained (he coniidence of his army and conndenec In his 
army. Mr. Wallace commented upon the remarkable degree of faith which 
China Imd In the Getieralissimo. At this point (f> p. m.) Pre.sident Chlang, Mr. 
Wallace, Dr. Srmng, Dr. Wang Shlh-chlch, and Mr. Vincent went Into the draw¬ 
ing room to continue (ho discu.sshm, which lasted until 7:30 p. m. 

Mr. Vincent imule a brief recapitulation of that portion of the preceding con¬ 
versation which had dealt with the military situation In China and the question 
of the present tinfavorahle position of tlie Chinese Army and asked President 
Chinng whether he had any suggestions with regard to nienstircs which might 
effect an Improvement. President Chinng said that ho had nothing to suggest 
at that time. He, President Chinng, went back again to the Cairo Conference 
decision regarding the Runnn campaign, stating that if it could have been carried 
out the offoct on morale in Chinn would have been very great even though the 
material assistance which might have been afforded Chinn would not have been 
large, and that the current defeats would have been avoldctl. 

Mr. Wallace asked President Chinng about tbe “New Life’’ movement. Presi¬ 
dent Chinng gave a bric*f description of the movement, stating that its purpose 
was to train the peojilo In having more disciplined lives and to raise their stand¬ 
ards of thinking and conduct. 

President Chinng next referred to criticism of Chinn appearing in the Ameri¬ 
can pre.ss and said that this criticism should be stoppinl. He said that tho 
Clilne.so people wore lo.slng hope of receiving aid from abroad. 

President Chinng next lattnched forth Into a lengthy complaint against the 
Chinese Communists. Ho said that Chinn suffered greatly hecauso of the Com- 
iminlsts. He said that the people of tlic United States did not understand the 
situation. Although the Communists were not entirely responsible for the 
situation In Chinn, their subversive actions and propaganda had had a very 
unfavorable effect on Chinese morale. He referred to the first year of the 
war when he had received the cooperation of the Communists “within the law"i 
but said that tbo Communists now were not subject to discipline and refused to 
obey his orders. Ho said that tlie attitude of the Chinese toward the Com¬ 
munists was an important factor in the situation; that the Chinese people did 
not regard the Communists ns Chinese, but regarded them ns "intornntlonnllsts”, 
subject to tlio orders of the Third International. Mr. Wallace mentioned the 
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fact that the Third Intornationai iiad heen dissolved but President Chiang in- 
dicatcxl that the situation had not been altered by that fact. 

Mr. Wallace inoniioncd leiuarks that >vero iua<lo to him by Mr. Martel Hall, 
Manager of the Peking branch <i£ the Natiuijal City Paiik of X<\v York, who 
had traveled from Peking through Communist territi>ry to Chungking in 11H3. 
Mr. Hall had spoken in teriirs of high praise of the Communists, had said that 
the., i'ontinned to have coiituleuce in the Generalissimo, but that liiey felt the 
Generalissimo was not correctly informed with regard to the situation in Com* 
niunist areas. Pieshlent Chiang sai<l that Mr. Hall, like many other American.s, 
(he mentioned S]K»eifiean.\' Colonel (.'arlson) wus under the inllueiice of Ouii- 
munist propaganda, l^resident Chiang said that he did not like to use harsh 
language regarding the Ctuniiuinists; that he would welcome them hack into 
the GoverniiHUU fold; hut that the fact was that the low morale of the ix*ople 
an<] the army was due to t'mumiini.'^t propagamla. He said that the Ciuuuninists 
<losired a hr(*nUd<iwn o{ Chinese resistance against the Japanese because this 
would strengthen their own position, Mr. Wallace exiuesseU amazement at 
this statement. President Chiang aduntte<l that the Communist.^; desire the 
defeat of Japan but that they were now convinceil that this defeat could be 
accomplished without Chinese r<*sistunce. Tliey therefore hoped for the collapse 
of the Ktioniintang prior to the end of the war b(K*ause such a collapse 
would enable them to seize power, whereas, if the Kuomintang contiiiuc^l in 
]jower until iH*ace the Coinnuinists would have no (ipportiinity to supplant it. 
Pr<*sldont Cliiang referred to the clever Comiininist prf>pagan<la to the effect 
that they were not to the U. S. S. R., that they were in fact nothing more 
than agrarian democrats. As a matter of fact, the CNimnniiiists follow the orders 
of the Third Inteniationril. The (Jhiiiese Government cannot openly criticize 
the Conmniiiists for their corincclUm with the Tlilrd International luxuiuse It is 
afraid of olTondJng the U. S. S. R. Mr. Wallace referred to the jiatricaic attitude 
of the Coinnuinists in the United States and said that he ctiuhl not understand 
the attitude of tlie Chinese Communists, as described by Presiflunt Chiang. 
President Chiang said that this dItTeronce in the attitude of the American and 
the Chinese C<uuiuunists might bo explnlnefl by the fact that there was no pos¬ 
sibility of the American Communists s<dzing power, whereas the Chinese Com- 
inunistK dollnitely desired to do so in China. He then said that the United 
Stute.s was far removed fnuii the U. S. S. R. hut that the U. S. S. R. would not 
feel safe if the Communists were not in power in Chirm. Ue then laughingly 
remarked that the Chinese Communists were more eoiumunistlc than the Russian 
Communists* 

Mr* Vincent Inquired ns to the progress of conversations between the Oom- 
niunist representative in Chungking, Lin Tzn-han, and the Kuomintang repre¬ 
sentatives of which Dr. Wang Shili-ohieh was chief. President Chiang said he 
desired to make the Communists live up to their propaganda in regard to their 
desire for cooperation and offensive action against tlic Japanese. lie said that 
there had been Communist proposals for a settlement and Kuomintang counter¬ 
proposals* The Kuomintang proposal was very simple: support the President, 
support the Government, and 6upi>ort the war effort. The Chiiie.<«e Governinent 
requires obedience from tlic Communists and incorporation of the Coinuiunist 
Army within the Chinese Army as Its first essential to a settlement. Secondly, the 
Chinese Govornment requires that territory now under Communist control become 
an integral part of Ctiina administratively. If the Communists would accede to 
these two demands they would receive equal treatment with other Chinese in 
Chinn, they would bo guaranteed political amnesty, and given the right to continue 
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ns n political party with freedom of assembly and discussion. President Cblang 
also said that if the Communists would accede to these requirements, the group of 
American offl«*rs would be allowed to proceed to North China ns requested. They 
would not have direct contact with the Communists but would go under the aus¬ 
pices of the Chinese Gorerninent to train “converted" Communist troops. Mr. 
Wallace nske<l President Chiang whether he was optimistic with regard to a settle¬ 
ment. Pre.sideiit Chiang said it was possible If the Communists showed sin¬ 
cerity. If a settlement were reached President Chiang said he could carry out 
his program for democracy earlier than now expected. He said that he would 
try his best to reach a scttleiiiont. 

President Chiang again reverted to the subject of Communist propaganda, 
lie askefl Mr. Wallace to Inform President Roosevelt that Communist propa¬ 
ganda has his highest respect President Roosevelt should bear In mind that 
the Communists could not o|K*iily use the U.S.S.R. for support but that they could 
and did use the U.S.A. (opinion) to force the Kuomintang to accede to their 
demaiid.s. Such tactics make n settlement diflicult. The best assistance that 
tlie United States could give in this matter would l>e to display “aloofness" to the 
Cominunists. They would then show a greater willingness to reach n settle¬ 
ment with the Kuomliitnng. 

At this Juncture, Dr. Wang Shlh-chleh said he wished to offer some cxphuin- 
tlon on the (lilnese Government's proposal to the Communists. He said that 
whereas the Chinese Government required that the Communists submit to Its 
authority it was not the intention to interfere in local ndministrntloii and that 
It was not the intention to remove local olTlclals or even army oflicers who showed 
tliemselves cooperative. 

Mr. Wallace said that tlie Generalissimo's description of the situation fllle<l 
him with “hope and fear". He said that China's relations with the U.S.S.R. 
were threatened by the attitude demonstrated in conversations which he had 
had with Mr. Wei and Adinlral Shen (Minister of Agriculture) and by Presi¬ 
dent Chiang's rcmnrk.s. Mr. Wnllncc did not mention what it was in the situa¬ 
tion that filled him with “hope''. 

Mr. Wallace stated that American Army offleers felt that Chinese Interprotn- 
tlon of tlie significance of the transfer of Japanese troops from Manchuria to 
China was Incorrect. Mr. Wallace also pointed out that if, ns President Chiang 
stated, the Chinese Communists were linked with the U.S.S.R., then there was 
even greater need for settlement. He nlso expressed his appreciation of Uie 
franknes.s with which President Clilnng had spoken. 

President Chiang again advised that we adopt an attitude of "coolness" 
toward the O^mmiiulsts. He said that the United States Army was anxious 
that all military power In China bo utilized against the Japanese but the United 
States Army did not realize the threat which the 0>mmunUtt8 constituted to. the 
Clilncsc Oovernment and overestimated the utility of the Communists against 
the Japanese. He went on to say that he understood President Roosevelt's policy 
and asked that President Roosevelt be Informed that he, President Chiang, 
desired a political solution of the problem. 

Mr. Wallace asked whether It was not possible to reach an understanding on 
a “lower level" with a view to maximum use of forces In the north. Mr. Vincent 
asked what President Chiang thought would be the adverse effects of sending 
the United States Army intelligence group to Oommunist areas noio without 
awaiting n settlement. President Chiang said that "haste does not make for 
speed". Ho said, "please do not press; please understand that the Communists 
are not good for the war effort against Japan". With this evasive reply the con¬ 
versation was concluded. 
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Discussion with Prksiuent Chianc, 23—0 a. m. 

Present: President Chlaiig 

Vice President Wallace 

Dr. Hollinj;ton Tong (translating) 

Dr. Wang .Shib-cliieb 

Mr. Lattiiuore (assisting in translating) 

Mr. Vincent 

Mr. Wallace reported conversations willi General Marslmll and wUh Secre¬ 
tary Stiuison before leaving America in regard to Cluna's situation in an en¬ 
deavor to persuade President Chlang that we are not interested in ‘•Chinese 
Communists'* but are interested in the prosecution of the war. (He and Mr. 
Vincent had decided upon this line of approach the night before in order to 
avoid further lengthy di.scussion of the Communists per nr.) lie spoke of the 
military situation in East Asia in general terms and of the need for taking all 
stei>s that might further Imsten tl»e end of tlie war and re<luce the loss of 
American lives. Ho felt that the United States Army Intelligence grouji in 
North Chinn would be able to gather intelligence which would save the lives 
of American aviators. Mr. Vincent again stressed the jwint tluit whereas he 
appreciated that President C'lilang was faced with a very n^al problem in 
handling negotiation.^ for a settlement with the Cominuni.sts, the Ainorioan Army 
wa.s also faced with a very real problem with regard to ohiaining Intelligence 
from North Chinn. He mentioned spcciflcally the nwd for Intelligence hy the 
B-29 group at Chengtu. He pointed out that the American Army had no in¬ 
terest whatsoever in Communists hut that it had for very urgent reasons an 
interest in carrying on the war against Japan from Chinn. He urgetl that 
PresUlent Chiang’s problem of reaching a settlement with the Communists and 
the Ignited States Army problem of obtaining intelUgenco be treated as soi>- 
arate—as indeed they wore. 

President Chiang, completely reversing his position of the evening before, said 
•'that can be done**. lie said that the group could go ns soon ns it was organlrAMl 
svithout reference to a settlement with the Communists. Ho said, however, 
that they must go under the auspices of the National Military Council rather 
than under the auspices of the United States Army, and adde<l that Chinese 
officers inust go with them. He then stres.sed the point that the Communists 
did not take bis orders and gave concrete lllustrutlons. He said with some 
feeling that the United States Army must realize liow essential It Is to have 
n unified command. Much pressure has been brought to bear by the United 
States Government to have the Chinese Government reach a settlement with 
the Communists but the United States Government has exerted no pressure upon 
the Communists. He said that the American Government should issue a state¬ 
ment that the Communists should come to terms with the Chine.^^e Governinent. 
He said that the United States Army altitude supported the Communists and 
requested Sir. Wallace upon bis return to America to make It clour that the 
Communists should come to terms with the Chinese Governinent. In response 
to a remark by Mr. Wallace, President Chlang said there were no present 
questions which would cause conflict ^^1th the U.S.S.R. Mr. Vincent again 
pointetl out that solution of President Chiang's Important problems of relations 
with the Communists and the U.S.S.R. need not precede the despatch of military 
observers to North China. President Chlang said that the military observers 
would be permitted to go« 
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I'rt'sidonl ChianK salil, “1 mn coiUideiit Hint wliat Pres'ulcnt Roosevelt stands 
for is Rood for Cliina and for the Oirtliernnce of the war.” “But," he said, “one 
of (he thiiiRS for which we are fiRhlinjr this war is the lunintenance of order, 
rioase ten I’re-si<leiit Roosevelt that I will follow his advice hut 1 must insist 


on tlie inaintenance of law aii<l order and upon the ohservnnee of discipline.’’ 

Mr. Wallace aaain stressed the i>oiiit that there shmdd he no situation in 
China which iniRbt lead to conlliet with the U.S.S.R. President ChlaiiR said that 
the Chinese Govcrnnient had Rone far out of Its way to come to an aRreemenl 
with the Coinmuidsts in order to avoid conflict with the U.S.S.R. and added that 
aiiylhiiiR not dcirimeiital to tlie sovereiRiity of the Chinese tJoveriimeut would he 
tIoiH' to avoid eonllict with th(? U.S.S.R. At this point Mr. Wallace aRnin said 
that tlie Unili'd St.-ites could not he expected to he a party to iicRoliatlons bc- 


(w(‘cn China an<l the U.S.S.R. II*‘ also .said that President CliiajiR’s formula for 
settlement with the Communists miRht prove transitory unless Cldna readied 
an miderstamliiiR willi the U.S.S.R. lie n-ferred nRaiii to Ambassador Harrl- 
inan's discussion witli Mr. Stalin as inilieatiiiR tlie nen-e-ssity for an aRreoment 
with the U.S.S.R. I’resident Chiiing .state<l that he fully shared Mr. Wallace’s 
views ami that the Cliliie.se Government wouhl seek an early opportunity to liave 
diseus.sions with the Government of tlie U.S.S.R. Althmigli Mr. Wallace had in¬ 
dicated that the United States might not he able to assist In the negotiations he 
contliimal to hope tliat tliere could he found ways whereby the United States 
could lie of as.slstance. 


Mr. Wallace slated that allotlier nuison why a settlement with the Comiminlsts 
iiiiglit pr«>ve leniiiorary was tlie economic situation in China and expressed a 
liope that measures couhl be taken as soon as possible to Improve the economic 
lot of tlie Chliies4‘ people. Prcshleiit CliianR endorsiil tliis view. Mr. Wallace 
said Hint in so far as tlie Conimunists have jiower and liifluenec It is due to 
economic conditions. He said that the Coinmunist revolution in Russia in 191C 
wa.s hrought about [irimarily by eeoiiomie distre.ss. He admitted that it was 
very dlfllcuU to do anything now after seven years of war, hut he pointed out 
liow easy It would bo to attribute to the Communists social unrest in China when 
actually this unrest would be due to economic ilistrcss. 

President Chlaiig Indicated that the making of concessions to the Coniumnlsts 
did not matter as long ns discipline could be maintained. Mr. Wallace said that 
unity sliould express Itself in welfare of tlie people if coinmuiiisin was to be 
avoided. Mr. Vincent suggested that ttic best defeiisi> against coiumuntsin in 
Cliimi was agrarian reform. Mr. Wallace said that when the war was over 
it would take much energy and foresight for the Chinese Government to avoid 
the fate of the Kerensky government In Rus.sin. President Chlang said that the 
Chinese Government was proceeding witti these considerations in mind. 

The conversation ended at 11 n. m. and was rc.sumcd at 5 p. m. In the mean¬ 
time, Mr. Wallace had visited the Embassy in Chungking, had received a message 
from President Roosevelt advising him to press President Cbloug to iwrmit the 
dc.spatch of tlio Army observer group, and had arranged that General Ferris Join 
the conversation in the afternoon. Participants were: President Chinng, Mr. 
Wallflce, Dr. Soong (translating), Dr. Wang Sblh-cliieli, Mr. Lattlmorc (assist¬ 
ing In translating), Mr. Vincent, General Ferris and Mr. John Service (aide to 
General Perris). 

Mr. Wallace rend to President Chinng President Roosevelt’s message. Mr. 
Vincent made a brief recapitulation of the morning’s conversation and nsked 
President Chinng whether his understanding was correct that the observer group 
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might proceed to North China as soon as it was organized, lh*esi<Jent 
replied in the affirmative. Mr, Viuc*ent then aske<l f*)r an explanation of the 
conditions under wluch tlie group might proceed. Tiiore ensued some dis<'Ussioii 
as to whether tlie word “ausiiices * was a correct translaticui of I'resitlent t'hiaug's 
Chinese teiin descriliing the relationship of the National Military ('(Oiiuil to the 
Unite<l States Army group. It was decided that whereas “ausphe* ’ was not an 
exact translation, it was about as good as any that could be found and that 
wlialever the translation, Presitlent Chiang did not intend that the group wi>uld 
have to operate under orders from the Ntitional Military Council. 

General Ferris then asked fur clurilication on a luunber of jioint.s: whetlier 
the United States Army group wouUl be allowe<) direct conimnnieutlon facilities 
with the American cominand. President Chiang said they would be. General 
Ferris said that all information gathered would be made available to the Chinese 
inilitarj authorities. General Ferris asked a number of questions, l^residetit 
Chiang said that he sliould confer with General llo Vjng-clu)i iii regai d to details. 
General Forrls asked for President Chiang's full supiKirt and received the l*res* 
ident's assurances in that rcsi>ect. lh*esidcnt Chiang referred to the use of the 
word ''mission'* in describing the group and said that he did not believe that it 
should bo so called. At Madame Chiang's suggestion (she had joined the group 
Boiue minutes before) it was decided to call the group the “United States Army 
Investigation Section’*. 

I'resident Chiang said that he wanted the American Army authorities to boar 
in mind that in us Jnuch as the Communisl.s did not accept onlers from him he 
could not guarantee the protection of the grotqi whilo in Cuiniiiunist territory 
hut that he W'ould give all pos.sihle aitl. General Ferris a^ked when the group 
might go. President Chiang said it could go as soon as it was organized. General 
Ferris said that it would probably comprise 15-JO men. lie asked President 
Chiang whether there would be Chinese oXIicers aecoiiipaiiying the group, and 
wliether tiie group would be allowed freedom of luovcnient. lie pointed out that 
the uienibors of the group would not of course remain together but would “fan 
out'* on Individual ussignmonls. l^rcsideiit Cliiang said tlmt General Ferris 
should see General Uo with regard to the ccuiipositiou of the group. Goiicrul 
Ferris expressed the hope that General Uu would place no iiniKMlimenls in the 
way of the group’s currying out its mission. I’rcsideat Chiang said, “ISee General 
Ho tomorrow at 4 p. m. He will have my instructions.*’ (Nors: At this point 
Geucrul Ferris and Mr. Service withdrew.) 


Mr. Wallace preseiiteil to President Cldang a scroll sent by Preshlont lloose- 
volt to tlie i^eoplo <»f Chungking. President Chlungsaid, “Representing the people 
of Chungking, I ucceiit this serull u.s u priceless symbed which they will hold 
forever in gratitude and reverence.” 

President Chiang then said ho had a few questions to raise with Mr. Wallace. 
He requested Mr. Wallace to mention to President Roo.^eveit the question of 
Allied Military Government of Occupied Territories (AMQOT) in the Fur East, 
and suggest to President Roosevelt that there be an agreement between British, 
American and Chinese authorities on this question. President Chiang said that at 
Cairo be had raised with President Roosevelt the question of a Chlneso-American 
economic commission to handle projects of post-war reconstruction in China. He 
hoped that Dr. Kung would have an opportunity to discuss this matter while be 
was in Washington and requested Mr. Wallace lu lend wlmtover assistance he 
could. Mr. Wallace expressed approval of the idcii and said ho would clo what 
he could. 
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Mr. Wallace referred to a comiuent Le bad made to President Chlnng soon 
after his arrival Id Chungking regarding the absence of any Russian territorial 
ambitions in the Far East. Without modifying that statement he wished to add 
an explanation which had occurred to him since the first conversation. He said 
that the U.S.S.R. wanted a warm water port In the Far East and that President 
Roosevelt had suggested Uiut Dairen might be made a free port. Mr. Wallace said 
that in making this remark he was not acting under instruction-s from President 
Roo.scvelt or speaking ofTicially. President Chlang said that he had discussed the 
matter with President Roo.seveIt at Cairo and bad indicated his agreement pro¬ 
vided tlie U.S.S.R. coojKjrated with China in the Far East and provided there 
was no impairment of Chinese sovereignty. 

i’resident Chinng referred to the present economic distress (lack of consumer 
prcHlucts) in Chinn and said that Dr. Kung was going to ask for an increase of 
"over the hump” tonnage to provide for the importation of 2.000 tons of civilian 
supplies each month. He said that it was very important that this request be 
granted from the military as well as the economic point of view. In response to 
Mr. Wallace's question President Chlang said that these civilian supplies would be 
comprised of cloth, rnedicine.s and spare parts. Mr. Wallace inentione>d the 
possibility of using O-Ms now that Myltkylna was in Allletl hands but he pointed 
out that it might prove very difficult to per.*<uode the American Army to permit 
civilian supplies to take up air cargo space. President Chlang asked Mr. Wallace 
to take a p<'rsoiia1 Interest in the matter. 

President Chinng asked Mr. Wallace to inform President Roosevelt as follows: 
“If the United States can bring about better relations l)etweon the U.S.S.R. and 
China nnd can bring nbout a meeting between Chinese nnd Soviet representatives, 
Prosidont Chlang would very much welcome such friendly assistance." If the 
United States would "sponsor" such a meeting President Chlang would go more 
than halfway in reaching an understanding with the U.S.S.R. A conference 
with regard to Pnelllc nlTairs w'ns desirable nnd tbc United States would be the 
logical place for such a conference. Mndnmc Chlang interpolated to suggest timt 
it be called the "North Pacific Conference". Mr. Vincent inquired whether they 
were not speaking of two related but separate matters, that Is, discussions be¬ 
tween Chinese and Soviet representatives In regard to tbclr problems, nnd a 
conference of nations bordering on the North Pacific to discuss more general 
problems. He said that it would seem desirable to have the Slno-Sovlet dis¬ 
cussions prior to ony North Pacific conference. Dr. Soong said that a North 
Pacific conference might bo used os a clonk for discussions between Chinese and 
Soviet representatives. Mr. Wallace said that Dr. Soong would be of value In 
Washington In laying the foundation for such a conference. President Chlang 
said that he could not be spared from Chungking and added, laughingly, that with 
Dr. Kung gone nnd Madame Chlang planning to go abroad, Dr. Soong was his 
only mouthpiece In speaking to Americans. 

The conversation ended at this point—7 p. m. 


June 24th—During the hour’s ride from President Chlang's residence to the 
airport (10 to 11 a. m.) President Chinng made the following comments (Madame 
Chlang interpreting) which he requested Mr. Wallace to consider as a message 
from himself to President Roosevelt: 

1. The attitude of President Roosevelt at the Cairo Conference, bis warmth, 
etc., has immense historic value to the people and army of China. 
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2. President Chianj; is gratified over the ahrogntion of the uncxpial tronties and 
efforts on behalf of the Exclusion Act. 

3. Mr. WallacG*s visit to Cliina. as the representative of PrcsUlent Roosevelt, 
to bring about accord with Russia shows great friendship for China. 

4. Mr. Wallace's visit at this dark hour will help the morale <»f the troops and 
give hope that America will continue to aid CJiina. 

5. Assure the Presi<lent that Presiileiit Chiang understands the necessity under 
which the President acted when he changed [dans at Tehran. Nevertheless, 
President Chiang resaw what the change meant. When President Chiang 
sent a strong, frank inernoranduin to President Roosevelt it was because he fore¬ 
saw wliat is now happening. If the Gcnernlissinio sees that China'.s collapse 
will come ho will toll the President, but China has not yet arrived at the state of 
collapse whi< h ho predicted to the President. 1‘hings are md toiluy as bad ns 
he feared. 

0. President Chiang greatly respects the President’s character, his views, etc. 

7. President Chiang was deeply tnuehed when Mr. Wallace told him about 
how badly the I’resident felt about the Tidiran change relating to tlu‘ CMUioralls- 
simo personally. Therefore, he again appreciates most deeply that Mr. Wallace 
should come out on behalf of Russo^Chinese frieiMl.ship. 

8. The Chlne.se Communist cpiestion Is an internal political in'oblein but he 
would nevertheless welcome the Prcsbhmt’s assistance. lie fools that the 
Chinese rornniunlsts are not men of good faith. Their signature is m> good. 
He wotild n<d like to see the President blamed for Ccuninunlst failure to carry 
out coin ni It merits. Just the same he is happy to have the President's help if the 
President, after mature consideration, decides he would like to give bi.s help. The 
Generalissimo would not consider the President's participation as meddling in 
China’s internal affairs, but the Generalls-slmo is a true friend who knows the 
Chine.se Communists through and through and thinks that no matter what the • 
Communists say they will do, it will not lie carried out, in which case the Presi¬ 
dent’s pre.stigo would suffer a great loss. The Goncralissiiuo wants the President 
to know that the connict between the Communists and the Central Government 
Is not like that between cupltnlisin and labor in the United States—the situations 
are not analogous. 

0. The Generalissimo Is eager to have closer coo]H»ration and understanding 
with the President—luit how? Too many channel.s through State Department. 
Churchill has personal repre.sentative in CarUm do Wiart who handles both 
tK)litical and military matters. Could President Roosevelt pick soiiuKme like 
this? He could perform an invjiluablc scr^dee. Today military cooperation Is 
very diflicult bec^auso of personnel. He fools that Cbennaiilt Is most coo|H‘rutlvc. 
Stllwell bus Improved, but hn.s no understanding of political matters—he is 
entirely military in outlook. 

10. The Generalissimo has the utmost confidence in Dr. Kung. In helping Dr. 
Kung the ProBldent will be helping the Generalissimo, 

11. The Generalissimo is shaping everything towuird the democratic path. He 
wrote Ch{na*8 Dcstlni/ to get the Communists to fall into line. Tlie GoneruUssiuio 
wants the Communists to be a political party. He plans such advances in agrar¬ 
ian program that the Communists will have no opportunity to stir up social 
unrest. 

12. He hopes after the war to get the interest rate for farmers down to 10 per 
cent and hopes to promote land ownership by breaking up large land holdings. 
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PrcHulent Roosccelt to President Chiang Kai-shek 

IWasiungton?! July li, 19^4 

Vico Prosiclont Wallace has hainlod mo your telegram of July 8 in reply to bis 
letter to you of Juno 27I haro also received with much interest the Vice 
Presidi*nt*s full report of his conversations with you. Mr. Wallace has told nio 
<»f the twelve iKdnts which you requested that he bring to my attention, and I am 
grateful for the friendliness and frankness with which your views have been 
expressed. 

With regard to the m*gotintions now in progress with the Chlnc.so Communists, 

I liave noted with particular satisfaction your assurance that only political means 
will be employed in .stacking a solution. Also I welcome the indication given me 
by Mr. Wallace of your desire for i!nprove<l relations between the U.S.S.U. and 
China, and your suggestion that I use my good othces to arrange fc»r a conferetice 
between Chinese and Ilusslan representatives Is Ixdng given serious thought. It 
occurs to me that any such conference would be greatly facilitated if a worklfig 
arrnngeiiuuU had been reached heforehand betwwn the Chliii'se Government and 
the Chinese Comiannlsts for elTectlve pras<H.*ution of the war against the Japanese 
in North China. The Vice President has also Informed me, In this connection, of 
your encouraging remark that It w<iuld be possible to carry out your tlemocratlc 
program earlier than expected if a settlement with the Communists could be 
secured. 

It is with regret that I have received reports of Madame Chlang's III health 
and I trust that she will have a speedy recovery. 

With warm regards and best wishes, 

Sincerely yours, Fbankun D. UoOsSevki-t 

'*Thc letter from Vice Preflldent Wallnco of June 27 and the reply from GencralUslmo 
Cbinng Kni Phek of July 8 have not been foDDd. 
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2'he Arnha^sador in China (Oat/^s) to Secretary Hull 

SOn.OO/8-3144 

CnUNGKlNO, Aufjust 5i, lO-i.i 

Yesterday evening Presideut CUinnj^ Kai-shek sent for me. For an hour and a 
half he talked about the Communist probUmi. stating that it is not understood 
in Washington, and it is my duty to l )0 sure tlie problem is understood. Sel forth 
below are the principal points of the argument wlilcli Chinng constantiy empha¬ 
sised and reiioated, in addition to ll)o usual cdiarges of bad faith and treachery 
against tlie Communists: 

In the matter of world problems, China is disposed to fidh)W our lead: 
and it is not unfriemlly for us to suggest that China should iinprttvo rehitiiuis 
with the Soviet Union. China should receive the entire support utul sympathy 
of the United States G<ivernment on the domestic problem of Chinese Communists. 
Very serious consequences for Chinn may result from our attitude. In urging 
that Chinn resolve cliffercnces with the Communists, our Government’s atti¬ 
tude Is serving only to intensify the r<*cnlcitranco of the Communists. Ti^e 
request that China meet Communist demands is oquivniciit to asking Chinn*s 
unconditional surrender to a party known to be under a foreign power’s influence 
(tbe Soviet Union). The Commimi.sU are growing arrogant and refuse to 
continue negotiations since our observer group arrlV4»d In Yenan. The United 
States should teli the Communists to r4H*oncile their differences with and submit 
to the national government of China. 

This could be done by our observer group as well as by the Embassy In any 
contact we have with representatives of the Communists at this point. In addi¬ 
tion, the strength of C’oinmunist armies could be dotonnlned by observer group. 
The need of Communist forces to defeat dapnn should not be stressed by us. 
The Chinese Coinmnnlsts are under the inihieneo of a foreign p<nver; neither 
that power nor the Communists dares condemn it, since to do so would condemn 
the Communi.sts before the people of China in general. The Communlst.s’ 
expansionist ambitions ore what brought about assignment of troops to 
prevent expansion of this nature; prove all Communists cannot be trusted. 
Furthermore, Clitniig Kai-shek commented that the problem of Communist 
cooperation would not bo solved by introduction of a foreign commander of 
Chinese armies. Chiang stated that there are i>ersons In Wnsbiiigton who seem 
to believe that It Is merely a matter of issuing military orders to have tlicni 
obeyed and said that tbe Communists have not obeyed, although he has ordered 
tliem to attack tlie Japanese, 
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Since I hnd bivn assured that I might speak openly and frankly. It was possible 
for me to stress that the United States Government is not iiiterosto<l in the 
Cliinese Comuinnists’ cause; however, we are interested in seeing a prompt 
solution of a Cliinese intmnnl problem which finds the armed forces of China 
lacing one another instead of facing and making war upon .Japan, ami, in the 
jiresent critical period of tlie war. this is of outstanding importance. My state¬ 
ment to Chiang was that our observation, and reports to Washington, showed a 
delliiito breakdown in negi>tinlions between the Kuoinintang and the Communl.st.s 
prior to the organization of our army observer group to go to Yenaii. that the 
observer group Is in Yenaii only for purposes of military Intelligence, that tlie 
group has no political mission, and wbat has been describeil as arrogant refusal 


to coiiliime negotiations cannot have resulted from their preseiR-e. 

Answering n iiueslion as to whether I believed the people of China favor the 
Communists. 1 replied that 1 di<l not. However, 1 remarked that at the present 
time, the Communist Party is reimrted not to he practicing or preaching com- 
niunlsm. but to be following and supporting the Kuoinintang principles of im¬ 
provement of conditions of the masses and deinocraey. My statement was that, 
if I might speak frankly, many believe the Kuomintnng Party in ptiwer has not 
in ri-cent years kept their principles llrst ami foremost In mind, and the Kmbnssy 
has not failed to hear of some of the disaffection, both in military and In other 
circles, which resulted. The Generalissimo stated that only the Communists 
obstruct and defy bis government, and If reports or suggestions of dissatisfac¬ 
tion exist at other points, it is merely the inaehhiution of Communists utilizing 
stooges removi-d from themselves to convey propaganda of this nature. 

My entire symiinthy with the dlllicult task confronting Chiang Kai-shek in 
.solving the Communist problems was expressed: and I slated we have not sug¬ 
gested that the ('hlnese Government should yield to the demands of the Com¬ 
munists. The interest of the United States Government is only In dis.slpntion 
of the existing critical situation and In the unification of China, and It is our hoite 
that a p<‘aceful .solution for this sllnatlon can be found among them.selvos by 


the Chinese. 

Iluvlng received iiermlsslon to speak frankly. I continued with the personal 
observntlon that although Chiang Kai-shek states that the Communists cannot 
be trusteil, for a long time we have heard equal eomplalnts from the Commu¬ 
nists that It is not possible to trust the Kuoinintang government. In my opinion, 
effort slmuld hq exerte<l to clear up this mutual distrust, and U was my own 
view that a solution might he reached in some measure which would result In 
sharing of and participation In the responslhlUtles of the government by com¬ 
petent representatives of other parties and groups. Of course, I was familiar 
with the contention of the Kuoinintang that there can now bo only one party 
government; and I should like to see the difficulty surmounted, but even If it 
wore not possible to overcome It on a broad basis, giving representation In the 
government to minor parties, it might be that a limited solution could be reached 
which might provide for able roprosontntlon of special groups or parties, and 
these individuals should lie Invited to come and participate In some form of 
re.sponslble war council planning and carrying out the plans to meet the serious 
war crisis by which China la faced at the present time. Perbaps It might bo 
possible to ilevelop, through such a sharing of responsibility, a situation which 
would overcome existing criticism and mistrust, and a disposition to work to¬ 
gether for China's ualficntlon, whereupon Chiang Kai-shek commented that the 


suggestion might bo worth studying, at least. 
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The conversation was an entirely friendly one; most of tlje talking was done 
by Chlun^' Kai-shek, and the conversation eiuiod with Chians reiteralinj; liis 
arguments as set fortli in the opening portion of this message. 

Gauss 
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Secrctayy 11 uU to the Amlxvisador in China (Gatiss) 


893.00/8-3144 

Washington. S^eptember fi. JOH 

1. Careful consideration has been accorded to your messages by the Presiflent 
and by me, and we arc in agreement with you that at the pro.^eiit time, a frank, 
friendly, an<l positive approach should be mailo to ('hiang Kai Shek on the 
matters of governmental and related military comlitioiis in China. 

2. The Generalissimo's suggestion that Chinese Communists should he in¬ 
structed to settle their dlfrorences with the government has IxH'n note<l by us. 
Chiang Kai Shek made a like suggestion to the N ice President, and (Miiang's 
argumentation In general, a.s set forth in your previous message, is strikingly 
like that u.se<l with Vice President Wallace: would Indicate a discouraging lack 
of progress in the Generalissimo's thinking, in consiiteration of lUssldent develop¬ 
ments reported in otlier areas not under tlie influence of the Communists, and 
In the light of Clilang's own professed desire to come to a settlement with the 
Comojuriists. 

3. Unless yon regard the step as iuadvisahle, it Is suggested that you inform 
Chiang if he will arrange for a meeting, you are prepared to talk wltli the Com¬ 
munist representative In Chungking along the same general lines ns you ami 


Vice President Wallace have talked with Chiang; that you will indicate to the 
Coiiirounist representative the urgent need for unity in China in carrying on the 
war and in making ready for the peace; that to achieve such unity a spirit of 
good will and tolerance, of give and take. Is es.s<>ntinl; that at the present time, 
Chinese of every shade of ijolltlcal thought sliould cooperate for the defeat of 
Japan, and that If the principal objective of vlctor 3 ’ is kept firmly In mind, 
differences can be settled. The foregoing may be told to Chiang ns from the 
President and from me. You may add that we concur In your comments to 
Chiang Knl Shek as reported. In addition, please tell Chiang that the observer 
group in north China is on a military' mission and we do not consider It advisable 
(o use It for the purpose which he suggested. 

4. Further, we note with approval that you utilized the opportunity afforded 
by conversation with Chiang to mention your Idea of a coalition council as 
described by you. Please tell Chiang that the President and I feel your sugges¬ 
tion Is timely as well as practical, and worthy of careful consideration; that wo 


are concerned not alone with reference to non-settlement with the Chinese 
Communists but also with regard* to reports of dlssldencc and dissatisfaction 
among non-Cominunist Chinese In other areas of the country; that we are not 
concerned with Chinese Communists or other dissident olemonts as such, but arc 
anxious, on behalf of the United Nations and on our own behalf, and also on 
behalf of China, that, under the leadership of a strong but tolerant and repre¬ 
sentative government, the people of China develop and use the spiritual and 
physical resources at their command to carry on the war and to establish n last¬ 
ing democratic peace, and to achieve this, factional differences can, and should bo, 
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setHeil niul merpod by intelligent cooperation and conglllatiou. It is our belief 
that a most efTcctive means to achieve this end would be a council or some body 
which represcMits all infltiential elements in China, with full powers, under the 
leadership of Chiang Kai Shek. However, wc recognize that Chiang uiay have In 
mind some means of achieving the same result which would bo equally or more 
effective. 

Further, you may make use as you wish of such portions of the cogent arguments 
expres.sed in your telegrams, ns coming from us, and also the views which 
were well expressed by Atcheson on August ninth in his conversation with 
Sun Fo. 

Kiixlly inform Oeiierul Hurley, General Stilwell, and Mr. Nelson with regard 
to the matter. You are authorized to Invite one or more of them to go with you 
to call up<tn Chiang if you fool that it would servo a useful purpose. 

Hui.l 
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Memoranda hy Foreign Service Officers in ChinOy 

(Extracts] ' 

1. Soviet intentions with, respect to the Far East, Including China, are 
aggressive. 

September 17, /9-}S (Davies) 

“It is perhaps not too early to suggest that Soviet policy will prohably be 
directed initially at establishing frontiers which will Insnre Russian security 
and at rehabilitation of the U. S. S. R. There Is no reason to cherish optimism 
regarding a voluntary Soviet contribution to our fight against Japan, whether 
In the sliai>e of air bases or the early opening of n second front In Northeast Asia. 
The Russians may bo expected to move against the Japanese wlien It suits their 
pleasure, which may not bo until the final phases of the war—and then only 
In order to be able to participate In dlcUUlng terms to the Japanoso and to 
establish new strategic froiillers.” 

Jatiuari/ 15, 19^ (Davies) 

"We need to dlsj'atch liniiiedlntely, while It Is still welcome, a military and 
political observers’ mission to Communist Chinn to collect enemy Information, 
assist In and prepare for certain limited operations from that area, obtain 
accurate estimates of the strength of Communist nnnles, report on Russian 
operations In North Chinn and Mniiclmrin should Russia attack Japan, and 
assess the possibility of North China and Manchuria developing Into a separate 
Chinese state—perhaps oven ns a Russian satellite.” 

April 7, 19U (Service) 

“We must be concerned wltli Russian plnnS and policies In Asia because they 
are bound to affect our own plans In the same area. But our relations with 
Russia in Asia are at present only a subordinate part of our political and lulUtnry 
relations with Russia In Europe In the over-all United Nations war effort and 
po.st-wnr settlement. We should make every effort to loom what the Russian 
aims In Asia arc. A good way of gaining material relevant to this will be a 

‘These extracts from reports by John P. Davies, Jr., Ilnymond P. Ludden and John 
Stewart Service arc grouped In order of the several themes as summarised on pp. 04-OS. 
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careful first-hand study of the strength, attitudes and i)opular supiHjrt of the 
Chinese Communists. . . . 


“Chiang unwittingly may be contributing to Russian dominance in Eastern 
Asia by internal and external policies which, if pursued in llieir pJescMit form, 
will render Cl»inu too weak to serve as a iiossihle eounier-weight to Uu.ssia. By 
so doing, Cliiaiig may be digging his own grave; not only North China and .Man¬ 
churia, but also national groups such as Korea and Foruio.si may he driven into 
the arms of the Soviets." 


2. The Cliinese Communists have a background of subsen-iencH.* to the 
U. S. S. It., but new induences—principally nationalism—have come into play 
which are modifying their outlook. 

June 2-J, lO-'fS iDuvies) 

"Chinese Communist i>olicy apin-ars to have followed the Comintern line. In 
Its initial expression tlie ptilicy adhered to the program of world revolution. 
With the Cotnintern’.s abandonment of this program, the Chinese Communists 
embraced in 1035, in compliance witii Moscow directives, tlie policy of the united 
front. 

"The new line, so far as it applied to Asia, was in all probability prompted by 
the Kremlin’s realistic appraisal of the Soviet Union’s ixjsitioii in ilie Far East. 
Russia was threatened by Japan. The Jaimuese Army had with its Manchurian 
adventure apparently decided ujwn a policy of coiitinoiital expansion. Con¬ 
fronted by u strong Russian Army in eastern Siberia, the Japanese seemed to 
he intent uiwu uiitllankliig the Rtissiaiis through China. I'liina jould not he 
expected to offer strong resistance to Japanese eximtisioii .so long as it was torn 
by Interual dl.s.sension. It was therefore evident tlmt Cliina should become 
unilled and actively resist Japanese pressure westward. 

"As the Chinese Communists moved away from world revolution to natiuuali.sm 
they also moved in the dirts-tion of more moderate internal iwlitical and economic 
policy. Whether tlii'se other moves were in compliance with Comintern dielutes 
is less material Ilian that they were historically and evolutioiiarlly sound. 

’''J’he trend toward uutionalism Is believed to he strongest among the troops 
and guerrillas who have been fighting the milioiial eiiem,v. Although wo have no 
accurate Informallou on the subject, It is .susin'cted that the iwlitical leaders of 
the Party retain their pro-Russian orientation and that they are. notwithstanding 
the dissolution of the Comintern, likely to be susceptible to Moscow direction. 
This probable schism within the Party may prove at some later date to bo of 
major Importune^/’ 

Auifunt 3,1944 {Service) 

"The Chinese Communist Party claims that it is Marxi.st. By this the Com¬ 
munists mean that their ideology, their philosophical approach, and their 
dialectical method are bused on Marxist materialism. Marxism thus hecomes 
to them chiefly an attitude and approach to problem.s. It Is u long-term view 
of political and economic development to which all shoiT-term considerations of 
temiHjrary advantnge or premature power are ruthlessly subordinated. 

“The ConiiniinisLs actively supiiort the war because this gives them an op¬ 
portunity to mobilize, organize and indoctrinate the isjople, ami lo create and 
train an efficient ariiiy, 

"They oiwrate by preference in the areas beliiiid the Japanese Hues because 
there tlioy are relatively free from Kiiuinintnng Interference. 

Such policies as the abandonment of land confiscation are useful teinjwrary 
expedients to help lL«fm carry on the war and to win unifled i>opular support 
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ill the areas of their operations. It also has strong propaganda appeal in other 
areas. 

‘•Their espousal of democraey appeals to the great majority of the people of 
China and is n good club for beating the Kiiomintang. They realize that popular 
support riui>t bo their principal weapon against the superior arms of the Kuo- 
tnintang in any contest of strength. 

“Their democratic clniuis, their engagement in guerrilla warfare behind the 
enemy lines, and their proclamation of liberal econoude [lolicies based on private 
property are also useful in appealing to foreign sympathy and in winning the 
foreign supjKirt which they realize will be necessary, at least for n time, In the 
ecomanie rehabilitation and development of China following the war/’ 

3. The Chinese Coiiiriuinists hav(* become tlie most dynamic force in China 
and are challenging the Kuomintaiig for control of the country. 

October {Service) 

•‘Iteports of two American olllcers, several correspondents, and twenty-odd 
foreign travelers regarding conditions in the areas of North China under Com¬ 
munist control arc in striking agreetneut. This unanimity, based on tictual 
observation, Is sigiiiticant. It forces us to accept certain facts, and to draw from 
those facts an important conclusioD. 

JapHHCse are bcin(f aefivelp opposed —in spite of the constant warfare 
and cruel rettiliation this imposes on (be population. This opposition is gaining Iti 
strength. Tlie Japanese can temporarily crush it in a limited nrtai by the con¬ 
centration of overwhelming force. Hut it is impossible for them to do this 
simultaneously over (he huge territory the Communists now inihieiico. 

opposition is possible and successful because it is total guerrilla icarfarc 
aggrcssirclg waged bg a toiiiUg mobilised population. In this total moblUzatlon 
tlie regular forces of the Communists, though leaders Jind organizers, have become 
subordinate to the vastly more numerous forces of the people themselves. They 
o.xist because the pc^iple permit, supp(»rt and wholeheartedly light with them. 
There I.^ complete solidarity of Army and people. 

**This total mobHisation is based upon and has been made possible bp ithat 
amounts to an economic, political and social rct^olufion. This revolution hos 
been moderate and democratic. It has improved the economic condition of the 
peasants by rent and interest reduction, tux reform and good government. It 
lias given them democratic self-government, political consciousness and a sense 
of their rlglits. It lias freed them from feiidnllstic bonds and given them self- 
respect, self-reliance and n strong feeling of cooperative group Interest. The 
common people, for the first time, have been given sotneihing to fight for. 

“The Japanese are lieing fouglit now not merely because they are foreign In- 
vmlers but because they deny (his revolution. 7*ftc people will continue to fight 
ang government which limits or deprives them of these ncwlg won gains,'* 

November 7, JDH (Davies) 

‘•The Chinese Communists are so strong between the Great Wall and the 
Yangtze that they can now look forward to the i>ostwnr control of at least North 
China. They may also continue to hold not only those parts of the Yangtze valley 
which they now dominate but also new areas in Central and South Chinn. The 
Communists have fallen heir to these new areas by a process, which has been 
operating for seven years, whereby Chlnng Kai-shek loses his cities ond principal 
lines of conmiunicatioD to the Japanese and tlie countryside to the Communists, 

‘’The Communists have sunTved- ten years of civil war and seven years of 
Japanese offensives. They have survived not only more sustained enemy pres- 
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sure tbnn Uie Chinese Central Goveriiinont forces have been subjected to, but 
also a severe blockade imposed by Chiang. 

“They have survived and they have grown. Communist growth since 11'37 
has been almost geometric in progression. From control of some 100,Otx) square 
kitoiuetors with a population of one million and a half they iiave CNpamled to 
about 850,000 square kilometers with a population of appro.vinmtely ‘JO million. 
And they will continue to grow. 

“The reason for this phenomenal vitality and streiigtlj is simple and fuiida- 
luenlal. It Is mass supimrt, mass participation. The Communist governments 
and armies are the first governments and armies in modern Chinese hi.^tory 
to have po.sitive an(i widespread popular support. Tliey have tliis sup[)oi t because 
the governments and armies are genuinely of the people." 

Jamtary .}. {Dnvica) 

“Tlie Current situation in China must afford the Kremlin a certain sardonic 
satisfaction. 

"The Ilussians see the anti-Soviet Government of Chlung Kai-shek decaying_ 

militarily, politically and economically. They observe the Chinese Communists 
consolidating in North China, expanding southward in tlie wake of Cliiaugs 
military debacles and now preparing for the formal establislinieiit of a separatist 
aUniinistrution. 

•Tt is equally evident to the Russians that the Chinese Communists will not 
in the meantime be Idle. The Communists have amply demonstrated a capacity 
for Independent, dynamic growUi. However Marshal Stalin may describe tlie 
Chinese Communists to his American visitors, ho can scnrcelv Ik> unaware of the 
fact that the Communists are a considerably more stalwart and self-sutllcient 
force than any European underground or partisan movement." 

4. The Kuomlntaiig and National Government are disintegrating. 

June 20, {Service) 

"B. The position of the Kuomintang and the OcncraUsalmo Is tccakcr than it 
hfig been for the past ten years. 

"China faces economic collnp.se. This is causing disintegration of the army and 
the government’s administrative apparatus. It is one of the chief causes of 
growing jiolltical unrest. The Generalissimo is losing the support of a China 
which, by unity in the face of violent aggression, found a new and unexpected 
strength during the first two years of the war with Japan. Iiitenial weaknesses 
are becoming accentuated and there is taking place a reversal of tlio process 
of unification. 

‘T. Morale Is low and discouragement widespread. There is a general feeling 
of liopelessness. 

2. The authority of the Central Government is weakening in the areas away 
from the larger clllos. Government inandatos and measures of control cannot be 
enforced and remain Ineirective. It is becoming difficult for the Government to 
collect enough food for its huge army and btireaucrac.v. 

“3. The governmental and military structure is being permeale<l and demoral¬ 
ized from top to bottom by corruption, unprecedented In scale and openness. 

“4. The intellectual and salaried classes, who have suffered the most heavily 
from infiatlon. are In danger of liquidation. The academic groups suffer not only 
the attrition and demoralization of economic stress; the weight of years of poUtl 
cal control and repression Is robbing them of the Intellectual vigor and leadership 
they once had, 

844S38—40-30 
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‘‘5. Peasant resentment of tlie abuses of conscription, tax collection and other 
arbitrary impositions has been widespread and is growing. The danger is ever- 
increasing that past sporadic outbreaks of banditry and agrarian unrest may 
increase in scale and find political motivation. 

"0. The provincial groups are insiking common cause with one anotlmr and 
with other dissident groups, and are actively consolidating their positions. 
Their continuing strength in the face of tlie growing weakness of the Central 
Govornineiit is forcing new measures of political appeasement In their favor. 

“7. UniH'st witldn the Kuomintaiig armies is increasing, as shown in one 
important instance by the ‘Young Generals conspiracy’ lute in 19-13. On a 
liigher plane, the war zone eomumtidors are building up their own spheres of 
inllucnc-e and are thus creating a ‘new wurlordism.’ 

•'8. The break between the Kuomintaiig and the C*)mmuiiists not only shows 
no signs of lieing closed, but grows more critical with the pa.ssage of time: the 
inevitability of civil war Is now generally accepted. 

•'{). The Kuoinintang i.s losing the respect and support of the people by its selfish 
policies and its refusal to hoed progressive crltieisin. It seems unable to revivify 
itself with fresh blood, and its unchanging leadership shows a growing ossifica¬ 
tion Jind loss of a .sense of reality. To combat the dissensions and cliqulsm 
within the I’arty. whicli grows more rather than less acute, the leadership is 
turning towanl the reactionary and unpopular Chen brothers clique. 

“10. The Generalissimo shows a similar loss of realistic llexlblllty and n harden¬ 
ing of narrowly conservative views. Ilis growing mogalonmnia and his un¬ 
fortunate attempts to bo ‘sage’ ns well ns leader—shown, for Instance, by 'China's 
Destiny' and his book on economics—have forfeited the resiiect of many intel- 
11‘ctuals, who enjoy in China a iiosition of unique liilluonec. Criticism of his 
dictatorship Is becoming outspoken. 

“In the face of tlie grave crisis with which it is confronted, the Kuomintaiig 
is ceasing to be the unifying and progressive force in Chinese society, the role in 
which it made its greatest contribution to modtu-n China. 

**C. The Kuomintung ia tiot onlg inovhio itaclf incaiiablc of averting a debacle 
by ifa own inilinlive: on the contrary, its poUctea arc precipitating the crisis. 

•■Some war-weariness in China must he expecteil. But the policies of the Kuo- 
miiitaiig under the impact of hypcrintlatiun and in the presence of obvious signs 
of Internal and external weakness must be described ns bankrupt. This truth 
Is etiipliaslzed by the failure of the Kuomintaiig to come to grips with the situa¬ 
tion during the recently concluded plenary session of the Control Executive 
Committee. 

‘T. On the internal political front the rfrsirc of the Kuomintang Icadcra to per- 
pciuntc their oicn poiccr ocerridrs nil other considerations. Tlie result Is the 
enthronement of reaction. 

“The Kuoinintang eonlinues to Ignore the great pollllcnl drive within the coun¬ 
try for democratic reform. Tlie writings of the Qeiicrallssimo and the Party 
press show that they have no real undorstaniliiig of that term. Constitutionalism 
remains an empty promise for which the only “preparation” is n half-hearted 
attempt to establish an unpopular and undeiiiocrntlc system of local self- 
government based on collective responsibility and given odium by Japanese 
utilization in Manchuria and other areas under their control. 

“Questions basic to the future of democracy such ns the form of the Constitution 
and the composition and election of the National Congress remain the dictation 
of the Kuomintang. Tiicrc ia no progress toward the fundamental conditions of 
freedom of expression and recognition of nou-Kuomlntang groups. Even the 
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ccliicationul niul fiuliticxil juivantages of power arul ilciian'ratic clmraeler 

to the existing? hut impnient Pcoplos PoUtieal Coun(*il are i::iiorocl. 

The Kuoiuintaii^ shows no intention of relaxiiii: the authoritarian controls 


••fi 


on which Us J^resent power depejHls. Far fioni disc*arding nr rcducinj;; the para¬ 
phernalia of a p(»lioe state*—the inulfiple and onuilpresent siMTet police or;:ani^a- 
tions, the OeiKlarmerie, and so forth—it cemtinues to strengthen them as its 
last resort for internal se<*urity. 

^‘2, On the cconofnic front the Kuoniintnnff in iiniri7/oir; to tfikr miff fffirtivc 
atepfi to rheek inflation lehirh intnt<l inywrc the tan(nord‘rn)>it(7list 

^Tt is directly responsible for the increase of ofliclal corruption which Is one 
of the main obstacles to any rational attempt to ninelioratc the financial 
situation. It does riothinp: to stop lar;:c-scale profito<Tlnir, hoarding nntl specu¬ 
lation—all of which are carried on hy i>eoplo either powerful In the Party 
or with inthinate political connections. 

“It fails to carry out efr<*ctlve moldlizatlon of resources. Such measures 
of war-time control as It has promulgated liave romainc<l a dead letter or 
have Intensified the problems they were supposedly deslgne<1 to remedy—as for 
instance ill-advised and poorly executed attempts at price regulation. 

“It passively allows both Industrial and the more important handicraft pro¬ 
duction to run down, as they of course must when it Is more profitable for 
si)eculators to hohr raw materials than to have them go Ibrotigh the normal 
productive process. 

“It falls to carry out rationing except In a ver^* limited way, or to rogtilato 
the ninnufacture and trade of luxury goods, many of which come from areas 
under Japanese control. It shows little concern that those imports are largely 
paid for with strategic commodities of value to the enemy. 

“It fails to make an elTectivc attempt to reduce the budgetary deficit and 
increase revenue hy tapping such resources as excess profits and incomes of 
landlords and merchants. It allows Its tnx-collectliig apparatus to bog down 
in corruption and inefliciency—to the point that possibly not more than one-third 
of revenues collected reach the governmCDt It continues to spend huge govern¬ 
ment fund.s CD an idle and useless Party bureaucracy. 

“At best, it passively watches inflation gather momentum without even at¬ 
tempting palliative ineiisuTOs available to It, such as the aggressive sale of gold 
and foreign currency. 

“It refuso.s to attack the fundamental economic problems of Chinn such as 
tile growing concentration of land holdings, extortionate rents and ruinous 
interest rates, and tbo impact of inflation. 

D. The$c apparently suicidal policies of the iTt/om in In Afire their roots 

In the composition and nature of the Parly. 

“In view of the above it becomes pertinent to ask tchy the Kuomintang has 
lost Its power of leadership; tohy it neither wishes actively to wage war against 
Japan Itself nor to cooperate whole-heartedly with the American Army in China; 
and tchy It has ceased to be capable of unifying the country. 

*^rbe answer to all these questions is to be found in the present composition 
and nature of the Party. Politically, a classical and definitive American descrip¬ 
tion becomes ever more true; the Kuomintang Is a congerio of conservative 
political cliques interested primarily in the preservatit)n of their own power 
against all outsiders and In Jockeying for position among them.selves. Eoonoini- 
cally, the Kuomintang rests on the narrow base of the rural-gentry-landlords 
and militarists, the higher ranks of the government bureaucracy, and merchant 
bankers having intimate coDDcctlons with the government bureaucrats. This 
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Imst* has actually <-ontractc(l duriog the war. 'The Kuotuintang no longer com- 
iiiancis. ns it once did, the unequivocal support of China’s industrialists, who ns 
a group linve hwu much weakened economically, and hence politically, by the 
Japanese seizure of the coastal cities. 

"The relations of this description of the Kuoniintang to the que.stlons pro¬ 
pounded above is clear. 

■ The Kuoniintang has lost its leadership because it has lost touch with and 
is no longer representative of a nation which, through the practical experience 
of the war. Is becoming Imth more politically conscious and more aware of the 
Party's selfish shortcomingg. 

"It cannot fight an effective war because this is Impossible without greater 
reliance u|Hin and supimrt by Uie people. There must be n release of the national 
energy such as occurre«l during the early iicrlod of the war. Under present 
conditions, this can be brought about only by reform of tl‘e Party and greater 
political «lemocracy. What form this democracy takes is not as iiutKirtant os 
the genuine adoption of a democratic philosophy and attitude: the tlirent of 
foreign Invasion is n») longer enough to stimulate the Chinese people and only 
real reform can regain their enthusiasm. But the growth of democracy, though 
basic to China’s continuing war effort, would, to the mind of the Ktiomintang’s 
present leaders, imperil the foundations of the Party’s iiower because it would 
mean that the conservative cliques would have to give up rttelr closely guarded 
monopoly. Rather than do this, they prefer to see the war remain in its present 
state of passive inertia. Thus are they sacrlflclng China’s national interests to 
their own selfish ends. 

"For similar reasons, the Kuomlntnng Is unwilling to give whole-hearted 
cooperation to the American Army's effort in China. Full cooperation necessarily 
re^iires the broad Chinese military effort which the Kuoniintang Is unable to 
carry out or make possible. In addition, tlie Knomintang fears the large scale, 
wiilespread and direct contact by Americans with the Chinese war effort will 
expose its own inactivity and, by example ond personal contacts, be a liberalizing 
Influence." 

r>. The rivalry hetween these two forces threatens to culminate in n civil 
war which (a) would hamper the conduct of the war against Japan, (b) would 
press the Communists back into the arms of the U.S.S.R. and (c) might well 
lend eventually to American-Soviet Involvement and conflict. 

Januari/ 28, JS-iS (Sendee) 

"It is now no longer wondered whether civil war can be avoided, but rather 
whether it can he delayed ot least until after n victory over Japan. 

"The dangers and implications of this disunity arc obvious and far-reaching. 
Militarily, the present situation Is a great hindrance to any effective war effort 
by Clilna. Its deterioration Into civil war would be disastrous. The situation 
therefore has direct rclatlonsliip to our own efforts to defeat Japan. 

. , there can be no denial that civil wor in China, or even the continuation 
after the defeat of Japan of the present deadlock, will greatly impede the return 
of peaceful conditions. This blocking of the orderly large scale rehabilitation 
of China will In itself seriously and adversely affect American interests. Even 
If a conflict is averted, the continuance, or, as is probable In such an event, 
the worsening of the already serious economic strains within the country may 
result In economic collapse. If there Is civil war the likelihood of such an 
economic collapse ts of course greater. 



ANNEXES 


571 


“Tliere Is also the possibility that economic difficulties may junke the wnr- 
wcary, over-conscrlpte<l and orer-tased farmers fertile ground for Conmiunist 
propaganda and thus bring about a revolution going beyond the m<i<ierate <le- 
inocracy which the ('hiuese Communists now claim to be so.'kiiig. Siuh a 
Communist government would probably not be democratic in the American 
sense. And it Is probable, even If the United States did not incur the eiiiuity 
of the Communists for allege<l material or diplomatic supi>ort of the Kuomintang, 
that this Communist government would be more iuclineil toward frientiship and 
cooi)erution with Russia than with Great Ilritnin and America.” 

June 19^3 (Davies) 

“Basis for Conflict” 

"The Kuoinintang and Chiang Kai-sliek recognize tliat the Coiiiinunists. witli 
the popular support wliicli they enjoy and their reputation for administrative 
reform and honesty, represent a challenge to the Central Goveriiiiient and its 
spoils system. The Generalissimo cannot admit the seemingly innocent demands 
of tlie Cominunl.sts that their party be legalizcHl ami democratic processes be put 
into practice. To do so would probably mean tl>e abdication of the Kuomintang 
and the provincial sutrap.s. 

"The Communists, on tlie other hand, dare not accept tite Central Govornnicnt's 
invitation that they disband tlieir armies and be absorbed in the national body 
politic. To do so would be to invite extinction. 

"Tills impasse will probably be resolved, American and other foreign observers 
in Chungking agree, by an attempt by the Central Governiuott to liquidate tlie 
Coinmunlsts. This action may be expected to precipitate a civil war from which 
one of the two contending factions will emerge dominant. . . 

"Chiang Knl-shek and his Kuomintang lieutenants fully realize the risks of an 
attack on the Coimnunlsts. This may explain the reportetl statements of Idgb 
officials ill Chungking that they must prepare not only for tlie coming civil war 
but also for the coming war with Russia. Chiang and his Central Government 
recognize that they cannot defeat the Communists and the Soviet Union without 
foreign aid. Sucli aid would naturally be sought from the United States and 
possibly Great Britain. 

. . we may anticipate that Chiang Kai-shek will exert every effort and 
resort to every stratagem to Involve us In active support of the Central Govern¬ 
ment. Wc %vlll probably be told that if fresh American aid is not forthcoming all 
of China and eventually all of Asia will be swept by coiiuiiunisiu. It will be 
difficult fur us to resist such appeals, especially in view of our moral commit¬ 
ments to continued osslstance to China during the post-war period. 

"It is therefore not Inconceivable that, should Chiang attempt to liquidate the 
Communists, we would find ourselves cutniigled not only in a civil war in Cliiun 
but also drawn into conflict with the Soviet Union." 

June go, 1944 (Service) 

"Obsessed by the growing and potential threat of the Communists, who it fears 
may attract the popular support its own nature makes Impossible, the Kuomin- 
tang, despite the pretext—to meet foreign and Chinese criticism—of conducting 
negotiations with the Communists, continues to adhere to policies and plans 
which can only result in civil war. In so doing it shows itself blind to the facts: 
that its Internal political and military situation is so weak that success without 
outside assistance is most problematic; that such a civil war would hasten the 
process of disintegration and the spread of chaos; that It would prevent tlie 
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prosecution of any efCcclive war against Japan; and that the only parties to 
henelit wouUl Ih? Japan iiiiinediately and Russia eventunlly.” 

Difiiiibrr .9, 19}} (Davies) 

“ . . . The Generalissinm realizes that if lie accedes to the Couiiiiiinist terms 
for a coalition Koveriimeiit, they will sooner or later dlsi>ossess him and his 
Kiiomintaiig of power, lie will therefore not. unless driven to an extremity, foim 
a genuine coalition gfiveriiment. He will seek to retnin his present government, 
pa.^siveiy wait out the war and conserve his strength, knowing that the Com¬ 
munist issue must eventually be Joined. 

“The Communists, on tlu-ir part, have no intere.st in reaching an agreement 
with the Generalissimo short of a genuine coalition government. They recognize 
that Chhiiig'.s position is crumbling, tlmt they may before long receive substantial 
Kus.siaii support and lliat if they have patience they will succeed to authority In 
at least North Chinn. . . 

0. The 0»mmunists would, inevitably, win such a war because the foreign 
powers, including tlie United States, which would support the Government, 
coiihl not feasibly supply cnougli aid to compensate for the organic weaknesses 
of the Government. 

Jauuaiy 23, 10)3 (Service) 

. . Assuming tliat open hostilities are for the time being averted, the 
eventual defeat anil withdrawal of the Japanese will leave the Kuomlntniig 
still confronted with the Communists solidly eiitrenclicd In most of North China 
(Rast Kansu, Nortli Shen.si, Slinn.si, l^outh (Tmhar, llopci. Shantung, North 
Kiangsu and Nortti Aniiwci). In addition tlic Communists will be in position 
to move into the vacuum created by the Jaimne.so withdrawal from Sulyunn, 
Jehol and Mnncliuria, In all of which areas there is already some Communist 
activity. In the rest of China they will have the sympathy of elements among 
the liberals, iiitelleetiials, and student.s. 

“. . . There is undoubtoilly a strong revulsion in the mind of the average, non- 
party Chinese to the idea of renewed civil war and the Kuomintang may indeed 
have dlfllculty with the loyalty and elTi'Ctlveness of its conscript troops." 

Ortolicr 9, 19) ) (Service) 

"Just as Ihc Japanese Armp cannot these militant people note, so also 

will Kuomintang force fail in the future. With their new arms and organization, 
knowledge of their own strength, and determination to keep what they have been 
ligliting for, these people—now some 00 million and certain to be many more 
before the Kuomintang can roach them—will resist oppression. They are not 
Communists. They do >iot want separation or Independcuoe. But at present 
they regard the Kuomintang—from their own experience—ns oppressors; and 
the Connnnnists as their lenders and benefactors. 

‘•iri//i this great popular base, the likcteisc cannot bo clitnlnatcd. 

KuuinintnDg attempts to do so by force must mean a complete denial of democracy. 
This will strengthen the lies of the Cuininunists with the people: u Communist 
victory will be inevitable. . . . 

“From the basic fact that the Communists have built up popular support of a 
magnitude and depth which makes their elimination Impossible, toe t»u«f draw 
the conclusion that the Communists trill have a certain and important share in 
China's future ... I suggest the future conclusion that unless the Kuomintang 
goes ns far as the Communists In political and economic reform, and otherwise 
proves itself able to contest this leadership of the people (none of which it yet 
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shows signs of t>oinj: willing or able to do), the Communists will be the dominant 
force in China within n comparatively few years/’ 

Xovcnibcr 7, 19H (Davies) 

"Only if he is able to enlist foreign intervention on a scale equal to the 
Japanese invasion of China will Chiang probably be able to crush the Com¬ 
munists. But foreign intervention on such a scale would seem to be unlikely. 
Belying upon bis dispirited shambling legions, his decadent corrupt bureaucracy, 
his sterile political moralisms and such nervous foreign support us ho can muster, 
the Generalissimo may nevertheless plunge Chinn Into civil war. He cannot 
succeed, however, where the Japanese in more than seven years of determined 
striving have failed. The Coummnists are already too strong for him. 

“If the Generalissimo neither precipitates a civil war nor reaches an under¬ 
standing with the Communists, ho is still confronted with defeat. Chiang's 
feudal China can not long coexist alongside a modern dynamic |>opular govern' 
ment in North China. 

“The Coniimmlsts are in Chinn to stay. And Chinn’s destiny is not Ohiang’s 
but theirs.** 

7. In this unhappy dilemma, tlie Uniie<l States should attempt to prevent the 
disaster of a civil war tl>rougli adjustment of the new nliKiunont of power in 
Clilna by peaceful processes. The desirable means to this end Is to encourage 
the reform and revitalization of the Kuomintaiig so that it may survive as a 
significant force in a coalition government. If this fails, wc must limit our 
Involvement with the Ku<»iiiittlang and must commence some cooperation with 
the Corniiiuuists, tlic for<-e destined to control Chinn, in an effort to innuence 
tlicm further into an independent position friendly to the Ihiited States. We 
are working agaln.st time beenuse. If the U.S.S.R. enters the war against Japan 
and invades China before cittier uf these alternatives succeeds, the Communists 
will be captured by the U.S.S.U. and become Soviet satellites. 

June 20, J944 (Service) 

“We must seek to contribute toward the reversal of the present movement to¬ 
ward collapse and to the rousing of Chinn from its military inactivity. This can 
be brought about only by an accelerated iiiovcincnt toward democratic political 
reform wltbln Cliina. Our part must be tliat of a catalytic agent in this process 
of China's democratization. It cun be carried out by (be careful exertion of our 
influence, wiilch has so far not been conscioii.sly nnd systematically tised. 

“This democratic reform does not nccc.ssarily mean the overthrow of the 
Gencra]i.sslnio or tlie Kuomintaiig. On the contrary—if they have the vision to 
sec it—their position will be improved and the stnlillitj’ of the Central Govern¬ 
ment Increased. The democratic forces already existing In Chino will be 
strengthened, the reactionary authoritarian trends in the Kuomintatig will he 
modifled, and a multi-party United Front Government will probably emerge. It 
is almost certain that the Generalissimo and the Kuomlntnng would continue to 
play a dominant part In such a government. 

“It goes without saying that tliis domocrati 2 aitlon of China must be brought 
about by, and depend on, forces within the country. It cannot be enforced by us— 
or by any foreign nation— 

. . If we come to the rescue of the Kuomintang on Its own terms we would 
be buttressing—but only temporarily—a decadent regime which by its existing 
composition and program Is incapable of solving China’s problems. Both China 
and ourselves would be gaining only a brief respite from the ultimate day of 
reckoning.” 
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October 10, 19ii (Service) 

•Til tlie present circumstances, the Kuomintang is dependent on American 
supjiort for survival. Hut tec arc in no icoj/ dependent on the Kuomintang. 

. . by continued and exclusive support of the Kuomintang. we tend to pre¬ 
vent Ihe reforms and democratic reorganization of the government which are 
essential for the revitalization of Chinn’s war effort. Encouraged by our sup- 
jiort the Kuomintang will continue in its present course, progressively losing the 
confidence of tlie people and becoming more and more Impotent. IgiioriHl by us. 
and excluded from the Government and Joint prosecution of the war, the Coin- 
niuni.st.s and other groups will he force<l to guard Uieir own interests by more 
direct opposition.” 

November 15, lOH (Davie$) 

"We should not now abandon Chlang Kai-shek. To do so at this Juncture 
would bo to lo.se more than we could gain. We must for the time being continue 
recognition of (’hlang's Government. 

“Hut wo must be realistic. We must not indefinitely underwrite a politically 
bankrupt regime. And, if the Russians are going to enter the Pacific War, wo 
must make a determined effort to capture politically the Chinese Communists 
ratiier than allow them to go by default wholly to the Uus.sinns. Eurtherraore, 
we must fully understand that by reason of our r«H-ogiiltiou of the Chiang Kai- 
shek Government as now constituted we are coimiiittod to a steadily decaying 
regime and severely restricted In working out military and political cooperation 
with (he Chinese Communists. 

"A coalition Chinese Government in which the Communists find a satisfactory 
place is the solution of this Impas.'se most desirable to us. It provides our great- 
e.st assurance of a strong united, democratic, Independent and frleiully China— 
our basic strategic aim In Asia and the Pacific. If Chiang and the Communists 
reach a mutually satisfactory agreement, there will have been achieved from 
our point of view the most desirable possible solution. If Chiang and the Com¬ 
munists are irreconcilable, then we shall have to decide which faction we are 
going to support. 

“In seeking to determine which faction we shouhl support we roust keep In 
mind these basic considerations: Power In China Is on the verge of shifting from 
Chiang to the Communists. 

“If the Rus.siaiis enter North Cliina and Manchuria, we obviously ainnot hope 
to win the Communists entirely over to us. but we can through control of supplies 
and post-war aid expect to exert considerable influence In the direction of 
Chinese nationalism and independence from Soviet control." 

8. A policy of this description would also—and this is a decisive consideration 
in the war against Japan—measurably aid our war effort. 

Dreontber 12, (Davies) 

“The negotiations looking to an agreement between the Generalissimo and the 
Chinese Communists have failctl. It is not impossible, however, that one or the 
other side may in the near future revive the ncgotlntlons with a new proposal. 

“So long as the deadlock exists, or new negotiations drag on. It Is reasonable 
to assume that the Generalissimo will continue to refuse us permission to exploit 
inliitnrily tiie Chinese Communist position extending Into the geographical center 
of Japan’s Inner zone. With the war against Japan proving so costly to us, 
we can ill afford to continue denying ourselves positive assistance and strategic¬ 
ally valuable positions. 
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"It is time that we unequivocally told Cliiang Kai-shek that we will work 
with and, within our discretion, supply whatever Chinese forces we believe can 
contribute most to the war against .Tnpan. We should tell him that we will not 
work with or supply any Chinese unit, whether Central Government, Trovincial 
or Communist, which shows any inclination toward precipitating civil conflict. 
We should toll him that we propose to keep him, as liead of the recognizcal 
goverumeiit, informed of what supplies we give the various Chinese forces. 

"It is time that we make it clear to Chiang-Kal-shek that we exixKrt the Chlne.se 
to settle their own political differences; that we refuse to become further involved 
in and party to Chinese <lomestic political dl.sputes. We greatly hojK* and desire 
that China will emerge from this war unified, democratic. Independent and strong. 
We feel that this goal is to be achieved most osp^'ditiously and with tlie least 
possible expenditure of Ciiinose and American blood and treasure if the United 
States bends its efforts in China primarily toward working with and assisting 
whatever elements cau contribute most to the spwdy defeat of Japan.” 

rebruary /.J, 1945 (Lutidf n and Service) 

“American policy in the Fur East can have but one iiniiie<Hate ohjwtive: tbe 
defeat of Japan in the shortest pos.slhle time with the loa.st exinuiditure of 
American lives. To the attainment of tins objective all other considerations 
should be subordinate. 

"The uttaliiuient of this objective demands the eff«tive mobilization of China 
In the war against Japan. Operating as we are in a land theater at the end of 
u supply line many thousands of miles in length, the human and economic re¬ 
sources of China increase in Importance as we draw closer to Japan's Inner 
zone of «lefcnse. Denied the efft.*ctlve use of these resources the attainment of 
our primary objective will be unnecessarily delayetl. 

"There is auiple evidence to show that to the present Kuomlntnng Government 
the war against Japan Is secondary in importance to its own preservation in 
power. China’s military failure Is due in large luirt to internal political dis¬ 
unity and the Kuomlntang’s desire to conserve such military force as it has 
for utilization In the maintenance of its political power. The intention of the 
Generalissimo to eliminate all political opposition, by force of arms if neces¬ 
sary, has not been abandoned. In tbe present situation in China, where power 
or self-presen’atlon depend upon the possession of military force, neither the 
Kuomlntang nor opposition groups are willing to expend their military resources 
against the Japanese through fear that It will then other groups. 

“The aim of American pulley as indicated clearly by utliclul statements In 
tbe United States-Is the establisliment of political unity in China as the Indis¬ 
pensable preliminary to Chinn's cfTectire military moblllzutlon. The execution 
of our policy has not contributed to the achicTemeut of this publicly stated aim. 
On tbe contrary, it has retarded its elTect because our statements and actions 
in China have convinced the Kuomintang Government that we will continue to 
support it and it alone. Tbe Kuomintang Government believes that it will re¬ 
ceive an Increasing flow of American military and related supplies which, if 
past experience is any guide, it will commit against the enemy only with great 
reluctance, if at all. 

"We cannot hope for any improvement In this situation unless we understand 
tbe objectives of the Kuomintang Government and throw our considerable in¬ 
fluence upon it in the direction of internal unity. We should be convinced by this 
time that the effort to solve the Kuoniintang-Communlst differences by diplomatic 
means has failed; . . . . 
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•‘At present there exists in China a situation closely iniralleling that which 
existed in Yogoslavia prior to l^riiiie Minister Churchiirs declaralioD of support 
for Marshal That statement was as follows: 

‘The sanest and sJifest course for \is to follow is to judge all parties and 
factions dispassionately by the test of their readiness to fight the Cermans and 
thus lightrn the burden of Allied troops. This is not a time for ideological pref¬ 
erences for one side or the other/ 

“A sitiiilur public statement issued by the Commander in Chief with regard 
to Chirm woulil not mean the witlnlrawal of recognition or the cessation of mill- 
Uiry aid t<i the Central Government; that would be both unnecessary and unwise. 
It would serve notice, however, oC our preparation to make use of all available 
means to achieve our primary objective. It would supply for all Chinese a firm 
rallying iK)int which has thus fur been lacking. The internal edect in China 
would be so profound that U)e GeneraUssImu would be forceil to make conces- 
sions of power and permit united-front coalition. The present opposition groups, 
no longer under the prime necessity of safeguarding themselves, would be won 
wholeliearte<ny to our siile nn<l we would have In China, for the first time, a 
united Qlly/^ 

48(a) 

7'he Vice Chairynaii of the Central Committee of the Chinese Com¬ 
munist Party {(Jhou) to the Amhassador in China {Hurley') 

February /8, 19Ji5 

Dkaii GKNKnAt. IIUKLKY: 1 nit) over grateful fur tlio kiiKlocss extended to me 
ivliilo I wns in Chungking. After my return to Yennn I hnve made a detailed 
i-eport to the Central Committee of my Party and to Clioirmnn Mao Tze-tung. 
Since at present tlie Democratic Coalition Government lias not yet come Into 
e.xlstoneo in Clilna and tl)e o.xistlng Natlonjil Government is completely a one- 
I’arty dictatorship of the Kuomlntang which can represent neither the 10 million 
people «f the Clilnese liberated areas nor the common will of the broad masses 
of iMjopio in areas under Kuoinliitang control; cousoquontly In the United Nations 
Conference which Is to be convened on April 25 In San Francisco. Chinn cannot 
bo reprosentod by a delegation sent by tlie Kuomlntang Government only. 
Willie I was in Cliungklng you told me that the delegation to the San FrancLsco 
Conference sliould consist of the reprosontntlves of the Kuomlntang, tlie Com- 
nuinlst Party and tlie Democratic Federation. The Central Committee of our 
Party and Chairman Mao Tze-tung are In complete agreement with you. W’e 
consider furtherninre that tl)e representatives of tlie Kuomlntang should be 
limited to Ml of the delegation. The otiicr % of the delegation sliould be sent 
hy tlie Communist Pnrtj’ and tlie Democratic Federation. Only then can the 
common will of tlie Chinese people be fairly represented; otherwise that dele¬ 
gation could never be in a position to settle any problem in the conference on 
behalf of Chinn. Will you be so kind ns to transmit tJiis message to the 
President of the United States. With my best regards and respects, 

Chou Ek-lai. 
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48 (b) 

The Anibani^ador in China {Ilurlcy') to the Vice Chairman of the 
Central Committee of the Chinene Cominxinist Party {Chou) 

Fihrunry 20, iD-JJ 

Th:iuks for joiir kind telograin. 1 was liappy to lirar from ynu. ! did discuss 
with you the coming conferrnre at San Francisco hut 1 iiuulo it ch»ar to you tlmt 
only the National Government of China has bwn invited to participate lu that 
ronferonce. I made no attempt to decide lu»w the National tJovernuient would 
be represented In the conference. 1 had no authority to make a decision on that 
subject, that is the prerogative of the National Government. It is altogether 
l)roper for me to express to you my t^ndid opinion which is tl\:it the Presidi^nt 
an<l Generalissiiuo of the National Government of t^hina, known internutlonnlly 
ns the R<*public of China, will be recogiiiv.oil as iJie representative of Chlim 
at the conference and the Preshlent alone, in iny opinioti will select the staff 
which will accompany him. The. conference at San Francisco is to be a con- 
ference of nations, not of |>oUtical parties within nations. The Communist 
Party of China Is not a nation and, us far as 1 know, no one has recognlzA^d it 
ns a nation. It is one of the political parlies of China. The only difference 
from the ordinary iHilitical party is that it is armed. I am further of the opinion 
that recognition by the conference of any armed political party in China tdher 
than the National Government would destroy the possibility of unilication in 
China. I urge that Mao TV.e-tung, your Chairman, and you. as Vice Clminnan 
and iny friends, consider only the methods by which you can unite with, bo 
Included In and cooperate under the National Government of China. On iny 
return, I hope to be able to see Chairman Mao, you and General Chu and be In 
a position to discuss the situation fully with you. 


49 

Summary of Conversations Between Representatives of the Xational 
Government and of the Chinese Co7nmuniM Party ^ 

1. Basic i)oUcy on peaceful national rwoustructlon.—It was agreed that as 
China’s war of resistance against Japanese aggression has been brought to a 
victorious conclusion, Chinn Ls now on the threshold of a new era of poocoful 
national reconstruction, and that peace, democracy, solidarity and unity should 
form the basis of the nation’s concerted efforts. It was likewise agreed that 
under the leadership of President Cblang, cooperation should be perpetuated and 
resolute measures taken to avert internal strife so that a now Chinn, tndepend* 
ont, free and prosperous, may be built and the Three People’s Principles fully 
Implemented. Both parties further agreed that political democratization, na¬ 
tionalization of troops and the recognition of the equal legal status of political 
parties, as advocated by President Chiang are absolutely essential to achieving 
peaceful national reconstruction. 

* Issued by the Chinese Ministry of Information on October 11, 1045; China Ifandbonk, 
pp. 73S-740. 
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2. On polidcnl democratization.—It was acrecd that the period of political 
tuteinge should be brought to an early conrhislon. that constitutional govern¬ 
ment should be inaugurated and that necessary preliminary measures should 
be immediately adopted, such as the convocation of the National A.ssembly 
(People’s Congress) and a Political Consultation Conference, to which all partle.s 
and nonpartisan leaders will be invited, to exchange views on national alfnirs 
and discuss questions relating to peaceful imtional reconstruction atid the con¬ 
vocation «)f the National Assembly. Doth luirties are now conferring with various 
interested quarters on the membership, organization and function of the proposed 
council. It was agreed that, ns soon ns such consultations are completed, the 
proposed council shall be convened. 

.1. On the National Assembly.—Three proposals were advanced by the Chlne.se 
Communist Party, namely, reelectlon of all delegates to the National Assembly 
already held should be valid, but that the number of delegates may be reasonably 
increased and the increase should be legaltze<l. As regards the May 5 Draft 
Constitution, the Government representatives reminded the Communists that 
the Draft Constitution had already been submitted to tlie public tor study and 
suggestions for its revision were Invited. agreement was reached on those 
points. Hut the Communist representatives made it known that they do not wish 
to permit national unity to be ruptured by the differences. Botli parties agreed 
tliat the points concerned shall lie brought before the proposed Political Consulta¬ 
tion Conference for settlement. 

4. On the iH'ople’s freedoms.—It was agreed that the Government .should guar¬ 
antee the freedoms of person, religion, speech, publication and as.sombly—the 
rights enjoyed by the people in nil democratic nations In normal times. Existing 
laws and decrees .should bo either abolished or revised in accordance with thl.s 
principle. 

n. On the legnllty of political parties.—The Chinese Communists proposed 
tliQt the Government should recognize the equality and the legal status of the 
Kuomlnfang and the Communist Party as well ns that of nil other parties. The 
Government stated that n common attribute of constitutional government is 
that all parlies are equal before the law nnd that this fact will be given immediate 
recognition. 

0. On tlie special service agencies.—Both iwirties agreed that the Government 
should strictly prohibit all ofllces other than law courts nnd police to make ar¬ 
rests, conduct trials nnd impose punishment 

7. On release of political prisoners.—The Chinese Communists proposed that 
all political prisoners with the exception of those guilty of treason should be 
released. The Government representatives stated that the Government Is pre¬ 
pared to do tills of its own accord and that the Chinese Communist Party may 
submit a list of people who they think should be released. 

8. On local self-government—Both sides agreed that local self-government 
should be vigorously promoted. General elections should be conducted from the 
lower level upward. However, the Goremment expressed the hope that this 
would not nflfcct the convocation of the National Assembly. 

9. On the nationalization of troops.—It was proposed by the Chinese Com¬ 
munists that the Government should effect an equitable and rational reorganiza¬ 
tion of the entire Chinese Army; decide on the program and different stages of . 
recognition; rcdcmarcatc the military zones; and Inaugurate a conscription and 
replenishment system with a view to unifying military command. Under this 
program, the Chinese Communists Anally expressed their readiness to reduce 
the troops under their command to 24 divisions or to a minimum of 20 divisions. 
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The Chinese Coinmunisls further stated that they would take prompt action to 
deinohilize their anti-Japanese trciops now deployed in K%YanKtuiij:. C'hokhing» 
southern Klangsu, southern Anhwei* central Anhwei, Hunan, Hupeh ami Honan 
(nut including northern Honan), and that such tr<*ops as are to be reorgnniZ4.Ml 
will be gradually evacuated from the said areas, to be concentrate<l in the liberated 
areas north of the I>unghai Itailway and in northern Kiangsu and norlheni 
Anhwei. The Government representatives stated that the national troops rei»r- 
ganizatioii program is being carried out, aiul the Government is willing to recu- 
ganize the Coiuiuunist*led iiiiti-Japatiese troops into 1*0 divisions. If the other is¬ 
sues coming up in the present Uilks could be satisfactorily settled. Uegarding the 
garrison areas, the Chinese Communists may submit plans fiu* discussion and 
decision. 

The Chinese Communists proposed tliat the ('(unmunist military personnel 
should participate in the work of the National Military Council and the various 
departments under the Council, and that the Governintmt should respect the 
p<*rsoniiel system of the army units and coininlssion the original oJliccrs after 
their units have been reorganized. Discharged officers should be given training 
In different areas, and the Government should a<lopt a reasonable and satis¬ 
factory system of maintenance aii<l political lalncatlon. 

Tlie Government indicated that it was rea<ly to consider the proposals and 
di.scuss details. 

In reply to the Chinese Communists* proposal that all the inllltiamen In the 
liberated areas should bo reorganlzetl into Iwal self-defense corps, the Govern¬ 
ment expressed the view that this matter will have to be determined hi accord¬ 
ance with local conditions and needs. In or<ler to formulate concrete plans 
in regard to all the questions mentioned In this section, It wa.s agreed that a 
subcommittee of three, with one representative each from the Hoard of Military’ 
Operations of the National Militiiry Council, the Ministry of War* and the 
Eighteenth Group Army, he formed. 

10. On local governments in tlie liberated areas.—The Communist representa¬ 
tives proposed that the Government should recognize the popularly elected govern¬ 
ments In the liberated areas. The Government representatives pointed out that 
after the unconditional surrender of Japan the term “liberated area” becomes 
obsolete and the Integrity of the admlnlHtrallve authority of the country should 
be respt*cted. 

The initial formula advanced by the CommunLst representatives was to ro- 
deumreate the provincial and administrative areas according to the conditions 
that now obtain in the 18 liberated areas. And to preserve administrative 
integrity* the Communist Party would submit tp the Government a list of 
(officials of the popularly^elected governments for reappointment. 

The Government replied tlmt the redemarcatlon of provincial boundaries 
would Involve changes of unusual magnitude, and the question should be very 
carefully and thoroughly considered and could not be resolved In a short time. 
At the same time the Government representatives reiterated what President 
Chlang bad stated to Mr, Mao Tse-tung, that after the unlflcation of the military 
command and administrative authority^ the National Government would take Into 
consideration adininUtrativo personnel nominated by the Communist Party. 
The Government would consider retaining the services of tliose functionaries 
who have Borved in the recovered areas during the wor on the basis of their 
ability and record without regard to party affiliations. 

Upon this, a second formula was proposed by the Communist representatives, 
asking the National Government to appoint nominees of the Communist Party 
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ns chniruinii an<l members of the provincial governments of the Shensi-Kansu- 
Niugsia Itorder Uegioii, Jehol. Chahar. Hopei, Simntung and Shansi. They 
furtiicr asked tliat Coininiinist nominees be appointed deputy chairman nnd 
niemliers of the provincial goveriiinents of Suiyuan, Honan, Kiangsu, Anhwei, 
Uiipeli. and Kwaiigtung, and deputy mayors of the special immiclpalities of 
i’eii*ing. Tientsin, Tsingtao nnd Sliaiighni. Tlie Cuiiiinunist representatives 
also re«piested participation in the administration of tlie Northeastern I’rovinces. 

.\fter lengthy discussions on this topic, the Communist representatives modi- 
lied tlieir proposals liy refpiesting tlie appointment of tlielr nominees as chair¬ 
man and iiieiuhers of the provincial governments of the Shensi-Kansu-Nlngsla 
Border Region. Jeliol. Chalmr. Hopei and Shantung, ns deputy chairman nnd 
members of tlie provinelnl governments of Slmiisi and Suiyuan, nnd as deputy 
mayors of the special muiiicipalitios of Peiping, Tientsin and Tsingtao. 

The Government representatives replied tlmt tlie Communist Party might 
nominate those members of the Coiuraunlst Party, who |)ossess ailmlnlstratlve 
aliility and Imve rendercil cominendable service during the war, to the Ooverii- 
nient for appointment. But if the Communist Party should insist upon nomi¬ 
nating clmirmen or deputy cliairmcn or members of the provincial government 
for specific provinces, this would not be sincerely endenvoring to achieve mili¬ 
tary and administrative integrity. 

nie Communist representatives tlien said they would withdraw their second 
suggestion and propose a third formula. They suggested that general elections 
he lield in tlie llherated arcus under the existing popularly elected govern¬ 
ment. Under the supervision of the Political Consultation Council tlie Com¬ 
munist Party would wclcoino members of nil other political parties as well 
as memh(*rs of various professions to return to their native places to partici¬ 
pate In the elections. A popular election is to be held in any hslcn In which 
the public ufilcer.s of more than onc-bnlf of its dm or bslang imve been elected 
liy imjiular vote. Likewise, a popular election is to bo held in any province or 
ndniinistrativc area In widch public functionaries of more than one-half of its 
hslen liave been elected by popular vote. In tlie interest of administrative in¬ 
tegrity, the names of all the provincial, lisien or chu ofllclals thus elected sliould 
be submitted to tlie National Government fur appointment 

The Qovcrniiient representatives replied that this formula Is not acceptable 
ns Slid) a process is not conducive to real administrative integrity. But the 
Govoriinieiit iiiiglit consider the appointment of popularly elected hsicn ofDdals. 
Popular election of provincial government functlonories could only be held after 
the status of the province has been definitely defined following the promulgation 
of the constitution. For the time being, only those provincial government ofllclals 
who have hoen aiipointed by* the National Government should proceed to take 
up their posts, so that conditions in the recovered arebs may bo restored to 
normalcy at the earliest possible moment 

At tills point, a fourtli formula was proimscd by tlie Communist represento- 
tivc: that all liberated areas temporarily retain their status quo until tlie coosti- 
tuUonal provision for the popular election of provincial government officials has 
been adopted and put Into effect For the time being an interim arrangement 
is to be worked out in order to guarantee the restoration of peace and order. 

Finally, the Communist representatives suggested that this particular problem 
be subiulttod to the Political Consultation Conference for discussion and settle¬ 
ment The Government desirous of the early establishment of administrative 
Integrity so that peaceful reconstruction might not be delaj’ed, hoped that an 
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agreement cotiUl soon be worked out on this matter. Tlie Communist ropretscnta- 
tires concurred. Discussions will continue. 

11. On traitors and puppet troops.—The Communist representatives proiK>sed 
tliat traitors be severely punished and puppet troops he dlshaiuUNl. The Govern¬ 
ment representatives’ reply was: in principle there is no question. Hut traitors 
shotild be dealt with according to due proce.^^s of law and the disbandment of 
pupi)et troops .should be carried out in such a manner that peace and order in the 
areas concerned would not be disturbed. 

12. On accepting the surrender of Japanese army.—The Communist represoDta- 
fives askeil that the Communist troops he allowed to participate in the task of 
accepting the surrender of Japanese troops and that the areas of surrender should 
bo redefined. The Government representatives answere<l that the participation 
of the Communist Parly in accepting the surrender of Japanese troops could be 
consideri'd after the troops of the Communist Party accepted the orders of the 
National Government, 

50 

The Amhassador to China {Hurley') to President 7'rximan * 

[WAsniNGTON,] .Vofcwiftrr 26. 19\5 

My okau Mu. 1*besidi:nt: I horfby resign as Ambassador to Chinn. 

In tomlering my resignation I wish yon to know that 1 am in agreement with 
tlie foreign policy outiinod by you In your recent Navy Day address. 

I am gniteful to both you and the Secretary of State for the support you have 
given me and for your kind olTcr in requesting me to letuni to CliSnn ns 
Ambassador. 

In one capacity or another I have been on the perimeter of America's influetice 
since tlie beginning of tlie war. During the war I have served in Java, Australia, 
New Zealand, and generally In the southwest I’aclfic, in Eg>i)l. Palestine, The 
I^ebanon, Syria, Trans-Jordan, Iraq, Saudi Arabia, Iran, Itussln, Afglianlstan, 
India, Ceylon, Burma and China. Of all of the assigimients China was the most 
intricate and tlie most dlflleult. It Is a source of gratification to mo that in nil 
my missions I had the support of President Iloosevelt, Secretary Hull, Secretary 
Stettinlus, yourself, Mr. President, and Secretary Byrnes. 

In the higher eclieloii of our policy-making officials American ohJ*‘ctlves were 
nearly always clearly defined. The astonishing feature of our foreign policy Is 
the wide discrepancy between our announced policies and our conduct of Inter¬ 
national relations. For instance, we began the war with the principles of Uie 
Atlantic Charter and democracy ns our goal. Our associates in the war at that 
time gave eloquent Up service to the principles of democracy. We finished tl)e 
war In the Far East furnishing lend-lonse supplies atid using nil our reputation 
to undermine democracy and bolster imperialism and Cominunisni. Inasmuch 
as I am In agreement with you and the Secretary of State on our foreign policy 
I think I owe It to you as well ns to the country to point out the reasons for the 
failure of the American foreign policy in reaching the objectives for which we 
said we were fighting the war. I will confine my remarks In this letter to Asia, 
oltbougb I wish to as.sure you that I will be at your service in discussing frankly 
other phases of our intemotionnl relations. 

* TraDflmltted through the Secretary of State. 
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I was nssi(;ne<l to China at a time when statesmen were openly predicting the 
collapse of the National Government of the Republic of China and the disintegra¬ 
tion of the Chinese Army. I was directe<l by President Roosevelt to prevent the 
collapse of tiie Government and to keep the Chinese Army in the war. From 
both a strategical and diplomatic TiewiM)iiit the foregoing constituted our chief 
objective. The ne.\t in importance was the directive to harmonize the relations 
between the Chinese and American luilltary estnhilshments and between tjie 
Ameriean Eml>assy in Chungking and the Chinese Government. It will readily 
appear that tiie former objective could not be nccompllsbed without the uecom- 
plishment of tlie swondary objective as a condition precedent. Both of these 
objectives were accomiilished.. While tltese objectives had the supjwrt of the 
President and the Secretary of State it Is no secret tliut the American policy in 
China <li<i not liave tlie support of all the career men In the State Department. 
The professional foreign service men sided with the CIHtiese Cominmd.st armed 
party and tlie imperialist hloc of nations whose policy it was to ket>p Cliina divided 
against herself. Our professional diplomats continuously advised the Communists 
tliat iny efforts in preventing tlio collapse of the National Government did not 
repre.sent tlie policy of tlie United State.s. These same professionals openly 
advised the (Toininunist armed party to docllno unification of the Chinese Com¬ 
munist Army witli tlie National Army unless the Chinese Couiinunista were given 
control. 

Despite tliese handicaps we did make progress toward unification of the armed 
forces of Chinn. Wo did prevent civil war between the rival factions, at least 
until after I had left China. We did bring the leaders of the rival parties 
together for p*‘aceful discussions. Throughout this period the chief opposition 
to the accomplishment of our mission came from tlie American career diplomats 
111 the Kinbassy at Cliungklng ami in the Chinese and Far Eastern Divisions 
of the State Department. 

I requested the relief of the cnrciT men who wore opposing the American 
policy In tlie Chinese Theater of war. Tliese professional diplomats were 
returned to Wiishington and placed In the Chinese and Far Eastern Divisions of 
the State Department ns my supervisors. Some of these same career men whom 
1 relieved have been assigned ns advisors to the Supreme Cominnnder in Asia. 
In such positions most of them have continued to side with the Communist armed 
party and at times with the imiierlnlist bloc against American policy. This, Mr. 
President, Is an outline of one of the reasons why American foreign policy an- 
nounce<l by the hlghe.st •authority Is rendered InelTectlvo by another section of 
diplomatic olllclals. 

The weakness of American foreign iwlicy has backed us Into two world wars. 
We hud no part In shaping the conditions that brought about tliese two wars. 
There Is a third world war In the making. In dlplomncy today we nre permitting 
ourselves to be sucked Into a power bloc on the side of colonial Imperialism against 
Communist linpcrlallsm. I nm opposed to both. I still favor democracy and 
free enterprise. 

Our announced policy In the first world war was to make the world safe for 
democracy. That slogan was elaborated for the second world war by a definite 
statement of principles In Uic Atlantic Charter and the Iran Declaration. We 
won both wars but In both Instances we failed to establish the principles for 
which we alleged we were fighting. America's foreign policy olficlnls have always 
been divided against themselves. Consequently, we have always been n prey to 
the nations that give Up service to our Ideals and principles In order to obtain 
our material support. The war that is now In the making Is not even Intended to 
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d(*fend or e5?tabUsh democratic idenls. Instead of putting our \vcij;ht behind the 
Charter of the United Nations we have been dclinitoly supporting the imperial¬ 
istic bloc. At the same time a consicJerable section of our State Deparimeut is 
endeavoring to support CommuniJ^m generally as well as si>eciflcally in ('hlna. 

TJie Hydra-headed direction and confusion ot our foreign policy in Washing¬ 
ton during the late war is chargeable to the weakness of our Foreign Service. 
If our Foreign Service bad been capable of understanding and sympathetic efTec- 
tuation of our announced war aims It would not have failed coini)letely to 
couple our logistical strength with our foreign policy to obtain connnitments to 
the principles for which we clnlnuMl to be hgliting from the nations to which we 
gave the strength of our productivity nml manpower. 

I am purposely omitting from this short paper a discussion of my negotiations 
witli Britain and Itussia for the recognition of the territorial integrity and Inde¬ 
pendent sovereignty of Chinn and the procurement from both of these nations 
of an agrwment to support the aspirations of the Chinese people to establish for 
themselves a free, unite<l, democratic government. These negotiations as you 
know were successful and so far as Itussia is concerned was solemniz**d in a 
treaty and exchange of letters. 

A democracy must live on Its Intelligence and its Integrity and Its courage. 
The people of a democracy should bo given all the facts to enable (hem to form 
corrwt opinions. The dlscrepancj' betwtHm Aineri<*an foreign policy as announced 
in tlie Atlantic Charter and the Iran Declaration and In your li'ceiit Navy Day 
address and as carried into effect may be attributed in large measure to the 
secrecy which has shrouded the actions of the State Department. All too fre¬ 
quently infonuatlon tNUiccrning the conduct of our foreign relations “leaks’* out 
to the public in distorted, garbled* or partial form. The result is that the AnuTl- 
can people have too little basic iiifonnation to Judge the extent to which tholr 
State Department correctly interprets and udministers the foreign policies of the 
nation. 

During the war we lind to maintain secrecy to prevent giving aid to the enemy. 
I grant that sometime.s during the war we had to l>e expedient. Now wc should 
endeavor to be right. I raise this l^ue bc?cnuse I am firmly convinced that at this 
particular juncture In our history an Informed public opinion would do much to 
give Intenigent direction and impletnentntion to our International objectives. 

With special reference to China and the other nations where I have served 
Id the last four years* the blessings of factual publicity would be manifold. 
Now that the war Is over 1 am willing that all my reports be made public* 
together with the reports made by those oftlclals in the foreign serrlco who have 
difTcred with the promulgated American policy* 

Our true position In China is misunderstood abroad because of this confusion 
of policy within our own Government* This situation suggests the need for a 
complete reorganization of our policy-making mactvlnory beginning at the 
lower ofllcial levels. No international policy can succeed without loyaf and 
intelligent Implementation. Because of the confusion in our own international 
policy* make no mistake, Mr. President* America has been excluded economically 
from every part of the world controlled by colonial imperialism nnd Communist 
imperialism. America's economic strength has been used all over the world 
to defeat American policies and interests. This Is chargeable to a weak American 
Foreign Service. 

I wish to absolve from this general Indictment some of our career men. 
Some of them are very admirable and well-equipped public Bcn*ants who have 
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fouslif in the Stnto Doi.nrtin.-nt ami in other coiintries against ovenvhelmlng 
odds to ndvjince American ideals and interests. 

America’s econiunic and (litdoumtic policies should bo coordinated. Aiuorica s 
slrcTJ^th should not hv alliod wirb any predatory Ideology. 

America sluoild support the ntnetulnient or revision of the San Francisco 
I’nited Nations Charter to inahe it democratic. Our strength should he used to 
u|)hold the dc'Clsions of the United Nations rather than to support conflicting 
ideologies or war-making power blocs. 

Respectfully, 


Patcick J. Hi'RLt:T 
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I'reaty of Friendahi'p and Alliance Between the Rcpxihlic of China 

and the lJ.S.SJi..^Auguiit 14y lO^o ^ 


The President of the National Government of the Rcpuhlic of Chinn, and the 
Presidium of the Supreme Soviet of the U.S.S.U., 

Desirous of strentrtluMung the friendly relations that have always existed 
between China and the U.S.S.IC, throujrh an alliance and good neighborly post¬ 
war eol Inborn lion. 

Determined to assist each other in the struggle against aggression on tbe part 
of enemies of tbe United Nations in this world war, and to collaborate In the 
coniinou war against Japan until her unconditional surrender. 

Expressing their unswerving aspiration to cooi>eratc in the cause of iiiainCain- 
ing peace and security for the benefit of the iK^nples of both countries and of 
all the peace-loving nations. 

Acting upon the principles enunciated in the Joint dcclurutiou of the United 
Nations of January 1, 1042, In the four |>owor Declaration sigiuMl in Moscow on 
October 30, 1043, and In the Charter of the International Organization of the 
United Nations. 

Hare decided to conclude the present Treaty to this ofTect and appointed as 
their plenipotentiaries: 

Tbe President of the National Government of the Itopublic of Chinn: 

Ills Excellency Dr. Wang Shili-cliich, Minister for Foreign AfTalrs of the Re* 
public of China, 

Tbe Presidium of the Supreme Soviet of the U.SlS.R.; 

His Excellency Mr. V. M. Molotov, the People's Commissar of Foreign ASCalrs 
of the U.S.S.R., 

Who, after exchanging their Full Powers, found in good and due form, have 
agreed as follows: 

ARTict.e I 

The High Contracting Parties undertake in association with the other United 
Nations to wage war against Japan until final victory is w*on. The High Con* 
tructiog Parties undertake mutually to render to one another all necessary mili¬ 
tary and other assistance and support in this war. 

Abticlk II 

The High Contracting Parties undertake not to enter into separate negotiations 
with Japan and not to conclude, without mutual consent, any armistice or peoce 


* Department of Slate Dulletin, Feb. 10,1010, |>. 2l)l. 
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treaty eithiT with tlio present Japanese Government or with any other government 
or aiitiiority set tip In Japan whicli do not renounce all aggressive intentions. 

ARTICI-E III 

The Higli Contracting Parties uiulerlnke after the termination of the war 
iigaln.st Japan to lake jointly all measures in their power to render impossible 
a repetition of aggression and violation of the i>eace by Japan. 

In the event of one of the High Contracting I’artles bt'comlng Involved in 
hostilities with Japan in consequence of an attack by the latter against the said 
Coiilraeliiig Party, the other High Contracting Party shall at once give to the 
Coiitraetiiig Party so Involved in hostilities all the military and other supi>ort 
and assistance with the means in its power. 

This article shall remain in force until such time as the organization “The 
United Nations" may on request of the two High Contracting Parties he charged 
with the responsihility for preventing further aggression hy Japan. 

Article IV 

Kaeh High Contracting Party undertakes not to conclude any alliance and 
not to take any part in any coalition directed against the other High Contracting 
Parly. 

Articix V 

The High Contracting Parties, having regard to the interests of the security and 
economic development of each of them, agree to work together in close and friendly 
coHahoratlon nfter the coming of peace and to act according to the principles of 
iiiulual respect for their sovereignty and territorial integrity and of non-inter¬ 
ference in the Internal affairs of the other contracting party. 

Article VI 

The High Contracting Parties agree to render each other every possible economic 
assistance In tlie post-war period with n view to facilitating and accelerating 
reconstruction in both countries and to contributing to the cause of world 
prosperity. 

Article VH 

Noililiig In tills treaty shall be so constnicd ns may affect the rights or obliga¬ 
tions of the High Contracting Parties as members of tbe organization “The United 
Nations". 

Article VIII 

The present Treaty shall be rntifled In the aliortest possible time. The ex¬ 
change of the instruments of rntlflcntlon shall take place as soon ns possible in 
Chungking. 

The Treaty comes Into force immediately upon Its ratification and shall remain 
In force for a term of thirty years. 

If neither of Uie High Contracting Parties has given notice, a year before the 
expiration of the term, of Its desire to terminate the Treaty, It shall remain 
valid for an unlimited time, each of the High Contracting Parties being able to 
terminate Its operation by giving notice to that effect one year In advance. 

In faith whereof the Plenipotentiaries have signed the present Treaty and 
afllxed their seals to It. 
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Done in Moscow, the Fourteenth August, 1943, corresponding to tJie Fourteenth 
day of tlie Eighth month of the Thirty-fourth year of the Chinese Rejiublic, in two 
copies, each one in the Russian and Ctuiiese Janguuges, both tests being <H|uaUy 
authoritative, 

THE PLENTPOTENTIARY OF THE THE rLENIPOTENTIAltY OF THE PRKSI- 
SUPUBMB SOVIET OF THE DENT OF THE NATIONAL OOVEKNMENT 

U.S.S.R. OF THE REPUBLIC OF CHINA. 



Exchange of Notes Relating to the Treaty of Friendship and * 

Alliance ^ 


The PeopIe^H Commissar j or Foreign Aif airs {Molotov') to the Chinese 

Minister for Foreign A ffairs ( ^Vang) 


August i.ojj 

Your KxCErr^tXNCV, With reference to the Treaty of Friendship and Alliance 
signed today btdween the Republic of China and the U.S.S.R., 1 have the honor 
to put on record tlie understanding betwe^ui the High (\mtracting Parties ns 
follows: 

1. In accordance with the spirit of the nforeuientloned Treaty, and in order 
to put into effeet its aims and purposes, the Government of the V. S. S. U. atrriH's 

- to render to China moral support and aid in military supplies ninl other material 
resources, such support and aid to be entirely given to the National Government 
as the central government of China. 

2. In the course of conversations regarding Dairen and Port Arthur and re* 
garding the joint operation of the Chinese Chnng<hun Railway, the Govern¬ 
ment of the U.S.S.R. regarded the Three Eastern Provinces ns part of China uml 
reufllrmcd its respect for China’s full sovereignly over the Thrive Eastern Prov- 
Inces and recognize their territorial and administrative integrity, 

•L As for the recent developments In Sinkiang the Soviet Oovcriiment conilrins 
that, ns stated In Article V of the Treaty of Friendship and Alliance, It has no 
Intention of interfering in the internal affairs of China. 

If Your Excellency will be so good as to conflrtn that the understanding is 
correct us set forth in the preceding paragraphs, the present note and Your 
Excellency’s reply thereto will constitute n part of the aforementioned Treaty 
of Friendship and Alliance. 

I take [etc.] V. M. Mor^oxov 

The Chinese Minister for Foreign Affairs (Wang) to the Peoples's 

Commissar for Foreign Affairs {Molotov) 

August i4i 

Your Exceixency : I have the honour to ucknowlodge receipt of Your Excel¬ 
lency's Note of today's date rending as follows: 

“With reference to the Treaty of Friendship and Alliance signed today between 
the Republic of China and the U. S. S, R., I have the honour to put on record the 
understanding between the High Contracting Parties as follows: 


3 Ibid., p, 204. 
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“1. In actonliince with the spirit of the nforementloned Treaty, and in order 
to put into effect its aims and jjurposcs, the Government of the U.S.S.R., agrees 
to render to China moral support and aid lu military supplies and other material 
resources, such support and aid to be entirely given to the National Government 
as the central Governineut of China. 

“2. In the course of conver«Uions regarding Dairen and Port Artliur and re¬ 
garding the joint operation of the Chinese Changchun Railway, the Government 
of the U.S.S.R. regarded the Three Eastern Provinces as part of Chinn and re- 
aflirmed its respect for China’s full sovereignty over the Three Eastern Provinces 
and recognize their territorial and administrative Integrity. 

“3. As for the recent developments in Sinkiang the Soviet Govormnent con¬ 
firms that, ns stated In Article V of the Treaty of Friend.shlp and Alliance, It 
has no Intention of interfering in the internal affairs of China. 

“If Your Excellency will be so good ns to confirm that the understanding is 
correct as sot forth In the preceding paragraphs, the present note and Your Ex¬ 
cellency’s reply thereto will constitute a part of the aforementioned Treaty of 
Friendship and Alliance.” 

I have the honour to confirm that the understanding Is correct as set forth 
above. 

I avail [etc.] Wanq Snio-cnir.n 

53 

Exchange of Notes on Outer Mongolia® 

The Chinese Minister for Foreign Alfairs (Wang) to the Peopled 

Commissar for Foreign Affairs (Molotov) 

August 14 ,1045 

Tour Excellency; In view of the desire repeatedly expressed by the people of 
Outer Mongolia for their Indepcndcuce, the Chinese Government declares that 
after the defeat of Japan should a plebiscite of the Outer Mongolian people con¬ 
firm this desire, the Chinese Government >vill recognize the independence of 
Outer Mongolia with the existing boundary as its boundary. 

The above declaration will become binding upon the ratification of the Treaty 
of Friendship and Alliance between the Rcpvjbllc of Chinn and the U.S.S.R. 
signed on August 14,1045. 

I avail [etc.] Snin-cnien 

The People's Commissar for Foreign Affairs (Molotov) to the Chinese 

Minister for Foreign Affairs (Wang) 


August 14, 104s 

Youn Excellency: I have the honour to acknowledge receipt of Your Excel¬ 
lency’s Note reading as follows: 

"In view of the desire ropeateilly expressed by the people of Outer Mongolia 
for their Independence, the Chinese Oovemment declares that after the defeat of 
Japan should a plebiscite of the Outer Mongolian people confirm this desire, the 
Chinese Government will recognize the Independence of Outer Mongolia with the 
existing boundary as Its boundary. 


•md., p. 204. 
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"The above declaratiou will become biuduig upon the ratiflcatlou of the Treaty 
of Friendship and Alliance between the Itepublic of China and the U.S.S.R. signed 
on August 14, 1045.” 

The Soviet Government bus duly taken note of the above communication of the 
Government of the Chinese Republic and hereby expresses its satisfaction there¬ 
with, and it further states that the Soviet Government will respect the i>olitic 4 il 
Independence and territorial integrity of the Teople's Republic of Mongolia (Outer 
Mongolia). 

1 avail [etc.] V. M. Molotov 

54 

Agreement Concerning Dairen * 

In view of a Treaty of Friendship and Alliance iiuviug been concluded be¬ 
tween the Republic of China and the U.S.S.R. and of the pledge by the latter 
that it will respect Chinese sovereignty in the control of all of Manchuria as 
an Integral part of China; and with the object of ensuring that the U.S.S.R.'s 
interest in Dairen as a port of entry and c.vit for its goods shall be safeguarded, 
the Republic of Chino agrees : 

1. To declare Dairen a free port oim-'Ii to the commerce ami shipping of 
all nations. 

2. The Chinese Government agrees to apixirtion in the mentioned port for 
lease to U. S. S. R. wharfs and warehouses on the bnsi.s of separate agreement. 

3. The Adiainlstrution in Dairen shall belong to China. 

The harbor-master and deputy harbor-master will be ap|j«»inted by the Chinese 
Kastern Railway and South Manchurian Railway In agreement with the Mayor. 
The harbor-master shall be a Russian national, and the deputy liarhur-inaster 
shall be u Chinese national. 

4. In iK‘ace time Dairen is not inchided in tlie s|)here of eflicucy of the naval 
base regulations, determined by the Agreement on Fort Arthur of August 14, 
1045, and shall be subject to the military supervision or control established 
In this /one 011 I 3 ’ in case of war against Japan. 

5. Goods entering the free port from abroad for through transit to Soviet 
territory on the Chinese Ea.sierii ami South Manchurian Railways and goods 
coining from Soviet territory on the said railways Into the frt'o port for export 
shall be free from customs duties. Such goods shall be transported In scnietl 
cars. 

Goods entering Cldna from the free port shall pay the Chinese import duties, 
and goods going out of other parts of Cliina Into the free port shall pay the 
Chinese export duties ns long ns they continue to be collected. 

0. Tlie term of this Agreement shall be tiilrty years and this Agreement shall 
come into force upon its ratification. 


55 

Protocol to the Agreement on Dairen ® 

1. At the request of the U.S.S.R, the Clilnese Government lenses to the U.S.S.R. 
free of charge one half of all port Installations and equipment. The term of 
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h’nsi' sliall bp tliirty years. The reinniiiing half of port Installations and eqnlp- 

nient .shall be reserved for the use of China. 

The expansion or re-<HjuipmeiU of tlie port shall be made by agreement be- 

twec-n China and U.S.S.It. 

2. It is agreed tliat the .section.s of the Chinese Chang* hun Railway running 
from Dairen to Mukden timt lie witiiln the region of the Port Artiiur naval base, 
sliall not be sul»jeet to any military .suiMJrvision or control established in tills 
logion. 

56 

Agreement on Port Arthur* 

In conformity with and for tlie iinplenientation of the Treaty of Friendship 
and Alliance betwtn'n the Republic of China and the U.S.S.R., tlie Hlgli Con¬ 
tracting Parties have agreed ns follows: 

Article I 

With a view to strengthening tlie security of China and the U.S.S.R. against 
furllier nggre.sslon by Japan, the (lovernnicnt of the Republic of Chinn agrees to 
the Joint use by the two countrIe.s of Port Arthur ns a naval ba.se. 

ARTIC1.E II 

The precise boundary of the area provide*! in Article I Is described In the Annex 
an*l shown in tlie map (Annex 1).^ 

Article III 

The Illgli Contracting Parties agree tliat Port Arthur, ns an exelusive naval 
base, will be u.sc*l only by Chinese and Soviet military and commercial vessels. 

There sliall be established a Slno-Sovlet Military Commis-slon to handle the 
mnlters of joint use of the above-mentioned naval base. The Commission shall 
consist of two Chinese and three Soviet representatives. The Chairman of the 
Coinmls.sloii shall bo appointed by the Soviet side and the Vice Chairman shall 
be appointed by the Chinese side. 

Article IV 

The Chinese Government entrusts to the Soviet Government the defence of the 
naval base. The Soviet Government may erect at Its own expense such Installa¬ 
tions ns are necessary for the defence of tlie naval base. 

Article V 

Tlie Civil Administration of Uie whole area will be Chinese. The leading posts 
of tho Civil Administration will be appointed by tlie Chinese Government taking 

Into account Soviet interests In tlie area. 

Tho leading posts of the civil administration In the city of Port Arthur are 
appointed and dismissed by the Chinese Government In agreement with the Soviet 
military command. 

The proposals which the Soviet military commander In that area may address 
to the Chinese civil administration In order to safeguard security and defence will 
be fulfilled by Uie said administration. In cases of disagreement, such cases shall 


•/Wd.. p. 205. 

* Map uot reproduced. See pp. 202-2D8. 
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1)0 submitted to tho SI no-Soviet mllitarj’ comiulssion for consideration ami 
decision. 

Aktici.e VI 

The Government of U.S.S.R. liave tlio ripht to maintain In rejrion mentioned in 
Article II, their army, navy and air f^irce and to ileternilne their location, 

Abticif. VII 

The Government of tlie U.S.S.U. also iindortakvs l<i estaldlsh and kwp up Uk'ht- 
houses and other insUilIntions and si^iis necessary fur the security i*t navigation 
of the area. 


ARTICI.E VIII 

After the termination of this agreeiiumt all the installations and puhlic prop¬ 
erty installe<l or constriicttMl hy tho U.S.S.R. in the area shall revert without 
compensation to the Chinese Government. 

Abticlk IX 

Thepre.serit agreement is concluded for thirty years. It comes into force on the 
day of its ratification. 

In faith whereof the plenipotentiaries of the High Contracting Parties have 
signed tlie present agreement and afJlxed thereto their siNils. Tlie present agree¬ 
ment is made in two copies, ouch in the Rnssiaii anti Ciune.se language, both 
texts being nuUioritntive. 

Done In Moscow, August 14, 1945. corresponding to the 14th day of tho 8th 
month of tho 34th year of the Chinese Ropui>nc. 

TUB rLKNIPOTENTIARY OF THE THE PLENIPOTENTI.VUY OF THE PH ESI- 

PRESIDIUM OF THE SUPREME DENT OF THE NATION.VL GOVERNMENT 

SOVIET OF THE U.S.S.R. OF THE KEI'UULIC OF CHINA. 

57 

Appendix to Agreement on Port Arf/mP^ Signed hi Moftcoio on 

A ugujit 10^0 ® 

Tho territory of the area of the naval base provided for by paragraph II of 
the Agreement on Port Arthur Is situated south of the lino which begins on the 
west coast of Liaotung Peninsula—south of Hoiisnntnuwan—and follows a general 
easterly direction across Sblhe Station and the point of Tsoukinchutso to the 
east coast of the same peninsula, excluding the town of Dalny (Dairen). 

All tho islands situated in the waters adjoining the west side of tlie area on 
Liaotung Peninsula established by the Agreement, and south of the line passing 
through the points 80^00' North latitude, 120^40' East longitude; 39*20* North 
latitude, 121*31' East longitude, und beyond in a general northeasterly direction 
along tho axis of the fairway leading to port Pulunlien to the initial iKint on 
< land, are Included In the area of the naval base. 

All the islands situated within the waters adjoining the eastern part of the 
area on Liaotung Peninsula and south of the line passing from tlie tenuinal 
point on land In an easterly direction towards the point 30*20' North latitude, 
123*08' East longitude, und further southeast through the point 30*00' North 


•Ihid., p. 200. 
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latltiule, 123*10' East longltuOc, are included i» the area. (Sec attached map, 
scale 1:500.000.)* 

The boimdary line of the district will be demarcated on the spot by a mixed 
Soviet-Chinese Coininis.sioii. The Commission shall establish tlie boundary 
posts and, when nee*! arises, buoys on the water, compile a detailed description 
of this line, enter it on a topographical map drawn to the scale of 1: 25,000 and the 
water boundary «>n a naval map drawn to the scale of 1: 300,000. 

The time when the Commission shall start its work is subject to special agree- 
inont between the parties. 

Descriptions of the boundary line of the area and the maps of this line compiled 
by the above Commission are stjbject to approval by both Governments. 

W. S. V. M. 


58 

Agreement Regarding Relations between the Chinese Administration 
and the Commander-in-Chief of the Soviet Forces After the Enti'y 
of Soviet Troops Into the ^^Thrce Eastern Provinces''' of China 
During the Present Joint Military Operations Against Japan'^° 

The President of the National Government of Chinn and the Presidium of the 
Supreme Council of the Union of Soviet Socialist Republics, desirous that rela¬ 
tions between the Chinese Administration and the Commander-In-Chief of the 
Soviet forces after the entry of Soviet troops into the “Three Eastern Provinces 
of China during the present joint military operations against Japan should be 
governed by the spirit of friendship and nlllance existing between the two coun¬ 
tries, hnve agreed on the following: 

1. After the Soviet troops enter the “Three Eastern Provinces” of Chinn as 
n result of military operations, the supreme authority and responsibility in all 
matters relating to the prosecution of the war will be vested. In the zone of 
operations for the time required for the operations, in the Commander-in-Cblef 
of the Soviet forces. 

2. A Chinese National Government representative and staff will be appointed 
for the recovered territory, whose duties will be: 

(a) To establish and direct, in accordance with the laws of Chinn, an admin¬ 
istration for the territory cleared of the enemy. 

(b) To establish the cooperation between the Chinese armed forces, both 
regular and irregijlar, and the Soviet forces in recovered territory. 

(c) To ensure the active cooperation of the Chinese administration with 
the Commandcr-In-Chicf of the Soviet forces and, speclflcally to give the local 
authorities directions to this effect, being guided by the requirements and 
wishes of the Commander-in-Chief of the Soviet forces. 

3. To ensure contact between the Commander-In-Chief of the Soviet forces and 
the Chinese National Government representative a Chinese military mission 
will be appointed to the Commandcr-ln-Cbtef of the Soviet forces. 

4. In the zones under the supreme authority of the Conunander-In-Chlef of the 
Soviet forces, the Chinese National Government administration for the recovered 


• Mop not rcproducCTl. Sec iWd., pp. 202-203. 
»7Wd.. p. 200. 
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territory will maintain contact with the Commandor-in-Cluef of the Soviet 
forces throiigii the Chinese National Government rei>resentaiive. 

5. As soon as any part of the liberated territory ceases to be a zone of inline- 
diutc luiiltary oiieratious, the Chinese Nalional Govonimem will assume full 
authority in the direction of public affairs and will rciuUT the Ccmaiiander-in-Cliief 
of the Soviet forces every assistance and supi^rt through its civil and military 
bodies, 

G. All persons belonging to the Soviet forces on Chinese territory will be under 
the jurisdiction of the Coinmander-iu-Cbiof of the Soviet forces. All Chinese, 
whether civilian or militxiry, will be under Chinese Jurisdiction. This jurisdiction 
will also extend to the civilian population on Chinese territory oven in the case of 
offenses against the Soviet armed forces, with lUe exception of uffeusos com¬ 
mitted in the zone of military operations under the jurisdiction of the Com- 
mundGr-in-Cbief of the Soviet forces, such cases coming under the jurisdiction of 
the Commauder-iD-Chief of the Soviet forces. In disputable cases the question 
will be settled by mutual agreement between the Chine.^^e Nalional Government 
representative and the Commander-iu-Cblef of the Soviet forces. 

7. With regard to currency matters after the entry of Soviet troops into the 
“Three Eastcru Provinces” of China, a separate agreement shall be reached. 

8. The present Agreement comes into force Immediately upon the ratification 
of the Treaty of Friendship and Alliance between China and the U. S. S. It. signed 
ihis day. The Agreement has been done in two copies, each in the Chinese and 
Itussian languages. Both texts are equally valid. 

Date ___ 

ON TUB AUTHOKIZATION OF THE ON THE AUTHOItlZATION OP THE GOV- 

NATIONAL GOVERNMENT OF THE KIINMENT OF THE UNION OK SOVIET 

IlErUllLIC OF CHINA. SOCIALIST REPUBLICS. 


59 

Agreement Between the Republic of China and the V.S.S.R. 
Concerning the Chinese Changchun Railway ” 

The President of the Republic of China and the Presidium of the Supreme 
Council of the U.8.S.R., desiring to strengthen the friendly relations and economic 
bonds between the two countries on the basis of the full observation of the rights 
and interests of each otlier, have ngrcK^d ns follows: 

Abticle 1 

After the Japanese armed forces are driven out of Uic Three Eastern Provinces 
of China the main trunk line of the Chinese Eastern Railw'ny and the South 
Manchurian lUiUway from Manchull to Suifeiiho and from Harbin to Dairen and 
Port Arthur united into one railway under the name “Chinese Clmngichun Rail¬ 
way’* shall be In Joint ownership of the U.S.S.R. and the Republic of China and 
Shull be operated by them Jointly. 

There shall bo Joint ownership and operation only of those lands acquired and 
railway auxiliary lines built by the Chinese Eastern Railway during the time 
of Russian and Joint Slno-Sovlct administration and by the South Manchurian 
Railway during the time of Russian administration and which arc designed for 
direct needs of these railways as well as the subsidiary enterprises built during 


JDW., p. 207. 




594 


U. S. RELATIONS WITH CHINA 


tlie snid periods and directly serving these railways. All the other railway 
branches, subsidiary enterprises and lauds shall be in the complete ownership 
of the Chinese Government. 

Tlie joint oi>eration of the aforementioned railway shall be undertaken by a 
single innnagenient under Chinese sovereignty and as a purely commercial trans¬ 
portation enterprise. 

Article II 

The High Contracting partle.s agree that their Joint ownership of Uie railway 
sliall be in efjual .shares and shall not be alienable in whole or in part. 

Article III 

The High Contracting parties agree that for the joint operation of the said 
railway tlie Sino-Sovlet Company of the Chinese Changchun Railway shall be 
formed. The Company shall have a Hoard of Directors to be comiKised of ton 
iiiemher.s of wljom five shall l)e appointed by tlie Cliinese Government and five by 
tlie Soviet Government. The Board of Directors shall bo in Changichun. 

Article IV 

The Cliinese Government sliall npi>olnt one of the Chinese Directors as Presi¬ 
dent of tiie Board of Directors and one ns the Assistant President. Tlie Soviet 
Government sliall appoint one of the Soviet Directors as Vice-President of the 
Board of Directors, and one ns tlio Assistant Vice-President. Seven persons shall 
constitute u <|iiorum. When qiio.slions are decided by the Board, the vote of 
Hie Pre.siderit of tiie Board of Directors .shall be counted as two votes. 

Questions on which the Boanl of Directors cannot reach an ngreemeiit shall 
lie submitted to tlie Goverumenls of the Contracting Parties for consideration and 
settlement In an eiiuitnble and friendly spirit. 

Article V 

The Couipniiy sliall establish a Board of Auditors which shall be composed of 
six ineinbers of whom three are appointed by the Chinese Government nn«l three 
npliointcd by Ihc Soviet Government. The Chairman of the Board of Auditors 
shall bo elected from among the Soviet Auditors, and Vice-Chairman from among 
the Chinese auditors. When questions are decided by the Board the vote of the 
Chalriiinn shall be counted as two votes. Five persons shall constitute a quorum. 

Article VI 

For the admlnlHtratlon of current affairs Uie Board of Directors shall appoint 
a manager of the Chinese Changchun Hallway from among Soviet citizens and 
one assistant iiiaiiuger from among Chinese citizens. 

Artici£ VII 

The Board of Auditors shall appoint a General-Comptroller from among 
Chinese citizens, and an assistant General Comptroller from among Soviet 
citizens. 

Article VIII * 

The Chiefs and Assistant Chiefs of the various departments, Chiefs of sections, 
station masters at Important stations of the. railway shall be appointed by the 
Board of Directors. The Manager of the Railway has right to recommend candi¬ 
dates for the ahove-montloncd posts. Individual members of the Board of Dl- 
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rectors may a)so recommend such candidates in agreement witli the Manager. 
If the Chief of n department is n national of China, the Assistant Chief shall 
be a national of the Soviet Union, and vice versa. The appointment of the Cliiefs 
and assistant chiefs of departments and Ciiiefs of sections and station masters 
shall be made in accordance with the principle of equal representation between 
the nationals of China and nationals of the Soviet Union. 

Abtici-r IX 

The Chinese Government will bear the responsibility for the protection of the 
said Railway. 

The Chinese Government will also organize and supendse the railway giiards 
who shall protect the railway buildings, installations and other properties and 
freight from destruction, loss and robbery, and shall maintain the normal order 
on the railway. As regards the duties of the police in execution of this Article, 
they will be determined by the Chinese Government in consultation with the 
Soviet Government. 

.\rtici.e X 

Only during the time war against .Tapan the railway tuny be used for the 
trnnsi>ortation of Soviet troops. Tito Soviet Government has the right to trans¬ 
port by the above-mentioned railway for transit purpose military goods in sealed 
ears without customs inspection. Tlie guarding of such mllihiry goods shall be 
undertaken by the railroad police and the Soviet Union shall not send any armed 
escort. 

Article XI 

Good.s for through transit and transported by the Chinese Changchun Railway 
from MniichuH to Suifeuho or vice versa and also from Soviet territory to the 
ports of Dairen and Port Arthur or vice versa shall be free from Chinese Customs 
duties or any other taxes and dues, but on entering Chinese territory sucli goods 
Shull be subject to Chinese Customs insi>cctioo and verification. 

Article XII 

The Chinese Government shall ensure, on the basis of a separate agreement, 
that the supply of coal for the operation of the railway will be fully secured. 

Article XIII 

The railway shall pay taxes to the Government of the Republic of China the 
same as are paid by the Chinese state railways. 

Article XIV 

Both Contracting Parties agree to provide the Board of Directors of Uie Chinese 
Changchun Railway with working capital the amount Af which will be deter¬ 
mined by ttie Statute of the Railway. 

Profits and losses and exploitation of the railway shall be equally divided be¬ 
tween the Parties. 

Article XV 

For the working out In Cluingking of the Statutes of Joint operation of the rail¬ 
way the nigh Contracting Parties undertake within one month of the signing of 
the present Agreement, to appoint their representatives—three representatives 
from each Party. The Statute shall be worked out within two months and re¬ 
ported to the two Governments for their approval. 
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Article XVI 

The delennination, In ncconlance with the provisions in Article I, of the prop¬ 
erties to be inciiuiecl in the joint ownership and operations of the railway by 
China nn<l U.S.S.R. shall be made by a Commission to be composed of thrc?e repre¬ 
sentatives each of the two Governments. The Commission shall be constituted 
in Chungking; within one month after the signing of the present Agreement and 
.«hall terminate its work within three months after the joint operation of the rail¬ 
way shall have begun. 

The decision of the Commission shall be reporto<l to the two Governments for 
their approval. 

ARTICI.E XVII 

The term of this present Agreement shall be thirty years. After the expira¬ 
tion of the term of the present Agreement, the Chinese Changchun Railway with 
all its properties shall be trnnsferrc«l without compensation to the ownership of 
the Republic of Cltina. 

Article XVIII 

The present Agreement shall come Into force from the date of its ratiflcatlon. 

Done In Moscow, August 14, I04r>, corresponding to the 14tlj day of the 8th 
montIt of the 34th year of the Chinese Republic, in two copies, each in the Russian 
and Chinese languages, both texts being equally nuthoritntlro. 

TIIR I’LENMPOTEXTIART OF THE THE PLENIPOTENTI.XRY OP THE PRESI- 

PRESIDIUM OF TUB SUPREME DENT OF TUB NATIONAL GOVERNMENT 

SOVIET OF THE U.S.S.R. OF THE REPUBLIC OF CHINA. 

60 “ 

Red Army “War Booty” Removals From Manchuria 


60 (a) 

State Department notes concerning Soviet re7noval8 

Secretary of State James P. Byrnes on Pcbnmry 0, 1940, Instructed the Amer¬ 
ican Embassies In Chungking and Moscow to present the following views to llie 
Chinese Govornmont and the Government of the U. S. S. R. respectively: ” 
"Current rciwrts of dlscu.sslons between ofBelnls of the Chinese Government 
titid the Ru.ssian Gorcrnmciit with regard to the disposition and control of In¬ 
dustrial enterprises In Manchuria give concern to this GovernmonU 
“The Slno-Soviet Treaty and ngreomonts signed August 14, 1045, provide for 
Joint Siiio-Sovlot control over certain trunk railways In Manchuria, but these 
agreements oxchule reference to any similar control over industrial enterprise 
in Manchuria. It Is the undcrstnudlng of the United States Government, which 
was kept Informed of the course of negotiations which led up to the agreements, 
that exclusive Sino-Sovict governmental control over Mnnchuiian enterprise 
would he limited to the railways dealt with in the aforesaid agreements. It is 

>*Pnrta A-C of this annex are extracts from a "Report On Japanese Assets In Man¬ 
churia to tho President of the United States, July. 1046," by Edwin W. Pauley, Personal 
Rcprcscotative of the President on Repnratl«lns. 
u See also Department o/ State DuUettn of Mar. 17. 1040, p. 448. 
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therefore disturbiDj^ to this Govonuuent to receive reports that discussions are 
under way which miglit result in the estalflishment of exclusive Sino-Soviet 
control over industrial enterprises in Manchuria. Under pre.sent conditions, 
when free access to Manchuria is not oikmi to nationals of other powers and 
equality of opporlurnity in seekiii;; participation in tlie ecoiionuc development 
of Manchuria is ileiiicd Americans and other Allied nationals, it is felt that 
negotiation of agrc*ements between the Chinese and Russian Kovernmeuls with 
regard to industries in Manchuria would be contrary to the principle of the 
Oi»en Door, would constitute clear discrimination against Americans who might 
wish an opportunity to participate in the development of Manchurian industry 
and might place American commercial Interests at a distinct disadvantage in 
establishing future trade relations with Manchuria. 

“Directly related to this matter of the industries in Mancliuria is the matter 
of reparations policy for Japan because the major iiortion of the iudustrles of 
Munchuriu were Japanese-owned prior to the defeat of Japan. This Govern¬ 
ment considers that the ultimate disposition of Jaiwiiese external assets, such as 
th«* Indu.stries in Manchuria, is a matter of common interest and concerii to tlu>se 
Allies who bore the major burden in defeating Japan. This Government is now 
preparing a general policy outline for consideration by the concerned Goveru- 
iiieiits with regard to Japanese reparations. It will be suggested that an inter- 
Allied Reparations Commission for Japan be establisbod, and that one of the 
primary functions of this Cominis-sion will be the tlnul allocation of Japanese 
external assets among the various claimant nations. It would seetu, therefore, 
most inappropriate at this juncture for any final disiMisitlon to Ik> iniide of Juje 
aiiese e.xternal assets in Manchuria either by removal from Manchuria of such 
industrial assets as ‘war booty’ or by agreement bedween the Russian and Chinese 
Governments for the control of ownership of those assets. 

“The Government of the United States desires to be cooperative with the 
Chinese and Soviet Governments in seeking a solution of tlie problems o^Jtllned 
above and it hoiws that the otlier two Governments are unUnnted by a similarly 
cooiMjrative spirit. It would therefore appreciate being Informed of any dis¬ 
cussions which the two Governments may be having or may plan to have or any 
action they may liave taken, in regard to the disposition or control of industrial 
enterprises in Manchuria and we would welcome full and frank discussion of the 
general problems.” ^ 

The Secretary of State today “ announced that ho had received a reply from the 
Chinese Foreigu Olllcc, which reads in part: 

‘•The Soviet Government declared lii a memorandum addressed to Chiuese Gov¬ 
ernment on January 21, 1940 that all Japanese enterprises in the Chinese north¬ 
eastern provinces which had rendered services to the Japanese Army were re¬ 
garded by Soviet Union os war booty of Soviet forces. The Chinese Government 
considers this claim of Soviet Government as far exceeding the scope of war 
booty us generally recognized by international law and internutiunul usage and 
for Ibis reason the two governments have not been able to reach a unanimity of 
views of fundamental principles involved. 

"In another memorandum presented to officials of the Generalissimo's Head¬ 
quarters in Changchun the Soviet Government declared that it proposed to hand 
over to Chiua a part of the Japanese enterprises which Soviet Union regarded 
as war booty while remaining enterprises (Including specified coal mines, power 


** Mar. S. 1940 ; see also (Md. 
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plants. Iron and stool industries, chemical industries and cement industries) 
were to be jointly operated by China and Soviet Union. Chinese Government on 
its part has found it itiipossihle to a^ree to this Soviet proposal i)ecause it goes 
beyond provisions of the Sino-Soviet agreements of August 1U45 and is coU’ 
trary to the aforesaid stand of ('lilnese Government regarding Japanese i>roi)er- 
ties and eiiterpiisos in China,’* 


60 (b) 


The Personal Representative of the President on Reparations i^Paxdey) 

to President Truman 


Wasiiixoton, Novemueb 12. 7946 


Dkau Mit. I’lcEsiDENT: Uiulop >'oiir instructions to me cuntained in your letter 
of Aiiril 27, lU-t5, and subsequent verba) orders you have issued to me, I present 
to you u reiHirt on Japanese assets in Manchuria. 

Tills is a factual report based primarily on the first-liand observations and 
consultations with informed persons by myself and my Mission In Manchuria 
in June and July. In addition studies were made and appropiiatc personnel 
coiisultcd ill Wuslilub'ton and Tokyo prior to the arrival of our Mission in 
Manchuria. 

It would not have been possible to carry tlirough this nsslsnment without 
the aid and assistance which was received from the Secretary of Statu and tlie 
Secretaries of the War and Navy Departments, and especially from Oenoral 
Douglas MacArIhur and General George C. Marshntl in the OricnL The 
Clilneso National Government was most helpful In facilitating the activities 
of my Mission throughout areas under its control. In the Communist-hetd 
areas In Nortli Manchuria, Chinese Communist and Soviet Railway ollicials 
were also of lielp. 

Sincerely yours. 


EuwiN W. Pauij:t 


60 (c) 

General Summary of ^'•Report an Japanese Assets in Manchuria^' 

A. Scors 

Tlie objectives of tlio 1040 Pauley Mission in Manchuria were: to survey 
Japanese assets subject to reparations; to ascertain the present productive 
capacity of industry; to estimate what immediate reparations removals from 
Japan could lie utilized to improve or rehabilitate tliat industry: and to prove 
or disprove reixirts that crippling removals had been made from that area. 

The Mission was organized In Washington In April l&lti pursuant to Instruc¬ 
tions from the President. It contained well-known American engineers specializ¬ 
ing in various flelds of Industry. On May 4, IMO, the Mission departed from 
Washington for the Far East. After a short stay In Tokyo where the Mission 
was augmenteil by a number of industrial specialists from General MacArtbur’s 
Iteadquortcrs, the group departed for Seoul for a survey of Korea. A base was 
established In Mukden, Manchuria, on May 27, 1040 and from there Inspection 
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trips were made to the various iuipiirtaiit iudustriul aod miniog centers. Among 
these were Mukden. Fushun, Liaoyang. Au.shan, Penchlbu, Kung>'uan, Clunchow. 
Citlchsl, Peipiao, Fouhsin, Hulutno. Kaiyuaii, SsTipingcliieii, Hsinn. Changchtm. 
Kirin, Harbin and Mutancbiang. Dairen, tbe lluest seaport in Manchuria, and 
an Important industrial center, was not reached because authority for the visit 
could not be secured from tlie Soviet Government or local .'luthorities. Antung. 
another impoi tant point was not visited becau.se Chinese Communists refused 
permission. The work of the Mission was greatly facilitated by the whole- 
ht*arted cooperation of the Chinese National Government and of all United 
States Agencies in the Far East. Chinese Communists were of assistance in the 
visits Id territory held by them In Tiorthcm Manchuria. The Mission left China 
on 15 July 194(5 and returned to Washington on 21 July liMd. 

The principal sources of data upon which this report is ba.sed are tbe following: 

a. In Washington : Conferences with and studies made by at>propriate Sections 
of the State, War. Navy and Commerce Departments. Olllce of Strategic Services. 
Foreign Economic Administration and other governmentai agencies. 

b. In Tokyo: Conferences with and studies made by agimcies of Supreme 
Allied Commander. Interviews with Japanese responsible for the management 
of Manchurian industry and study of Japanese records. 

c. In Manchuria: Inspection of Industrial plants In the centers mentioned. 
On-the-spot interrlews with persons who were present before, during and after 
the Soviet occupation were most fruitful. These IncUuled Chinese. Japanese. 
American and Etiropeiin Nationals. At the time of the survey many Japanese 
industrial executives bad out yet been repatriated, so that many documents such 
as diarle.s and production records were available in Manchuria. 

It Is recognized that in the interviews with individuals, the Mi.s.sion was deal¬ 
ing with hearsay evidence and that some of the information received was biased 
and exaggerated. Nevertheless, by comparing data from tho dilTorcnt sources 
and balancing It ngalmst ob.served conditions. It is believed that an accurate 
picture was evolved and that this report Is substantially accurate. 

B. Backurou.nd 

United States policy In the postwar Far East wjis predicateil uinm the estab¬ 
lishment of China as a strong, stable, united nation, with a basic economic self- 
sulllclency, so that nation could take its proper part in the development of a 
peaceful Asiatic economy. During the years before and after Pearl Harbor 
Ihe Japanese had created in Manchuria a tremendous Industrial structure which 
was definitely tributary to tlie economy of Japuu. Had this structure remained 
as Intact as It was on the date of Soviet occupancy and had China remained 
peaceful, tbe Manchurian industrial complex could have readily been integrated 
with China’s growing economy and so greatly accelerated the overall Chinese In¬ 
dustrial development. The large capacities in basic industries In Manchuria 
would have made possible u rapid absorption by ClUna of further processing 
equipment removed from Japan as reparations. At the same time this action 
would have lopped olT from Japan one of the most Importiint sources of strength 
in the Japanese war potential. It was pre.sumed that China could fiU at least 
partially, tbe economic vacuum resulting from the Japanese defeat and the con¬ 
sequent imposed reduction of Japan’s productive capacity to a peacetime levcL 
However, the damage which Manchurian industry has sustained since V-J Day 
has set back China’s industrial progress for a generation and has thus materially 
delayed tbe ImpIementaticHi of announced U.S. policy. 

Japan’s interest In the Asiatic Mainland has been of long standing. The 
clash of Russian and Japanese Interests there, resulted in the Russo-Japanese 

844S88— i9 -41 
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War In 1004, and the acquisition by Japan of Russian concessions In South Man¬ 
churia. With the establishment of the South Manchurian Railway in 1006, 
Japan's exploitation of Manchuria took definite form. The railroad expanded 
into many industrial enterprises which furnished a wedge for further Japanese 
penetration on the continent. With the seizure of Manchuria from China by 
the Kwantung Army in 1031 and the creation of the Puppet State of Mancbukno, 
the exploitation was tremendously accelerated. 

Impelling motives in Japan’s development of Manchuria stemmed primarily 
from two sources. One, the ultra patriots including the military clique, tlie 
Black Dragon Society, and all dreamers of a Pan-Asiatic hegemony under Japa¬ 
nese domination, found in the conquest and exploitation of Manchuria an es¬ 
sential step in the march to empire. The Japanese Kwantung Army played no 
small part In advancing the aims of the military clique. The other source, 
the Zaibatsu (ruling commercial combines) saw in Manchuria an opportunity 
for an enormous source of profit. The Japanese Government and the puppet 
Munchukuo Government assisted the Zaibatsu in their exploitation with preferen¬ 
tial treatment and subsidies. There was no altruism in these actions. Japan 
took cure that management and technical skills remained in Japanese bands, 
using the local population primarily as a source of cheap labor. 

Manchuria is a relatively rich country. It abounds In many natural resources 
which exist much more sparsely in the remainder of Asia. It Is one of the few 
areas of great size which has consistently produced agricultural surpluses. 
Manchuria was fortunate In that the Japanese in their Industrial development 
there provided a far greater capacity In finished products than In any other con¬ 
quered country. It was Japan’s apparent intention to make Manchuria Indus¬ 
trially an Integral part of the Japanese Empire and a source of economic 
strength for further military conquest Tbls Is indicated by the fact that a 
great deni of construction and development of industrial and power facilities 
were still going on at the end of the war. Prom 1032 to 1044 coal production 
was more than doubled and the output of pig Iron and Iron ore was more than 
tripled. 

The best estimate of the total of Japanese investments in Manchuria ns of 
June 1045 Is ¥11,000,000.000. In arriving at this estimate, figures cited by the 
Chinese Northeast Economic Commission, the British Ministry of Economic 
Warfare, the U.S. Foreign Economic Administration, and Japanese sources 
were also consulted. 

The defeat of Japan caused the disruption of the production centers ond trade 
channels built up by Japan la Its emplro-bullding and conqnests, thus upsetting 
Uie entire economic structure of the Far East. U.S. policy is now directed toward 
the establishment of an economy that will promote a lasting peace In the Par 
East and to prevent the resurgence of Japanese economic domination. 

U.S. policy has long held that all Japanese assets whether situated in Japan 
proper or in other areas were subject to claim as allied reparations. Japanese 
assets In conquered areas such ns the Philippines, China, including Manchuria, 
and Korea, were to be taken from Japanese ownership and control and were to 
be operated for the benefit of the countries where the physical assets exist. 
Under what conditions full and complete title to these assets Is to be vested 
in the local governments nod under whnt conditions the ex-Jopanese industrial 
plants are to be considered as part of the overall reparation allocatloD, is still 
under discussion and awaiting allied agreement. It was considered that this 
primary step was necessary in order to strengthen the economics of the coun¬ 
tries which bad been victims of Japanese aggression and further to keep the 



ANNEXES 601 

facilities operating in order to prevent loss of needed production and safeguard 
the livelihood of the local population. 

The nert step needed is the realignment of production areas and trade chan¬ 
nels in the Far East so as to secure a properly balanced regional economy that 
can be both productive and profitable; an economy that does not have to rely 
upon subsidies, confiscation, and oppression to maintain itself. The United States 
reparations plan Is aimed at achieving these two important steps: to turn over 
to local non-enemy governments control of the Japanese assets situated in those 
countries; and, to transfer surplus capacity from Japan to regions where It can 
best be used to process the natural resources so as to satisfy the needs of the 
Far East, In the steel industry, for example, where Japan has a much larger 
capacity than Is needed for her normal peace requirements, the U.S. policy 
would remove this surplus capacity and place it near sources of Iron ore and 
coking coaL Such areas can be found in Manchuria, China proper, and the 
Philippines. 

C. Findings 

The difference in condition of the Manchurian industrial plant between Japa¬ 
nese surrender and the dates the Pauley Mission made its survey is appalling, 
as will be shown in the remainder of this report. How much of the wrecked 
condition is a direct result of Soviet removals, and how much may be ascribed 
to pillage, civil war, and other Indirect consequences of the Soviet occupation 
cannot be accurately determined. In any case, the Soviet government must bear 
the major responsibility. 

Soviet forces entered Manchuria on 0 August 1045. Japanese resistance was 
confined to Northern Manchuria and within a week this ended. Southern 
Manchuria, which contained over eighty percent of Mnncharian Industry, was 
taken practically unopposed and wdth little If any damage. There was ample 
opportunity for the orderly occupation of the entire area. 

Japan was preparing to surrender prior to the Soviet entry into the Japanese 
war. The rolling up of the Southwest Pacific front, the rapid penetration of 
the Pacific defenses, and the powerful blows struck against the Japanese home¬ 
land forced Japan to seek means for halting the conflict. A partial chronology 
of Importont events from June 15, 1944, taken from General MacArtbur's reports 
and other official sources shows the following: 


l^andln^ on S&lpao.Juno 16^1044 

Loodinss on Ounm.July 31 

Landiorsoo Loyto.October 30 

Flrct B-20 rsids on Jsp&a from Salpao.Xorombor 34 

Lendloc> on 1#U2 od .Jenusry 0,1045 

U. 8. KftTySrd Ploetitruck Tokyo and Nncoya-Kobo areas.February 18-17 

Landlns^on Okinawa.April I 

AbrogatloD by Soviets of Treaty of NoQtrallty with Japan.April 5 

Naval operations asalnst Japanese bomoland from North Hokkaido to Tokyo.July 14-17 

Potsdam Ultimatum tssued to tbe Japanese Qovemmeot.July 37 

First alomlebomb dropped on Qlroeblma... August 6 

SofUU dtetarc ttaf 0 n Japan end inPodt Manchuria .... Augusts 

World rtetirta netog of Japan*$ acupianoa of Po($dam UUimatum . Au^uai 10 

OtnttaiMocArihuraeknovUdguuuiptofruttBofJapantuaccepianu. .. Auffwi ii 

Slno-Sovlet Treaty signed at Moscow.August 14 

Pra id cot Truman announooeunoondlUonat surrender of Japan.August IS 

Japooeae Commander in Manchuria appeals by radio u> Soviets to ooaso attacks. ..... August 16 

Uooppoeod Soviot air landing at Mukdon . ..August IS, 1345 

Japancao delegation arrives In Manila to receive orders.August 19 

Unopposed Soviet air at Kliiu and Changchun ..August 20 

Eighth Army advance party landed at AUugt Airdrome, Tokyo.... . August 38 

Oaneral MacArtbur arrives at Atsngi.August 30 

Formal signing of iurrenderUraij in Tokyo Bay • .... doptamberd 
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UpoD their arrival io the industrial areas of Manchuria, the Soviets began a 
s}'stematlc confiscation of food and other stockpiles and in early September 
started the selective removal of industrial machinery. It is apparent that they 
planned to complete these removals by 3 December 1945, the date originally set 
for the withdrawal of all Soviet military forces from Manchuria. 

The term “stripping" as it has bt'cu used in the press in connection with re¬ 
movals from Manchuria may be confusing, llie Soviets did not take everything. 
They concentrated on c'ertniu categories of supplies, machinery and equipment. 
In addition to taking stockpiles and certain complete Industrial installations, 
(he Soviets took by far the larger part of all functioning power generating and 
transforudiig equipment, electric motors, experimental plants, laboratories, and 
hospitals. In machine tools, they took only the newest and best, leaving anti- 
((Unted tools behind. In the old Mukden Arsenal, for example, about one-third 
of the tools were taken, while in the new arsenal, virtually everything was taken 
or demolished. 

Not only wore hulhlings and structures diiranged by the removal of the equip¬ 
ment. but the taking of some key equiiunent, such as generators and pumps from 
inine.s resulted in the loss of current production, and In irreparable damage to the 
mines by flooding. Tlie removal of power facilities not only halted all current 
indu.strinl production, but also made it Impossible to maintain and protect the 
plants themselves. Water works and sewage facilities In the large cities were 
made ino])crnble because of lack of power. 

After the removals, the Soviet forces permitted and even encouraged Chinese 
mobs to pillage, taking ofilcial movies of the process In some Instances. Appar¬ 
ently the mobs were In search of objects of salable value and of wood for fuel 
to burn during the bitter Mnnchurlnn winter. The fuel problem was, of course, 
enormously intensified by the stoppage of a large part of coal production be¬ 
cause of Soviet removal.s. 

Ily far the greatest part of the damage to the Manchurian Industrial complex 
occurred during the Soviet occupation and was primarily due to Soviet removals 
of equipment, and to Soviet failure to preserve order. After the Soviet with¬ 
drawal, Chinese Communist action resulted in further damage to some of the 
installations. It Is a sad commentary that the small amount of bencOt received 
by the Soviet Government in Its removals from Manchuria could hove been readily 
supplied by reparations removals from Japan proper at a much smaller cost to 
the world. 

The Soviet forces also confiscated approximately three million U. S. dollars 
worth of gold bullion stocks and over o half billion Manchurian yuan from 
Manchukuo bonks. They also circulated nearly ten billion yuan In occupational 
currency, almost doubling the total Manchurian note Issue. In addition to the 
removals, mentioned above, occupational currency was used to purchase factories 
and properties and some privately-owned merchandise and materials. 

It Is dilflcult to ascertain in Manchuria the real reasons behind the Soviet 
actions there. The excuse tlmt the articles removed were In the nature of “war 
booty” and were desperately needed to replace damage caused by the German 
invasion at home, does not fully cover the situation. As for reparations, the 
Soviet military effort in Manchuria which lasted only a few days Is minute when 
compared with the long, tremendous and costly operations in the Pacific. There¬ 
fore, the Soviet Government would not be entitled to substantial reparations from 
Japanese-owned assets merely on the basis of their operations In this area. 
Obviously Japanese assets In Manchuria did not belong solely to the Soviet Gov- 
ernment. Other nations too are logical claimants. In the allied reparations 
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discussions at Moscow, Potsdam and Paris in 1&45. the allies expressed as a 
principle that the greatest economic utility would result if the industrial equip¬ 
ment in Manchuria were left Intact there, in the locations for which these items 
were specifically designed. Moving this equipment has destroyed a large part of 
Its original value and the Installations from which this equipment was removed 
have in many cases become total losses. 

It can also be pointed out that there nr<* now in the occupied zones of Ger¬ 
many (other than the Soviet occupied zone) reparations Items which under the 
terms of the Potsdam Agreement were destininl to be delivered to the Soviets. 
The nations occupying these zones are also entitled to Japanese reparations 
and so have a legitimate claim on the Japanese assets removtnl from Manchuria 
by the Soviet Government. Thus Soviet claims on German reparations in oc¬ 
cupied zones could be counterbalanced by claims by other nations on the Man¬ 
churian removal.s. However this would require revision of the entire global 
reparations program. 

Soviet actiotis In Manchuria are high-lighted by the entirely dilTerent policy 
followed In Korea where there were practically no capital removals or destruc¬ 
tion of Industry. In Manchuria the confiscation and removal of food stocks, 
the destruction attendant upon and following the removals of machinery, the 
almost complete halting of productive effort with no regard for the harmful 
effects upon the Chinese fwpulation. all Indicate that there were long range stra¬ 
tegic reasons behind the Soviet actions. The chaos caused by the Soviets has 
produced a condition of Instability both politically and eoonoinically which will 
take a long time to correct. It left a populace hungry, cold, and full of unrest. 

It is generally agreed that China's first economic need is communications, 
principally railways, transport, and domestic shipping. Less than 10,000 miles 
of railway Is In existence in all of China exclusive of Manchuria and less than 
half of that is now operable. Manchuria with Us abundant natural resources 
and industrial plant would have been tbe logical point to begin the rehabilitation 
of China's transport. If Manchurian industry had been left intact it could also 
have produced tbe steel, machinery* and consumer goods so badly needed for 
restoration and for new construction In China. 

China’s continuing internal strife Is a major factor in retarding her economic 
recovery. But even this cniiiiot minimize tbe powerful set-back which the de¬ 
struction of the Manchurian industrial plant has been to Afanohurla, to China, 
aad to the Far Bastern World. 


D. Conclusions 

The situation in Manchuria today Is far from promising. The Internal strug¬ 
gle continues Intermittently. Dairen, by far the best port, has been practically 
scaled off by the Soviets for their own exclusive use, despite the fact that under 
the terms of the Slno-Sovlet Treaty of August 14, 1945, Dairen Is to be an open 
port and the Soviets are entitled to use only part of the port facilities. Rail¬ 
way communications to the'few remaining secondary ports are under constant 
harassment by Chinese Communists. Thus, even If Manchurian industry were 
working full blast, it would be most difficult If not impossible to move any large 
quantity of finished products to China proper. It would be Just as difficult 
to move into Manchuria the equipment necessary to rehabilitate Industry. 

Little can be done In the way of rehabilitation in China in tbe areas where 
fighting Is going on or where tbe threat of armed action is present. This, how¬ 
ever, should not delay the preparation of plans so that when peaceful conditions 
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are resumed and communications restored, a rapid and orderly process of re¬ 
habilitation of the plants essential to primary needs of the inhabitants can begin. 
The natural resources are there. In restoring Manchuria’s Industrial complex, 
however, it must be remembered that Manchuria is practically surrounded by 
territory either wholly or partially under direct Soviet control. Manchuria will 
thus be vulnerable to further Soviet penetration. 

In the meantime no effort should be spared iu the industrial strengthening 
of the peaceful'ureas of other parts of China. China's urgent needs are mani¬ 
fold, but the prime need is for steel, for railroads, shipping, construction and 
consumer goods. One important steel producing area lies on the Yangtze River, 
near Hankow. There are others. These must be surveyed with a view to the 
iinniedlate transfer to those areas as reparations from Japan, of such equipment 
us can be cfflclently utilized. Similar recommendations have been made with 
respect to tlie Pblllppine Islands. The Chinese Government was urged to take 
action along these lines during Ambassador Pauley's conferences in Nanking on 
25 May 1940. llie necessity for immediate transfer of critically needed power 
equipment for the coal mining areas of Manchuria from Japan was also pointed 
out in a letter from Mr. Pauley to General MacArtbur dated 20 June 1946. 
Training of additional Chinese personnel in engineering ond management of the 
industrial equipment Is also essential. 

Manchuria’s power installations are first priority in rehabilitation. This In¬ 
cludes bydro-electrlc stotions os well as thermal power plants at the coal mines. 
If sufficient power generating equipment can be quickly transferred from Japan, 
there Is a good chance of salvaging one or two important coal mines that are 
now flooded or in grave danger of flooding. 

Another possible and readily available but limited source of power Is what 
remains of the hydro-electric development now in operation at Tafengmen near 
Kirin and which is furnishing power to Barbio and Cbangchuu. Transmission 
lines to the South have been cut by Chinese Communists who will not permit re¬ 
pair. Until peace between the Communists and Chinese Nationalists Is restored, 
(bis badly needed power is being wasted. Restoration of electric power in Man¬ 
churia w'ill go far toward alleviating the immediate needs of the populace. 

Given the best of conditions, China’s rehabilitation Is a matter of many years. 
In the meantime the stability of the entire Far East is In a large measure de¬ 
pendent upon satisfying the urgent needs of the populations of the various coun¬ 
tries lying there. They all need materials and machines for reconstruction. 
Foilure to supply these needs will result in continued unrest and Instability. 
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President Truman to the Special Representative of the President to 

China {Marshall) 

Washington, Dccemhcr IS, IQJ^S 

My dear Genekai. KIabshall: On the eve of your departure for China I want to 
repeat to yon my appreciation of your wlllinpaess to undertake this difficult 
mission. 

I have the utmost confidence In yoor ability to handle the task before yon but, 
to guide you In so far as you may find It helpful, I will give you some of the 
thoughts, Ideas, and objectives which Secretary Byrnes and I have in mind with 
regard to your mission. 

I attach several documents which I desire should be considered as part of this 
letter* One is a statement of U. S* policy towards China * which was, I under¬ 
stand, prepared after consultation with you and with officials of the Department, 
The second Is a memorandum from the Secretary of State to the War Department 
In regard to China. And the third Is a copy of my press release on policy In 
China,* I understand that these documents have been shown to you and received 
your approval. 

The fact that I have asked you to go to China is the clearest evidence of my 
very real concern with regard to the situation there. Secretary Byrnes and I 
are both anxious that the unification of China by peaceful, democratic methods 
be achieved as soon as possible. It Is my desire that you, as my Special Repre¬ 
sentative, bring to bear in an appropriate and practicable manner the influence 
of the United States to this end. 

Specifically, I desire that you endeavor to i)6rsuade the Chinese Government 
to call a national conference of representatives of the major political elements 
to bring about the unification of China and, concurrently, to effect a cessation 
of hostilities, particularly In north China. 

It Is my understanding that there is now In session in Chungking a Peoples’ 
Consultative Council made up of representatives of the various political elements. 
Including the Chinese Communists. The meeting of this Council should furnish 
you with a convenient opportunity for discussions with the various political 
leaders. 

»Not printed; It did not diltcr aubstantlally from the final text, for which see annex 62. 

* Bee annex 62. 
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Upon the success of your efforts, as outlined above, will depend largely, of 
course, the success of our plans for evacuating Japanese troops from China, 
particularly north China, and for the subsequent withdrawal of our own armed 
forces from Chinn. I am particularly desirous that both be accomplished aa 
soon as possible. 

In your conversations with Chiang Kai-shek and other Chinese leaders you 
are authorized to speak with llie utmost frankness. Particularly, you may state. 
In connwtlon with the Chine.se desire for credits, technical assistance In the 
economic field, nral miliJnry assistance (I have In mind the proiwsed U. S. military 
advisory group which I hare approved In principle), that a China disunited and 
torn hy civil strife Could not be considered realistically as a proper place for 
American assistance along the linos cnuuierated. 

I am anxious that you keep Secretary Byrnes and me currently Informed 
of the progress of your negotiations and of obstacles yon may encounter. You 
win have our full support and we shall endeavor at all times to be ns helpful 
to you as possible. 

Sincerely yours. 


Harbt Trduar 


tEnclosiirc) 

MRMOBANnrM BY SRCRTTAKT BYRRF.a 


[Washington,] December 9,19^5 
For the War Department 

The President and the Secretary of State are both anxious that the nnlflca* 
tlon of Chinn by poncoful democratic methods be achieved as soon aa possible. 

At 0 public bearing before the Foreign Relations Committee of the Senate 
on December 7, the Secretary of State said: 

“During the war the Immediate goal of the United States in China was to 
promote a milltnry union of the several political factions In order to bring 
their combined power to bear upon our common enemy, Japan. Our ionger- 
range goal, tlicn as now, and a goal of at least equal importance, Is the develop¬ 
ment of a strong, united, and democratic China. 

“To ochlcve this longcr-rango goal, it is essential that the Central Government 
of China as well as the various dissident elements approach tlie settlement of 
their differences with a genuine willingness to conipromlse. We believe, as we 
have long believed and consistently demonstrated, that the government of Gen¬ 
eralissimo Cbiang Kal-sbek affords tlie most satisfactory base for a developing 
democracy. But wc also believe that It must be broadened to Include the repre¬ 
sentatives of tliose large and well organized groups who are now without any 
voice in the government of China. 

"This problem Is not an easy one. It requires tact and discretion, patience 
and restraint. It will not be solved by the Chinese leaders themselved. To the 
extent that our Influence Is a factor, success will depend upon our copadty to 
exercise that Influence in the light of shifting conditions In such a way as to 
encourage concessions by tho Central Government, by the so-called Communists, 
and by the other factions.” 

The President has asked General Marshall to go to China as his Special Repre¬ 
sentative for the purpose of bringing to bear in an appropriate and practicable 
manner the influence of the United States for the achievement of the ends set 
forth above. Speclflcally, General Marshall will endeavor to influence the Chinese 
Government to call a national conference of representatives of the major political 
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elements to bring about tlie unification of China und. concurrently, effect a ces¬ 
sation of hostilities, particularly in north China. 

In response to General WVdemeyer’s recent messages, the State Deiwirtment re¬ 
quests the War Department to arrange for directions to him stipulating that: 

(1) He may put Into effect the arrangoment.s to assist the Chinese National 
Government in transporting Chinese troops to Manchurian ports, including the 
logistical support of such troops: 

(2) He may also proceed to put into effect the stepped-up arrangements for 

the evacuation of Japanese troops from the China theater ; 

(3) Pending the outcome of General Marshall's di.scussions with Chinese 
leaders In Chungking for the purpose of arranging a national conference of 
representatives of the major political elements and for a cessation of hostilities, 
further transportation of Chinese troops to north Chino, except as north ClUnu 
ports may be necessary for the movement of troops and supplies into Manclmnn. 
will be held In abeyance: 

(•1) Arrangements for transportation of Chinese troops into north China 
may be immediately perfected, but not comniunlcnteil to the Chinese Govern¬ 
ment Such arrangements will be executed when General Marshall determines 
either (a) that the movement of Chinese troops to north China can be carried 
out consistently with his negotiations, or (b) that the negotiations between 
the Chinese groups have failed or show no prospect of success and that the 
circumstances are such ns to make the movement necessary to effectuate Uie 
surrender terms and to secure the long-term Interests of the United Suites in tlie 

maintenance of International peace. 

Lihrr.ry Sri Pratap College, 
62 Srinagar, 

Statement by President Truman on United States Policy Toward 

Chiruty December 191^5 • 

The Government of the United States holds that peace and prosperity of the 
world In this new and unexplored era ahead depend upon Uie ability of the 
sovereign nations to combine for collective security In the Unltwl Nations 

organization. . , . __.i^ 

It is the firm belief of this Government that a strong, unlteil niid democratic 

China U of the utmost Importance to the success of this United Nations organ¬ 
ization and for world peace. A China disorganized and divided either by foreign 
aggression, such as that undertaken by the Japanese, or by violent internal 
strife, is an undermining influence to world stability and peace, now and tn the 
future. The United States Government has long subscribed to the principle 
that the management of Internal affairs is tlie responsibility of the peoples of 
the sovereign nations. Events of this century, however, would indicate that a 
breach of peace anywhere In the world threatens the peace of the entire world. 
It Is thus in the most vital Interest of Uie United States and all the United Na- 
Uons that the people of China overlook no opportunity to adjust their Internal 
differences promptly by means of peaceful negotiation. 

The Government of the United Slates believes It essential: 

(1) That a cessation of bosUllties be arranged between tlie armies of the 
NaUonal Government and the Chinese Communists and other dissident Chinese 


* Dtporimtni of Biote BulUUn, Dec. 1C. 1045, p. 945. 
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nrmcd forces for the purpose of completing the return of all China to effective 
Chinese control. Including the Immediate eracuntlon of the Japanese forces. 

(2) That a national conference of representatlres of major iwlitical elements 
he arranged to develop an early solution to the present internal strife—a solution 
which will bring about the unltication of Chinn. 

The United States and the other United Nations have recognized the present 
National Government of tlie Republic of Chinn as the only legal government In 
China. It Is the proper instrument to achieve the ohjcctive of a unified China. 

The United States and the United Kingdom by the Cairo Declaration In 1&43 
and the Union of Soviet Socialist Republics by adhering to the Potsdam Declara¬ 
tion of last July and by the Sino-Soviet Treaty and Agreements of August 1045, 
are all committed to the liberation of China. Including the return of Manchuria 
to Chinese control. These agreements were made with the National Government 
of the Republic of China. 

In continuation of the constant and close collaboration with the National Gov¬ 
ernment of the Republic of China in the prosecution of this war, in consonance 
with the Potsdam Declaration, and to remove possibility of Japanese infiuence 
remaining In China, the United States has assumed a definite obligation in the 
disarmament and evacuation of the Jaimnese troops. Accordingly the United 
States has been assisting and will continue to assist the National Government 
of the Republic of China in effecting the disarmament and evacuation of Japan¬ 
ese troops In the liberated areas. The United States Marines are in North China 
for that purpose. 

The United States recognizes and will continue to recognize the National Gov¬ 
ernment of China and cooperate with It In Intcrnotionul affairs and specifically 
In climinoting Jopanese influence from China. The United States Is convinced 
that a prompt arrangement for a cessation of hostilities Is essential to the effec¬ 
tive aclilcvement of this end. United States support will not extend to United 
States mlllUtry Intervention to Influence the course of any Chinese Internal 
strife. 

The United States has already been compelled to pay a great price to restore 
the peace whlcli was first broken by Japanese aggression In Manchuria. The 
mnlntennnco of pence In the Pacific may bo Jeopardized, If not frustrated, unless 
Japanese influence In Chinn Is wliolly removed and unless China takes her place 
as a unified, democratic and peaceful nation. This Is the purpose of the main¬ 
tenance fur the time being of United States military and naval forces in China. 

The United States Is cognizant that tlic present National Government of China 
Is a "one-parly government" nnd believes tlint pence, unity and democratic re- 
furm In Chinn will be furthered if the basis of this Government is broadened 
to include other political elements In the country. Hence, the United States 
strongly advocates that the notional conference of representatives of major 
political elements in the country agree ui>on arrangements which would give 
those elements a fair nnd effective representation In the Chinese Nntlohnl Gov¬ 
ernment. It la recognized that this would require modification of the one-party 
"political tutelage" established as an interim arrangement In the progress of 
file nation toward democracy by the father of the Chinese Republic, Doctor 
Sun Yat-sen. 

The existence of autonomous armies such ns that of the Communist army 
Is inconsistent with, and actually makes Impossible, political unity in China. 
With the institution of a broadly representative government, autonomous armies 
should be eliminated as such nnd nil nrmcd forces In China Integrated effectively 
Into the Chinese National Army. 
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In line with its often expressed views regarding self-determination, the United 
States Government consi<lers that the detailed steps necessary to the achieve¬ 
ment of political unity in China must be worked out by the Chinese themselves 
and that Intervention by any foreign government In these matters would be 
inappropriate. The United States Government feels, however, that China has 
a clear responsibility to the other United Nations to eliminate armed conflict 
within its territory as constituting a threat to world stability and peace—a 
responsibility which is shared by the National Government and all Chinese 
political and military groups. 

As China moves toward peace and unity along the lines described above, the 
United States would be prepared to assist the National Government In every 
reasonable way to rehabilitate the country, improve the agrarian and industrial 
economy, and establish a military organization capable of discharging Chinn’s 
national ond international responsibilities for the maintenance of peace and 
order. In furtherance of such assistance. It would be prepared to give favorable 
consideration to Chinese requests for credits ond loans under reasonable con¬ 
ditions for projects which would contribute toward the development of a healthy 
economy througliout China and healthy trade relations between China and the 
United States. 


63 

Press Release on Order for Cessation of Hostilities^ January 10y 19^6 

We, General Chang Chun, BoprescntatJre of the National GoverDment, and 
General Chon EnOal. Representative of the Chinese Communist Party, have rec¬ 
ommended to Generalissimo Cblang Kai<sbek and Chairman Mao Tse-tung and 
have been authorized by them to announce that the following order has been 
issued to all units, regular, militia, Irregular ond guerrilla, of the National 
Armies of the Republic of China and of the Communist-led troops of the Republic 
of China: 

•‘All units, regular, militia, irregular and guerrilla, of the National Armies of 
the Republic of China and of Communist-lcd troops of the Republic of China are 
ordered to carry out the following directive: 

a. All hostilities will ccaee Immediately* 

b. Except In certain specific cases, all movements of forces In China will cease. 
There also may be the movements necessary for demobilization, redisposltlon, 
supply, administration and local security. 

c. Destruction of and interference with oil lines of communications will cease 
and you will clear at once obstructions placed against or iDtorfering with such 
lines of communications. 

d. An Executive Headquarters will be established Immediately In Peiping 
for the purpose of carrying out the agreements for cessation of hostilities. This 
Headquarters will consist of three Commissioners; one representing the Chinese 
National Government, one representing the Cblnose Communist Party, and one to 
represent the United States of America. The necessary Instructions and orders 
unanimously agreed upon by the three Conunlssloners, will be issued in the name 
of the President of the Ropubilc of China, through the Executive Headquarters/* 

As a matter of public interest we are further autliorized to announce that the 
following stipulations regarding the above Cessation of Hostilities Order were 
agreed upon and made a matter of record In the miouios of the conferences. 
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1. Paragraph 6. CeRsatlon of Hostilities Order, does not projodlce military 
movements south of the Yangtze River for the continued execution of the plan 
of military reorganization of the National Government. 

2. Paragraph b. Cessation of Hostilities Order, does not prejudice military 
movements of forces of the National Army into or within Manchuria which 
are for the purpose of restoring Chinese sovereignty. 

3. Lines of communications, mentioned in paragraph b, Cessation of Hostilities 
Order, includes post coinmunlcations. 

4. It is further agreed that movements of the forces of the National Army under 
(he foregoing stipulations shall be reported dally to the Elxecutive Headqnarters. 

We arc also authorized to announce that Uie agreements, recommendations, ond 
directives of the Executive Headquarters will deal only with the Immediate 
problems raised by the cessation of hostilities. 

American participation within the Headquarters will be solely for the purpose 
of assisting the Chinese members In implementing the Cessation of Hostilities 
Order. 

The Executive Headquarters will include an Operations Section, composed of 
the number of officers and men required to supervise adequately in the field of 
the various details. 

It is agreed that separate and independent signal communications systems 
may be established for each Commissioner in order to insure rapid and unham¬ 
pered communications. 

The Headquarters will be located initially at Peiping. 

Chano Cuun 
C nou En Lai 
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licsolution on Government Organization adopted by the Political 

Consultative ConferencCy January 1940 * 

I. Concerning Uie State Council: Pending the convocation of the National Assem- 
bL>*, the Kuomintnng, as a preliminary measure preparatory to the actual inaugu¬ 
ration of constitutionalism, will revise the Organic Law of the National Qovero- 
ment in order to expand the State CounclL The following are the salient points 
of tlie revision under contemplation: 

1. There will be forty (40) State Councillors, of whom the Presidents of the 
Executive, Legislative, Judicial, Examination, and Ontrol Yuan will be ex- 
officio members. 

2. The State Councillors will be chosen by the President of the National 
Government from among the Kuomintang members ns well as non-members of 
the Kuomintnng. 

3. The State Council is the supreme organ of the Government in charge of 
national affairs. 

4. The State Council will be competent to discuss and decide on: 

A. Legislntlvc principles. 

B. Administrative policy. 

C. Important military measures. 


* Printed also in China Haudbook, t9S7~i9i5, pp. 744-74S. 
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D. Financial schemes and the budget. 

B. The appointment and dismissal of Ministers of State with or without port- 
folios, and the appointment of members of the Legislative ami Control Tnan. 

P. Matters submitted by the President of the National Government for 
consideration. 

G, Proposals submitted by three or more State CoimcIUors. 

5. If the President of the National Government is of opinion that any decision 
of the State Council Is difficult to bo carried out. he may submit it for reconsid¬ 
eration. In case three-flfths of the State Connelllors. upon reconsideration, up¬ 
hold the original decision, it shall be carried out accordiugly. 

6. General resolutions before the State Council are to be passed by a majority 
vote of the State Councillors present. If a resolution before the State Council 
should involve changes in administrative policy, it must be passed by a two- 
thirds vote of the State Councillors present. Whether n given resolution involves 
changes In administrative policy or not is to be decided by a majority vote of 
the State Councillors present. 

7. The State Council meets every two weeks. The President of the National 
Government may call emergency lueetlng.s, if necessary. 

II. Concerning the Executive Tuan. 

1. All Ministers of the Executive Yuan are Ipso facto Minlstors of State. 
There may be three to tive Ministers of State without portfolios. 

2. Members of all political parties as well as individuals with no party afflliu- 
tious may become Ministers of State with or without portfolios. 

III. Concerning miscellaneous matters. 

1. Whether the membership of the People’s Political Council should be in¬ 
creased and its powers raised, pending the inauguration of the Constitution, will 
be left to the Government to decide In the llglit of the circumstances of the time. 

2. All Government employees, whether of the Central Government or of the 
local Governments, should be selected on the basis of merit. No discriminations 
on account of party affiliations should be allowed. 

Note: A. The appointment of SUte Councillors by the President of tl>e NaUonul 
Oovernmenc will be made on the nomination of the different parties concerned. 
In case he docs not consent to the candidature of any given individual, tlie party 
concerned may nominate another one for the office. 

B. When the President of the National Government nominates any individual 
with no party afflliutloDS as State Councillor whose candidature is opposed 
by one-third of the other nominees, he must reconsider the matter and make a 
dUTerent nomination. 

C. Half of the SUte Councillors will be KuomlnUug members and the other 
half will be members of other political parties nod prominent social leaders. 
The exact number of members of other political parties and prominent social 
leaders who are to serve as State Councillors will form the subject of separate 
discussions. 

D. Of the existing Ministers under the Executive Yuan and the proposed Minis¬ 
ters of State without portfolios, seven or eight will be appointed from among 
non-Kuomfntang members. 

E. The number of Ministries to be assigned to non-KuoroIntang members will 
form the subject of separate discussions after the PCC has closed. 
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Resolution on Program for Peaceful National Reconstruction Adopted 
hy the Political Consultative Conference^ January 1916^ 

Now that the war of resistance against Japan has ended and peaceful recon¬ 
struction should begin, the National Government has invited representatives of 
the different political parties and prominent social leaders to the Political Con¬ 
sultative Conference to discuss national problems with the double objective of 
putting an end to the period of political tutelage and Inaugurating constitution¬ 
alism at an early date. The present program Is drawn up to serve as a guide for 
the Oovernmont, pending the actual Inauguration of constitutionalism. Rep- 
re.sentatlves of the different political parties and prominent social leaders will 
be invited to take part in the Government It is to be hoped that one and alt will 
give first consideration to the needs of the nation and the demands of the people, 
and that they will cooperate wholeheartedly and work for the realization of the 
program, whose main features are as follows: 

I. General Principles 

1. The principles of the San Min Chu I will be regarded as the highest guiding 
principles for national reconstruction. 

2. All forces of the nation will unite under the guidance of President Chlang 
Kai-shek in order to construct a new China, unified, free, and democratic. 

3. It is recognized that the democrutlzatlun of politics, the nationalization of 
troops, and the equality and legality of all political parties, as advocated by 
President Chlang, are necessary paths leading to peaceful national reconstruction. 

4. Political disputes must be settled by political means in order to maintain 
peaceful national development 

II. The Rionrs of toe People 

1. The freedoms of person, thought, religion, belief, speech, the press, assembly, 
association, residence, removal, nod correspondence should be guaranteed to 
the people. Any existing laws that contravene these freedoms should be either 
revised or repealed. 

2. Any organization or Individual other than Judicial organs and the police 
should be strictly forbidden to arrest, try, and punish the people. Anyone who 
violates this rule shall be punished. The Habeas Corpus Law which has already 
been promulgated by the Government should be put Into practical operation by 
Government decree at an early date. 

3. The political, social, educatlunol, and economic equality of women should be 
guaranteed. 

III. Political PBOOLnea 

L All national measures of the moment should take Into consideration the 
proper Interests of the people of all localities, classes, and professions, and allow 
for their equitable development. 

2. In order to Increase administrative efficiency, the different grades of ad- 
mlolstratlve machinery should bo revamped, their rights and duties should be 
unified and clearly delimited, all unnecessary Governmental agencies should be 
abolished, the administrative procedure should be simplified, and the principle 


■ Printed aUo In OAIns ffondboofe, l9Sl-tHS, p. 747. 
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of individual responsibility each for his own section of tlie work should be 
Introduced. 

3. A sound system of civil service should be established: competent Individuals 
should be protected; Government employees should be appointed not on the 
basis of personal or party allegriance, but on that of ability and past exp^^rlence; 
no one should be allowed to hold concurrent Jobs or to bo drawn into Government 
service through the exertion of purely personal Influence. 

4. The unity and independence of the judicial power should be guaranteed, pre¬ 
cluding it from political interference. The personnel in the courts of law should 
be Increased, their salaries and positions should be raisecl, the Judicial procedure 
should be slmplifled, and prisons should be reformeil. 

5. The supervisory system should be strictly enforced; corniptlon should be 
severely punished; facilities should be given to the people to accuse corrupt 

officials. 

6. Local self-government should be actively pushed forth, and popiilar elections 
beginning from the lower a<lmlnlstratlve units and gradually ascending to the 
highest unit should be carried out. Provincial, District, and Municipal Councils 
should be e-stablished throughout the country at an early date, and District Magls- 
trates should be elected by the people. 

In frontier provinces and districts where minority peoples live, the number 
of Provincial or District Councillors to be elected by these minority peoples should 
be fl.Ted according to the proportion they occupy In their respective provinces or 
districts. 

7. All national administrative matters which have to be carried out in the 
territory of a district which has attained complete self-government must be 
carried out under the supervision and control of the National Government. 

8. The powers of the Central and local Governments should be regulated on the 
basis of the principle of "a fair distribution of powers”. The local Governments 
may take such measures as are adapted to the special circumstances of the locali¬ 
ties concerned, but the regulations Issued by the Provincial and District Govern¬ 
ments must not contravene the latVs and decrees of the Central Government. 

IV. MtlJTABY AfFAIBS 

1. The army belongs to the State. It Is the duty of the soldier to protect the 
country and love the people and to Insure the unity both of military organization 
and of military command. 

2. All military establishments should be adapted to the needs of national de¬ 
fense. The military system should be reformetl In accordance with democratic 
Institutions and the circumstances of the nation. The army and political parties 
should be separated from each other; military and civil authority should bo vested 
Id different hands; military education should be Improved; equipment should be 
adequate; a sound personnel and finance system should be Introduced. All these 
should be done In order to create a modernized national army. 

3. The system of conscription should be Improved and made to apply fairly 
and throughout the whole country. Some form of the volunteer systeni should 
be maintained and Improved upon In order to meet the needs of a fully equipped 
army. 

4. All troops of the country should be reorganized Into a lesser number of units 
in accordance with the provisions of the “Military Reorganization Plan”. 

6. Preparations for the rehabUitation and employment of disbanded and reared 
officers and men should be made. The livelihood of disabled officers and men 
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should be guaranteed. The families of fallen officers and men should be provided 
for. 

6. A time limit should be set for the repatriation of the Japanese troops who 
have surrendered. Adequate measures should be put Into operation at an early 
date for the disbandment of puppet troops and the liquidation of roving armed 
bands. 

V. Fobeion Relations 

1. Tlie Atlantic Charter, the Cairo Declaraaon. the Moscow Four-Power Dec¬ 
laration. and the United Nations Organization Charter should be observed. China 
will take an active part In the UNO in order to preserve world peace. 

2. All remnants of Japanese influence in China should be extirpated according 
to the provisions of the Potsdam Declaration. The problem of Japan should be 
.solved in cooperation with other Allied Nations In order to prevent the resurgence 
of Japanese Fascist-militarist forces and to guarantee the security of the For 

Enfit. 

3. Friendly relations with the United States, the Soviet Union, the United 
Kingdom, France, and other democratic countries should be promoted; treaty 
obligations should be observed: and economic and cultural cooperation should 
be undertaken In order to work for the prosperity and progress of the world 
In conjunction with other countries. 

4. Commercial treaties, based on the principles of equality and reciprocity, 
should be concluded at an early date with other nations when necessary, and 
the position of Chinese residents overseas should be ameliorated. 

VI. EcoNosnes and Financ* 

1. A plan of economic reconstruction should be formulated In accordance with 
the teachings of Dr. Sun Yat-sen’s •industrial Planning", and the cooperation of 
foreign capital and technique should be welcome. 

2. Any enterprise which partakes of tlie nature of a monopoly or which cannot 
be undertaken by private Initiative should be classified as a state enterprise; 
the people should be encouraged to undertake all other enterprises. Such should 
bo the principles for the first stage of economic reconstnictlon, which must be 
effectively carried out. All existing measures should bo examined and Improved 
upon in the light of tills principle. 

3. In order to hasten the process of China’s Industrialization Uie Government 
should convene a National Economic Conference, to which will be Invited social 
leaders interested In the problem of economic reconstnictlon. In this way the 
Government will be able to sound out popular opinion and decide upon the 
measures to be taken. 

4. The development of "official cupltalism" should be forestalled. Government 
officials sliould he strictly forbidden to take advantage of their official position 
to Indulge In speculation and cornering, evade taxes, smuggle, embezzle public 
funds, and illegally make use of the means of transportation. 

6. Active preparations must be made for the construction of additional rail¬ 
roads and highways, harbors and bays, Irrigation and other projects. Subsidies 
should be granted to those who construct houses, schools, hospitals, and other 
public buildings. 

0. Farm rents and Interest rates must be effectively reduced. The rights of 
the lessee must be protected, and the payment of farm rents must be guaranteed. 
More and larger loans to farmers must be made available, and usury should be 
strictly prohibited. All these must be done In order to better the peasants' lot 
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The land law must be put into oi>eratlon so as to attain tiie objective of ‘‘He 
who tills the soil also owns it." 

7. Active measures should he taken to help tlie i>eople increase (heir produc¬ 
tive power by afforestation and the growth of grass, the conservation of water 
and soli, the development of animal husbandry, the reorganization and further 
development of agricultural cooperation, the expansion of agricultural experi- 
meutation and research, and the utilization of modem equipment and methods 
to kill locusts and other Insects. 

8. Lub<ir laws must be put Into operation. The conditions of labor must be 
improved; the bonus system should be put on trial; unemployment and disable¬ 
ment insurances should be started; child and female labor should be given ade¬ 
quate protection; more workers’ schools should be established in order to raise 
the cultural level of the working population. 

9. Law*s governing industrial association should be made at an early date, so 
that those engaged in Industrial undertakings may form tbelr own associations. 
Laws concerning factory management should be examined and revised on the 
assumption that there prevails a spirit of conciliation between capital and labor. 

10. Financial accounts siiould be made public. The budget system and annual 
accounts system should be strictly adopted. Public exi>enditure should be cur¬ 
tailed, and revenues and expenditures sliouhl be balanced. Central Government 
finance and local finance should be sharply differentiated. The currency should be 
deflated and the niooetary system should be stabilized. The raising of both 
domestic and foreign loans and the use to which they will be put should be made 
public and subject to popular supervision. 

11. The system of taxation should be reformed. All illegal taxes and extor¬ 
tions should be completely abolished. The various oflices for the collection of 
taxes should be amalgamated, and the procedure of collection should be sUnpU- 
fled. Progressive taxes should bo imposed on assets aud incomes. National 
banks should be enlisted with special economic tasks in order to help develop 
industry and agriculture. Assets which have escaped to foreign countries or 
have been frozen should be cuiumandeered to be used for the balancing of the 
budget 

VII. Education and Cui-tube 

1. The freedom of learning should be guaranteed. Beligious beliefs and 

cal Ideologies should not be allowed to interfere with school and college adminis¬ 
tration. 

2. Scientific research and arllstlc creation should be encouraged in order to 
raise the national cultural level. 

3. Compulsory education and social education should be made nation-wide; 
illiteracy should be actively wiped out. Professional education should be 
expanded In order to Increase the professional obiUty of the i>eople; normal educa¬ 
tion should be further deveIope<l in order to educate more quallflod teachers for 
compulsory education. The contents of the teaching malerlnl In the various 
grades of schools should be revised in the light of the democratic and scientific 
spirit. 

4. The proportion of the national budget to be devoted to education and cul¬ 
tural enterprises should be increased. The salaries aud retirement annuities 
of teachers In the various grades of schools should be reasonably Increased. Poor 
students should be subsidized, so that they can go to school and continue their 
studies. Endowments should be made for scientific research and creative literary 
and artistic work. 
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5. Privately endowed schools and cultural work among the people should be 
encouraged and subsidized. 

6. In order to promote national health encouragement and assistance should 
be given to all forms of child welfare, public health Installations should be made 
nation-wide, and physical exercise should be actively encouraged. 

7. The wartime censorships of the press, motion pictures, the drama, letters, 
and telegrams should he abolished. Assistance should be given to the development 
of businesses in connection with publications, newspapers, news agencies, the 
drama, and motion pictures. All news agents and cultural enterprises operated 
by the Government should serve the Interests of the entire nation. 

VIII. RKUABrriTATlOJJ AND RELIEF 

1. Social order in the liberated areas should be restored at an early date. 
The people must be relieved of all oppressions and sufferings which were heaped 
on them in the period of enemy occupation. The tendency for prices to rise 
in the llherated areas must be curbed. All corrupt practices of officials who were 
sent to the occupied territories to take over from the enemy should be severely 
punished. 

2. Railroads and highways should be quickly repaired. Inland and coastol 
shipping should be quickly restored. Those people who have migrated to the 
Interior In wartime must be helped by the government to return to their native 
districts. Homes and jobs should be found for them, if necessary. 

3. Good use must be made of the UNRRA supplies in order to relieve the war 
refugees; medical supplies must be distributed to them in order to cure and 
prevent diseases: seeds and fertilizers must be given them in order to restore 
farming. The authorities in charge of this work will be osslsted by popular 
agencies and organizations In the discharge of their duties. 

4. Factories and mines In the liberated areas must be quickly made operative; 
the property rights of the original owners must be protectod; work must be re¬ 
sumed at an early date, so that employment may be found for those without 
useful occupations. Enemy and puppet property should be properly disposed 
of in order to enable those factories and Individuals who have made significant 
contributions to the war of resistance In the Interior to take part In Its exploita¬ 
tion. 

6. The Yellow River must be quickly put under control. Other irrigation 
projects which have been damaged or allowed to lapse in the course of the war 
must be made good at an early dote. 

6. The Government’s decrees to stop conscription and exempt the people from 
the payment of agricultural taxes for one year must be carried out to the letter 
by the different grades of Government. No conscription or agricultural taxes 
under a different guise should be allowed. 

IX. CniNEBB Residents Ovebbeas 

1. Chinese residents overseas who have become destitute as a result of enemy 
oppression will be helped by the Government to reestablish their former busi¬ 
ness; those members of their families who may be living in China will receive 
proper relief. 

2. Assistance will be given to Chinese residents overseas who have returned 
to China in the last few years in the course of the war, so that they may go back 
to their former place of residence. Facilities will be provided for them for the 
recovery of their property and the reestablishment of their business. 
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3. All educational and cultural enterprises of Chinese residents overseas 
will be restored and active assistance will be given them by tl>e Government. 
Encouragement and assistance will be given to the children of Chinese residents 
overseas to come back to China for education. 

1. In those recovered areas where the local government is under dispute the 
status quo shall be maintained until a settlement is made according to Articles 
6, 7. and 8 of Chapter III on Political Problems in this program by tbe National 
Government after its reorganization. 

2. A Committee for the Protection of the People's Liberties will be formed, 
composed of representatives of tbe local Council, the Lawyers’ Association, 
and popular organizations. Financial assistance will be given to it by the 
Government. 

3. Revisions will be made. In the light of the usual practices in democratic 
countries, in the Citizen’s Oath-Taking and the examination of candidates for 
public olhccs. 

4. Membership of the Supreme Economic Council of the Executive Tuan should 
be Increased by the addition of economic experts representing the people at large 
and of experienced industrialists. 

5. It is recommended that the Government put an end to the policy of control 
over nitrate and sulphur, 

6. (a) Those workers originally employetl In factories which have been removed 
to the interior in tbe course of the war, who now find themselves unemployed 
due to the closing up of the factories as a result of the war, should be granted a 
certain amount of financial assistance by the Government. 

(b) Those factories which have made significant contributions to the manu¬ 
facture of military material in tbe course of the war should continue to receive 
Government patronage by the latter’s purchase of their ready-made articles 
and as much of their material as possible. 

7. The press law should be revised. The Regulations Governing the Registra¬ 
tion and Control of Newspapers, Magazines, and News Services In Times of 
Emergency; Provisional Regulations Governing Newspapers, News Agencies, Mag¬ 
azines, Motion Pictures, and Broadcasts In Liberated Areas; Regulations Gov¬ 
erning the Censorship of tbe Drama and Motion Pictures; Regulations Govern¬ 
ing the Censorship of Letters and Telegrams, and other regulations of a similar 
nature should be repealed. Amusement taxes and stamp taxes on motion pic¬ 
tures, drama, and concert tickets should be lightened. 


66 

Resolution on Military Problems A.do'pted by the Political Consultative 

Conference^ January 1916* 

L Fundamental principles for the creation of a national army, 

1. The army belongs to the SUte. It Is the duty of the soldier to protect 
the cotmtry and love the people. 


* Printed also lo China Bankbook, p. 745. 
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2. The armj shall be established io response to the necessities of national 
defense. Its qnallty and equipment shall be Improved in the light of the progress 
made In general education, science, and Industry. 

3. The military system shall be reforme<l in the light of the democratic Institu¬ 
tions and actual conditions prevailing at the time. 

4. The .system of conscription shall be reformed und applied fairly and uni¬ 
versally, Some form of the volunteer system shall be preserved and reforms 
shall be Introduced in order to meet the requirements of a fully equipped army. 

5. Military education shall be conducted in the light of the foregoing principles, 
and shall forever be dissociated from party afBlintions and personal allegiance. 

II. Flmdnroental principles for the reorganization of the army. 

1. Separation of army and party 

A. All political parties shall be forbidden to carry on party activities, whether 
open or secret, In the army. So shall be all cliques based on personal relations or 
of a territorial nature. 

B. All soldiers on active service who owe allegiance to any political party may 
not Lake part In the party activities of the district In which they are stationed, 
when they are on duty. 

C. No party or Individual may make use of the army as an instrument of 
political rivalry. 

D. No Illegal orgnulzatious and activities may be allowed In the army. 

2. SeparutioD of civil and military authorities. 

A. No soldier on active service in the army may serve concurrently as civil 
officials. 

B. The country shall be divided Into military districts, which shall bo made 
not to coincide with administrative districts as far as possible. 

C. 'fhe army shall be strictly forbidden to interfere in political affairs. 

in. Methods aiming at the civilian control of the army. 

1. When the preliminary measures for the reorganization of the army have 
been completed, the National Military Council shall be reorganized into a Min¬ 
istry of National Defense under the Executive Yuan. 

2. The Minister of National Defense shall not necessarily be a soldier. 

3. The number of troops and military expenditure shall be decided upon by 
the Elxccutive Yuan and passed by the Legislative Yuan. 

4. All troops shall be under Uie unllled control of the Ministry of National 
Defense. 

6. A Military Committee shall be established within the Ministry of National 
Defense to be charged with the double duty of drawing up schemes for the crea¬ 
tion of a national army and of seeing to it that the schemes are faithfully carried 
out. Members of the Committee shall be drawn from various circles. 

IV, Practical methods for the reorganization of the army, 

1. The three-man military commission shall proceed according to schedule and 
agree upon practical methods for the reorganization of the Communist troops 
at an early date. The reorganizatlou must be completed as soon as possible. 

2. The Government troops should be reorganized, according to the plan laid 
down by the Ministry of War, Into ninety (90) divisions. The reorganization 
should be completed within six (6) months. 

8. When the reorganizations envisaged In paragraphs 1 and 2 have been com¬ 
pleted. all troops of the country should be again reorganized Into fifty (60) or 
sixty (00) divisions. 
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4, A commission for the superrislon of the reorgnnizatlon plan shall be estab* 
llshed within the National Military Council. Members of the commission shall 
be drawn from various circles. 


67 

Affrcement on the National Assembly by S^h-Committee of the 

Political Consultative Conference 

Based on the resolution on this subject Introduced by the Government rep¬ 
resentatives* the following agreement on the National Assembly was reached 
in the PCC Sub-Committee dealing with this problem by the various delegations: 

1. That the Nationol Assembly shall be convened on May 5,1946. 

2. That the power of the National Assembly is to adopt the Constitution. 

3. That the Constitution shall be adopted by a vote of tliree-fourths of the 
delegates present. 

4. That the 1,200 geographical and vocational delegates, who have been or 
are going to be elected according to the electoral luw of the National Assembly, 
shall be retained. 

5. That the geographical and vocational delegates for the Northeast provinces 
and Taiwan shall be Increased by 150. 

6. That 700 seats shall be added to the National A.sseinbly and they shall be 
apportioned among the various parties and social leaders. The ratio of appor¬ 
tionment shall be decided later* 

7. That the total number of delegates to the Nadonnl Assembly shall be 2,050. 

8. That the organ to enforce the Constitution shall be elected six months after 
the Constitution is adopted. 

68 

Resolution on the Draft Constitution Adopted by the Political 

Consultative Conference^ January 19!fi ^ 

1. Establishment of a Reviewing Committee, 

1, Vamc: Committee for the Reviewing of the Draft Constitution. 

2, Orffanlsatiort: The Committee will have a total membersbip of twenty-five 
(25). of whom five (6) will represent each of the five groups composing the 
Political Consultation Conference, In addition, ten (10) technical experts out¬ 
side of the PCO will bo invited to take part in the work of the Committee. In 
selecting the technical experts reference should be made to the membersbip lists 
of the Association for tlie Promotion of Ooustitutlonalism and the Association 
to Aissist the Inauguration of Constitutionalism, 

3, Functions: The PCC will establish the Committee for the Reviewing of the 
Draft Constitution, which will draw up a comprehensive scheme for the revision 
of the 1030 Draft Constitution on the basis of the principles recommended by the 
PCO and In the light of tlie recommendations made by the Association for the 
Promotion of Constitutionalism and the Association to Assist the Inauguration 
of C>>n8tltutlonansm and opinions advanced by various other quarters. This 


^ Prloted also In China Bandhook, l9S7-t9fSt pp. 746-747. 
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schome will be submitted to the National Assembly for adoption. It may also be 
laid before the PCC for discussion, if necessary. 

4. Duration: Two months. 

II. Principles to be applied in the revision of the Draft Constitution. 

1. Concerning the National Assembly. 

A. The entire electorate, when they exercise the rights of election, Initiative, 
referendum, and recall, are called the National Assembly. 

II. Pending the election of tlie President by universal suffrage, he shall be 
elected by an electoral body composed of the District, Provincial, and National 
Representative Assemblies. 

C. The recall of the President Is to be effected by the same means as that 
employed in his election. 

D. The e.xercise of the rights of initiative and referendum will be deflne<l by 
appropriate laws. 

Note: Tiie convocation of the first National Assembly will form the subject of 
discussion by the PCC. 

2. Concerning the Legislative Yuan: The Legislative Yuan will be the supreme 
law-making body of the State and will be elected by the electorate. This function 
correspon<ls to those of a Parliament in a democratic country. 

3. Concerning the Control Yuan: The Control Tuan will be the supreme organ 
of control of the State and will be elected by the Provincial Assemblies and the 
Assemblies of the Self-Governing Areas of Minority Peoples. It will exercise the 
functions of consent, impeachment, and control. 

4. Concerning the .ludicial Yuan: The Judicial Yuan will be the Supreme Court 
of the State, and will not be responsible for Judicial administration. It will be 
composed of n specified number of Justices, who will be appointed on the nomina¬ 
tion of the President of the National Government and with the consent of the 
Control Yuan, The different grades of Judges shall all be without party 
nfililntlons. 

C. Concerning the Examination Yuan: The Examination Yuan will be in the 
form of n committee, whose members will be appointed on the nomination of the 
President of the National Government and with the consent of the Control Yuan. 
Its functions will be mainly to examine candidates for civil service and technical 
experts. Members of tha Examination Yuan shall be without party afflUatlons. 

6. Concerning the Executive Yuan. 

A. The Executive Yuan Is the supreme executive organ of the State. The 
President of the Executive Yuan Is to be appointed on the nomination of the 
President of the National Government and with the consent of the Legislative 
Yuan. The Executive Yuan Is to be responsible to the Legislative Yuan. 

B. If the Legislative Yuan has no confidence in the Executive Yuan as a 
whole, the latter may cither resign or osk the President of the National Gov¬ 
ernment to dissolve the former. But the same President of the Elxecutive 
Yuan may not ask for the dissolution of the Legislative Yuan for a second 
time. 

7. Concerning the Presidency of the National Government, 

A. The President of the National Government may promulgate emergency 
decrees according to law when the Executive Yuan has so decided. But the 
action must be reported to the Legislative Yuan within one month. 
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B. Tbe right of the President of the National Government to call the Presi¬ 
dents of the Executive. Legislative, Judicial, Examination, and Control Yuan 
Into conference need not be written into the Constitution. 

8. Concerning the system of local government. 

A. The Province is to be regarded as the highest unit of local self-govemnaent. 

B. The powers of the Province and the Central Government will be divided 
according to the principle of “a fair distribution of power.'* 

C. The Provincial Governor is to be elected by the people. 

D. The Province may have a Provincial Constitution, which, however, must 
not contravene tbe provisions of the National Constitution. 

9. Concerning the rights and duties of the people. 

A. All freedoms and rights which ore generally enjoyed by the peoples of 
democratic countries should be protected by the Constitution and should not be 
illegally encroached ui>on. 

B. If the freedom of the people is to he deiined by low. It must be done for 
its protection and not with a view to restricting It. 

C. Labor service should be provided for in the Law on liocal Self-Government, 
and not written Into the National Constitution. 

D. The right of self-government must be guaranteed to minority peoples who 
live together in one particular locality. 

10. A separate chapter on elections should be provided in the Constitution. 
Only those twenti’-three years of age or over have the right to be elected. 

11. Concerning fundamental national policies: A separate chapter in the Con¬ 
stitution should be devoted to fundamental national policies, including items 
on national defense, foreign relations, national economy, culture, and education. 

A. Tlie aim of national defense is to guarantee the safety of the Nation arid 
preserve the peace of the world. All members of the Army, Navy, and Air 
Forces should be loyal to the State, love the people, and rise above all personal, 
territorial, and party atflliations. 

B. Foreign relations should be carried on in a spirit of independence. 
Friendly relations with foreign countries should be promoted, treaty obligations 
carried out, the Charter of the United Nations Organization observed, Inter¬ 
national cooperation fostered, and world peace guaranteed. 

O. Dr. Sun Yat-scn’s principle of economic democracy (the Min Sen Chu I) 
should serve as tlie basis of the national economy. Tlie State must see to it 
that he who tills the soil also owns it; that workers have Jobs: and that enter¬ 
prisers have ample opportunities to carry on their business. Tliese things must 
be done in order to attain the twin objective of fairness and sufSciency In the 
national economy and the people's livelihood. 

D. It should be the aim of culture and education to foster the growth of the 
national spirit, the democratic attitude of mind, and sclentiflc knowledge and 
technique. Tbe general cultural level of the people should he universally raised ; 
equality of educational opportunity should be made a reality: freedom of learn¬ 
ing should be guaranteed; and scientifle development should be pushed forth with 
vigor. 

Note: The provisions In tlie Constitution relative to paragraphs (a), (b), (c), 
and (d) should not go too much Into detail. 

12. Concerning amendments to the Constitution : The right to amend the Consti¬ 
tution shall be vested In a Joint conference of tbe Legislative and Control Yuan. 
The proposed amendments should be passed by that body in which is vested the 
right to elect the President of the National Government. 
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Press Release hy Military Sub-Committee Concerning Agreement on 

Basis for Military Reorganization and Integration of Com/munist 
Forces into National Army^ February 26,19^6^ 

We, Goneral Chaup Chlh Cbuiig, representative ot the Government and Gen¬ 
eral Chou En-lal, representative of the Chinese Communist Party, constituting 
the Military Sub-Coramlttee of which General Marshall is advisor have been 
authorized to announce that an agreement has been reached on the basts for 
military reorganiaitlon and for the Integration of the Communist forces into 
the National Army. 

The Military Sub-Committee is now preparing the detailed measures to carry 
the terms of tlie agreement Into execution. The Executive Hendcjuarters at 
Peiping will be charged with the responsibility of transmitting the necessary 
orders to the troops in the field and with supervision of their execution. 

These measures will be carried out over a period of 18 months so as to Insure 
a minimum of dilliculty. 

The object of the agreiunent Is to facilitate the economic rehabilitation of 
China and at the same time to furnish a basis for the development of an effective 
military force capable of safeguarding the security of the nation, Including 
provisions to safeguard the rights of the people from military interference. 

The articles of agreement follow: 

Basis for Miijtart RijOROANiZAXioN and for the Integration of the 
Communist Forces Into the National Armt 

Abticix I— Command 

Section 1. The President of the Republic of China being the Commander-In- 
Chief of the Armed Forces ot the Republic of China exercises command through 
the Ministry of National Defense (or National Military Council). The com¬ 
manders of the army groups and of the separate armies and the directors of the 
service areas herein provided for shall report to the Commander-In-Chief through 
the Ministry of National Defense (or National Military Council). 

Section 2. The Comniandcr-ln-Cblef shall have the power to appoint and re¬ 
lieve all subordinate officers provided, however, that in the event It becomes 
necessary during the process of the reorganization of the military forces to re¬ 
lieve the commander of any Communlst-Icd unit or any Communist officer holding 
other position, the Commnnder-in-Chief shall appoint In the place of the officer 
relieved an officer nominated by the senior (Communist member of the government. 

AancLE II— Fdncttonb and Restbictions 

Section 1. The primary function of the Army shall be to defend the Republic 
in time of war. In time of peace the principal function of the Army shall be 
training. It may be employed however, to quell domestic disorders, but only as 
provided in Section 2 of this article. 

Section 2. When, in the event of domestic disorders, the governor of a province 
shall have certified to the 0>nacU of State that the local civil police, and the 
Peace Preservation Corps have been unable to cope with the situation, the Pres- 

* Printed also In China Uanibook, t9S7~i$i6, pp. 780-768. 
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ideot, in his capacity as commander-ln^chlcf, shall, with the approval of the 
Council of State, employ the army to restore order. 

Article III —Oeganization 

Section 1. The army shall consist of armies of three divisions each with sup- 
porting troops not to exceed 15^ of their total strength. At the conclusion of 
12 months the armies shall consist of 108 divisions of not to exceed 14.000 men 
each. Of these, 18 shall be formed from Communist Forces. 

Section 2. China shall be divided into 8 service areas under directors respon¬ 
sible to the Minister of National Defense (or National Military Council) for the 
following functions within their respective areas: 

The supply, quartering and pay of all military units located within the areas; 

The storage, reconditioning and Issue of the weapons and equipment collected 

from demobilized troops within the area ; 

The processing of demohlUxod officers and enlisted personnel within the area 
and the continued processing of demobilised officers and enlisted personnel 
passing through the area en route to their homes or other designated destinations; 

The processing and elementary training of individual recruits received within 
the area as replacements for the armies; 

The supply of military schools within the area ; 

The service area directors shall have no authority or control over the armies 
located within their areas and they are specifically prohibited from Interfering 
with or InflueociDg In any way whatsoever civil administration or affairs; 

Each army commander withlu a particular service area shall maintain Id the 
service area headquarters his own representative to insure that the needs of the 
forces under his command are fully and expeditiously met; 

There shall be a meeting every second month within each service area and 
presided over by the service area director. These meetings shall be attended by 
the army and division commanders, or their duly appointed representatives, of 
each army located within that area. A representative of the Ministry of National 
Defense (or National Military Council) shall also be present. The Instructions 
of the Ministry of National Defense (or National Military Council) shall be 
presented, and the state of supply and similar matters of the service area dis¬ 
cussed. 

Article IV— Demobilixation 

Section J. During the 12 months Immediately following the promulgation of 
this agreement the Government shall demobilize all units in excess of 90 dlvt- 
Kions and the Communist Party shall demobilize oil units In excess of 18 divisions. 
The demobilization shall start Immediately and shall proceed at the rate of 
approximately one twelfth of the total number to be demobilized during; each 
month. 

The Government shall prepare within three weeks of the promulgation of this 
agreement, a list of the 90 divisions to be retained and the order of demohillzu- 
tlon of units during the first two months. The Communist Party shall prepare 
within three weeks of the promulgation of this agreement, a complete list of Us 
military units stating character, strength, armament, names of brigades and 
higher commanders and location of units. This report shall include a list of 
the 18 divisions to be retained and the order of demobilization during the first 
two months. These lists shall be submitted to the Military Sub*Commlttee. 
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Six weeks after the promaltratlon of this agreement the Communist Party 
shall submit to the Military Sob-Committee a complete list of the army units 
to be (leraoblllzed and the Govemraent shall submit a similar list. 

On receipt of the foregoing lists and documents the Military Sub-Committee 
shall prepare a detailed plan for the execution of this agreement and submit it 
for the approval of both parties. After such approval the lists, documents and 
plan shall be transmitted to the Ministry of National Defense (or National Mili¬ 
tary Council). 

Scclion 2. The arms and equipment of the army units demobilized may be 
utilized to complete the arms and equipment of the army units to be retained in 
service. A detailed statement of such transfers will be submitted to the Ministry 
of National Defense (or National Military Council) by the Executive Head¬ 
quarters. The surplus material will be stored as directed by that Ministry (or 
Council). 

Sceffon 5. In order to prevent large scale hardship or lawlessness arising as 
a result of the demobilization, the Oovernment and the Communist Party shall 
initially provide for the supply movement and employment of their respective 
demobilized personnel. The Government shall take over unified control of these 
matters ns soon as practicable. 

Section 4. During the 6 months following the first 12 months the National 
divisions shall be further reduced to 50 and the Commnnist divisions shall be 
further reduced to 10 making a total of 60 divisions to be organized into 20 
armies. 

Abticle V—Inteqratioii and Deplotment 

Section /. During the first 12 months after the promulgation of this agreement 
there shall be organized 4 army groups each consisting of 1 National and 1 Com¬ 
munist army. Each army shall consist of 3 divisions. The schedule for estab¬ 
lishing those army groups shall be as follows: One army group shall be organized 
during the 7th month; another the 0th month; another the lOtb month; and an¬ 
other the 11th month. The staffs of the army groups shall consist of opproxlmately 
one half National and one half Communist staff officers. 

Section 2. The deployment of the armies at the end of the first 12 months shall 
he ns follows: 

Northeast China —6 armies each consisting of 3 National divisions, each army 
with a National commander and 1 army consisting of 3 Communist divisions with 
a Communist commander—total 6 armies. 

A'orihtcesf China —5 armies each consIsUng of 8 National divisions each with 
a National commander—total 6 armies. 

North Chinor^ armies each consisting of 3 National divisions, each with a 
National commander; and 4 army groups each consisting of 1 National and 1 
Communist army of 3 divisions. 2 army group commanders shall be National 
officers end 2 army group commanders shall be Communist officers—total 11 
armies. 

Central China—9 armies each consisting of 3 National divisions, each with a 
National commander; and 1 army consisting of 3 Communist divisions, with a 
Communist commander—total 10 armies. 

South China {includinff Formosa)—4 armies each consisting of 3 National 
divisions, each with a National commandex^total 4 armies. 

Section S. During the following 6 months the 4 army groups referred to In Sec¬ 
tion 2 above shall be reorganized, creating 4 separate armies each consisting of 1 
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National and 2 Communist dlTlsions and 2 separate armies each consisting of 2 
National and 1 Communist divisions. Thereafter, the organization of artny 
groups shall be terminated. 

Section 4. The deployment of the armies at the end of the second 6 months 
(i. e. at the end of a toul of 18 months) shall be as follows : 

Northeast China —1 army consisting of 2 National and 1 Communist Divisions 
with a National commander and 4 armies each consisting of 3 National divisions, 
each with a National commander—total 6 armies. 

Northicest China —3 armies each consisting of 3 National Divisions each with 
a National commander—total 3 armies. 

North China —3 armies each consisting of 1 National and 2 Communist divi¬ 
sions, each with a Communist commander; 1 army consisting of 2 National and 
1 Communist divisions with a National commander; and 2 armies each consisting 
of 3 National divisions, each with a National commander—total 6 armies. 

Central China —1 army consisting of 1 Notional and 2 Communist divisions with 
a Communist commander and 3 armies each consisting of 3 National divisions, 
each with a National commander—total 4 armies. 

South China {including Formosa)—2 armies each consisting of 3 National 
divisions, each with a National commander—total 2 armies. 

Abticix VI —Peace Pbeservation Corps 

Section 1. Each province shall be authorized to maintain a Peace Preservation 
Corps in proportion to the population of the province but the strength of the 
Corps for any one province shall not exceed 15,000 men. After It has become 
apparent that the civil police of any province have been unable to cope with 
the situation, the governor of that province Is authorized to employ this Corps 
to quell civil disorders. 

Section S. The armament of the Peace Preservation Corps shall be restricted to 
the pistol, the rifle and the automatic rifle. 

Article VII —Special Provisions 

Section I. Executive Headquarters 

The Executive Headquarters created In the agreement of the Committee of 
Three, signed 10 January 1046, shall be the agency through which this agreement 
shall be Implemented. 

Section 2. Common Uniform 

A common distinctive uniform for the reorganized military forces of China 
shall be adopted for wear by all officers and enlisted men of the Army of the 
Bepubllc of China. 

Sections. Personnel System 

An adequate personnel system shall be established and the name, grade and 
assignment of each officer of tlie Army shall be carried on a single lUt without 

I>olitlcal prejudice. 

Section 4. Special Armed Forces 

Neither the Oovemment nor any political party nor any group or association 
shall maintain, or In any way support, any secret or ladei>endent armed force, 
after the effective date of this agreement. 
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Section 5. Puifpet and Irregular Troop$ 

All troops wltlch were maintained In China under the sponsorship, directly 
or Indirectly, of Jnpnn and all troops maintained by persons or factions other 
than the Government or Communist Party shall be disarmed and disbanded as 
soon ns possible. The detailed plan (Article VIII, Section 1) shall provide for 
the execution of the provisions of this section In a definitely limited period of 
time. 

Article VIII— General 

Section 1. Upon approval of this agreement by Generalissimo Chlang Kai- 
shek and Chinese Communist Party Chairman Mao Tse-tung there shall be pre¬ 
pared and submitted to them for approval by the Military Sub-Committee a de¬ 
tailed plan of the schedules, regulations and specific measures to govern the 
execution of the provisions of this agreement. 

Section 2. It is understood and agreed that the detailed plans above referred 
to shall provide that the demobilization shall start at the earliest practical date; 
that the organization of service areas shall be Instituted gradually and that the 
detailed procedure of the integration of armies shall be carrleil out under the 
provisions of Article V. 

It Is further understood and agreed that during the Initial period of transition, 
the Government and the Communist party shall be responsible for the good order, 
the supply of their respective troops and for their prompt and full compliance 
with the instructions issued to them by the Elxecntlve Headquarters. 

General Chano CmH Chvro 
Repretentathe of the Oovemment 
General Ohod En-lai 

Repreeentative of the Chlnete CommunUt Party 

General Geobqc C. Marshall 

Advisor 

Chunokino, China 

February 25,10^6 
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Memorandum by the Militaty Sub-Committee^ March 16y 19^6 

1. The “Basis for Military Reoboanieation anp for the Inteoration or tub 
C kiMkniNiBT Forces Into the National Army,’* constitutes the general directive 
to Executive Headquarters covering demobilization, redeployment, ami 
integration. 

2. Elxccutive Headquarters will be the medium for the execution of the Basic 
Plan. The Headquarters will form a Control Group for planning and for super¬ 
vising the execution of the orders of the Executive Headquarters in these mat¬ 
ters. This group will be composed of Govcrnmeiit, Communist and U. S. military 
personnel. Executive Headquarters will utilize combined field t<»mB to super¬ 
vise on the ground for demoblUzation, redeployment and Integration of the 
Government and Communist troops. 

8. The reports required by the Basic Plan will form the basis for detailed 
plans and schedules prepared at Executive Headquarters. 

4. The demobilization will require the gradual elimination of Military Com¬ 
mands on a higher level than Army headquarters. 
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5. Puppet units wiH l>e dishanOed complete by D-Day plus 3 months. Military 
equipment and munitions in the hands of these units will be hirne<l in to the 
local Service Area if established, or ns directed by Executive Headquarters. 

6. Executive Headquarters will direct each division tlesignated to be retained 
by the Government or the Communist Party to as-semble in Its general area, and 
initiate a 12 week's basic training program pending receipt of more detailed 
Instructions. 

7. A school of elementary instruction for the 10 Communist Divisions desig¬ 
nated for Army integration in the last six months, will he organized under the 
guidance of the Interim Military Advisory Group of the U. S. Army to conduct 
a series of basic courses of 3 months duration In organization, training procedure, 
and administration. Planning for Uie schools will be coordiiiate<l with Executive 
Headquarters. 

8. Movements to eflfect the necessary redeployment and integration will be or- 
dered by Executive Headquarters in accordance with tlie general directive of the 
Ministry of National Defense (or National Military Council). The logistic re¬ 
quirements for the demobilization, redeployment and integration will be coor¬ 
dinated with the Ministry of National Defense (or National Military Council). 
Executive Headquarters Is authorized to deal direct with Directors of the Serv- 
ice Areas regarding logistic problems. 

9. Executive Headquarters will prepare the detailed logistic and administrative 
plans for personnel to be demobilized. 

General Chano Chih Chuno 
Representative of the National Oovemment 
General Cnotj En-Lai 

Representative of the C/i»nc«e Communist Party 
General A. C. Gilixm. Jr. 

Representing General O. 0. Alarshall 


Chunskiko, Ohiha 
16 March 1946 
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Affrecment on Est.ahlijih'nient of the Executive Headquarters^ Signed 

at Chungking^ January JO^ 


Pekaxcdix 

By Joint agreement, we, General Chang Chun, authorized representative of 
the NaUonal Government, and General Cliou En-lal, authorized representative 
of the Chinese Commonlst Party, do hereby establish, with the approval of the 
National Government of China, an ExecuUve Headquarters empowered to imple¬ 
ment the agreements for the cessation of hostilities. 

FtTWCTIONS 

The Executive Headquarters will Implement the agreed policies for the ces¬ 
sation of hostilities. The Headquarters will submit recommendations covering 
necessary additional subsidiary agreements to Insure more elTectlve implemen¬ 
tation of the cessation of hostilities orders; such recommendations to include 
measures for the disarmament of the Japanese forces, restoraUon of lines of 
commanicatlon and coordination of the movement of Japanese soldiers to the 
coast for repatriation. The formal Instructions unanimously agreed upon 
by the three Commissioners will be Issued in the name of the President of the 
Bepnblic of China. 
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Oboanization 

The Executive Headquarters will consist of three Commissioners with au¬ 
thority to rote, and to negotiate among themselves; one to represent the Chinese 
National Government; one to represent tlie Chinese Communist Party and one 
to represent the United States of America. The United States Commissioner 
will be Invited to be the chairman. 

Tlie Headquarters will have within Itself as its implementing agency a group 
to be called the Operations Section composed of the number of officers and men 
required to supervise in the held the various agreements, and to render the 
required reports. The National Government and the Chinese Communist Party 
will have an equal number of personnel In the Operations Section. 

There w’ill be included within the Executive Headquarters the necessary 
secretarial staff to support tlie Headquarters. 

Boosino and Suppi-t 

The National Government will furnish adequate living and office accommo¬ 
dations for the Executive Headquarters. The National Government will also 
furnish the subsistence for this Headquarters. Over all security will be fur¬ 
nished by tbe local authorities. Immc<Ilate security for offices, quarters, and 
Installations will be provided by small units of each Army as required and 
agreed upon. 

Location 

Tbe Executive Headquarters will be located initially at Peiping. 

Pbocedube 

The Executive Headquarters will operate as tlie executives of the National 
Government, the Chinese Communist Party, and the United States respectively. 

The three commissioners shall each have one vote. All action must be by 
unanimous agreement. 

Tbe Executive Headquarters will issue the necessary formal orders, direc¬ 
tives, and Instructions in the name of the President of the Republic of China. 

Daily reports will be prepared by the Operations Section to be rendered by 
the commissioners to their respective chiefs. 

The Executive Headquarters will operate through its Operations Section. 

The Operations Section will have a United States Army Officer as its director. 

The Operations Section will supervise the publication and dissemination of 
all orders, directives, and Instructions to all forces concerned. 

The Operations Section may establish sub-stalions and will dispatch super- 
vlsory and reporting teams as required to implement the policies and agreements. 

The National Government, the Chinese Communist Party, and the United 
States may each maintain independent signal communications at the location of 
the Executive Headquarters. 

DUBATION of AUTHOaiTT 

The Executive Headquarters shall remain in existence and operate until this 
agreement is rescinded by the President of the Republic of China or the Chair¬ 
man of the Central Committee of the Chinese Communist Party after due noti¬ 
fication to the other party. 

Chano Chun 
Chou Eh-lai 
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71 (b) 

The Committee of Three to Generalissimo Chiang Kai-shek^ 

Chungking^ January 10^ 19^ 


Oboa«i2ation of EIxecutive Ueadquabtebs 

The approval by Your Eicelleocy and Chairman Mao Tse-tung of the directive 
to cease hostilities makes it mandatory that the Executive Headquarters become 
operational at once. The Headquarters should be kept as small as possible for 
coDTeoieoce and celerity of operation. 

Mr. Walter S. Robertson, who has been nominated as the American Commls- 
sioner of the Executive Headquarters, will have initially a staff of not to exceed 
four i)erson8; a political advisor, an aide, a stenographer, and a translator. 

The Operations Section, under Colonel Henry A. Byroade, must contain the 
necessary personnel to operate various sub-headquarters In critical areas, main¬ 
tain communications, furnish the required office and housekeeping overhead, etc. 
The American portion of this Section is initially planned to consist of approxi¬ 
mately 20 American officers, 08 enlisted men, and 30 Chinese civilian employees. 

Attached is tlie type of organization Colonel Byroade has planned for the 
American portion of the Operations Section. Request that you provide, as a 
matter of urgency, a similar group for the National Government’s staff of the 
Oi>eratlons Section. 

Colonel Byroade will go to Peiping on 11 January 104C to establish the Execu¬ 
tive Headquarters and to assemble the American personnel. 

Mr. Robertson will be ready to depart on 13 January 1&46. It would be most 
advanugeous If the Commissioner of the National Government, as weU as the 
Communist Commissioner, could be prepared for departure together. General 
Marshall will provide his personal C-54 aircraft for this purpose. 

The staffs for the Executive Headquarters and Operations Section should be 
organized Immediately. The NaUonal Government and the Communist Party 
staffs should each, at least as a beginning, consist of not more than forty officers 
and ninety enlisted men. 

It is very imimrtant that adequate facilities be available before arrival of this 
personnel. It is therefore recommended that tlie personnel to be assigned to 
the OperaUous Section be scheduled to start arrival In Peiping on 15 January. 
At least half of this personnel should have reported in Peiping by 19 January 

and the remainder not later than 26 January 1946. 

A similar memorandum Is being forwarded to Chairman Mao Tse-tung. 

Chano Chun 

Chou EN-iAt 

G. C. Marsualx 

71 (c) 


Memorandum, on Operations of the Executive Headquarters 

The Executive Headquarters was established at Peiping as the agency to 
implement the cessation of hostilities agreement signed at Chungking on Jan¬ 
uary 10. 1946. and began Its official funcUons on January 14. The functions or 
the Executive Headquarters were set forth In the document providing for lU 
establishment as follows: 


* Not printed. 
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•‘The Kxecutive Headquarters will implemeiit the agreed iwlicles for the 
cessation of bostilUies. The Headquarters will submit recommendatloos cover¬ 
ing necessary additioual subsidiary agreements to ensure more effective Ituple- 
inontation of the cessation of hostilities orders; such recommendations to include 
measures for the disarmament of the Japanese forces, restoration of lines of 
communlciition and coordination of the movement of Japanese soldiers to the 
coast for repatriation. The formal instructions unanimously agreed upon by 
the three Commissioners will be issued in the name of the President of the Kepubllc 
of China.” 

The Executive Headquarters was beaded by three Commissioners: Lieutenant 
General Cheng Kal-min, representing the National Government. Lieutenant Gen¬ 
eral Yeb Chien-ylng. representing the Chinese Communist Party, and Mr. Walter 
S. Robertson, American Churg6 d'Affalres, representing the United States and 
serving as Chairman. Decisions by the three Commissioners had to be unani¬ 
mous, as stated in the agreement, and it was envisaged that matters on which 
they were unable to reach agreement would he referred to the Committee of 
Three for decision, n procedure which was ultimately followed. Immediately 
under the three Commissioners and directly responsible to them was a Director 
of Operations. In accordance with the agreement for the establishment of the 
Headquarters, a United States Army ofBcer, llrlgndler General Henry A. Byroade, 
wus named as the Director of Operations. The Oi>erntion8 Division served as 
the Implementing agency within the Headquarters for the execution of Its 
decisions nnd directives. Various sections were established under the Operations 
Division: Plans nnd Operations Section, Logistics and Supply Section, Conflict 
Control Group, Communication Group, Army Reorganization Group and Public 
Relations Group. United States Army planes provided the transportation 
fucillties for the movement of personnel and supplies between Peiping nnd the 
various points to which field teams were sent. In the absence of normal com¬ 
munications in China, the only possible means of transportation to the locations 
of practically all the field tennis was by plane. 

The key personnel In the functioning of the Executive Headquarters over wide¬ 
spread areas In China were the members of the field teams. Tlioy were composed 
of one representative of each of the three branches of the Headquarters and each 
branch lncludo<l In its field team membership communications and Interpreting 
personnel. These teams were sent to areas of contUct or threatened conflict to 
halt or prevent hostilities. Practical experience in the field revealed that the 
efTectlvenoss of the field teams could be hampered ond necessary Investigations 
actually blocked in cases where one Chinese member of the team votoetl any 
proposal which might be disadvantageous to his side. When the United States 
branch of the Headquarters proposed, therefore, a revision of this requirement 
of unanimity In order to permit the United States team member as chairman to 
break a deadlock and direct the movement of the team for the purpose of Inves¬ 
tigating reported violations of the cessation of hostilities agreement—not In¬ 
cluding the results of the investigation or the action to be taken—the National 
Government branch approved this proposal but the Communist branch would 
not agree. At the beginning of May, as tbo Headquarters was being faced with 
increased Instances of the blocking of team investigations by the refusal of the 
Communist team members to agree on the movement of tho teams, the United 
States branch proposed that decision for investigation bo reached by a majority 
vote. Tbo National Government branch agreed to this proposal but the Com- 
mnnlst branch again refused to assent on tbo basis that this was contrary to 
the principle of unanimity under which the Headquarters operated. 
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Kacb Chinese side, in api>roucblug problems at issue, both In the Executive 
HeadQuariers nnd iu the field, was too often intent upon protracted debate de¬ 
signed to wring tbe lust possible advantage to Its cause from the arpmicnt. 
rather than being Interested iu broad principles and compromise In order to 
create a spirit conducive to tbe settlement of differences between tbe two sides. 
One side or the other would be willing to block all investigation of reported vio¬ 
lations of the cessation of hostilities order unless it received a quid pro quo from 
the rival party, even though there would be no relation between the incidents 
under discussion. Distrust betwwu tbe two sides was further heightened b\ 
incidents involving field teams. The Communists complained that their team 
members were on several occasions arrested ami beaten and that in some cases 
their representatives had been kidnapped and bad not been beard of since their 
disappearance. In two cases Communist forces fired on and killed National 
Government team members and iu another incident the United States member of 
a field team was wounded slightly by a Communist sniper’s bullet. Each side 
apparently organized mass demonstrations in the areas under Its control for tbe 
purpose of propagandizing the field teams. Such demonstrations sometimes grew 
out of band and resulted In incident.s leading to near attacks on members of tbe 
teams. While these incidents in themselves should not be magnified out of pro¬ 
portion, they were Indicative of tbe blttarness between the two Chinese parties 
and show some of the difiicultlcs under which the Executive Headquarters and 
its field teams functioned. 

High praise can be given to tbe United States meini)ers of the field teams, 
who Were often stationed In isolated places under primitive and difficult 
living conditions. The fluid teams were the key personnel in elTectlDg tbe 
cessation of hostilities nnd It was they who supervised on the spot tbe carrying 
out of the directives issued by the Executive Headquarters. United States 
members of the teams were often under fire, travelled by jeep over near-lui- 
pa6sai)lc roads in tbe performance of their duties and in many ways ucconi- 
plished miracles In tbeir efforts to bring about cooperation between the two 
Cblneso sides. 

Every effort was made to ensure the Impartiality of tbe United States menj- 
bers of the field teams, as tbeir usefulness would have ODdc<) if they wore felt 
to be biased. There was Inevitably feeling, from time to time, tiiat some United 
States team members bad shown partiality, the majority of such accusations 
coming from the Communist side. It was believed, however, that this arose 
chiefly Uirough Communist Party press and radio propaganda directed against 
United States aid to the Kuotnintang, which, not always adhering too closely to 
the truth, naturally served to arouse bitter feeling among the lower echelons of 
the Communists forces. It was not believed that any United States member 
of a field team consciously or intentionally displayed partiality In dealing with 
problems handled by tbe teams, and that misunderstanding that arose was due 
chiefly to tbe above-described propaganda canipaigo and perhaps in some cases 
to honest and unintentional errors of judgment, which were inevitable under 
tbe circumstances and which may have been to tbe advantage of either side. 

By September 1040 the total number of Executive Headquarters field teams 
was So and there had been established a wide network of communications 
facilities to link these outposts with tbe Executive Headquarters at Peiping. 
The chief task of tho Executive Headquarters at the time of Its establishment 
was that of effecting a cessation of hostilities. Other equally vital functions of 
the Headquarters, either envisaged In the original agreement for its establish- 
ment or In subsequent agreements reached by the Committee of Three (or the 
S44S8S—4 0 4 3 
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Military Sub-ConiiDittee), were tie restoration of communications, the repatri¬ 
ation of the Japanese military and civilian personnel and the demobilization and 
reorganization of the Chinese armies. It is on interesting commentary that 
tiie only one of the above-named functions that the Executive Headquarters 
was able to carry successfully to completion was that of repatriating the Japa¬ 
nese military and civilian personnel. The restoration of communications and 
the demobilization and reorganization of the Chinese armies were necessarily 
dependent upon the cessation of hostilities and neither of these two tasks could 
be carried to completion or even successfully begun so long as armed conflict 
continued and there was no solution of the political issues involved. The net 
result was that the Executive Headquarters functioned very successfully within 
the limits of its possibilities and that its success was governed largely by Uie 
over-all political situation. A deterioration In the relations between the Na¬ 
tional Government and the Chinese Communist Party was soon reflected in the 
increased difficulties experienced by the Executive Headquarters and among 
its field teams in effectively preventing violation of the cessation of hostilities 
order or in carrying out the directives and decisions already agreed upon. 

In any event, the Executive Headquarters, as the agency for the implementa¬ 
tion of the major non-political agreements reached between the two Chinese 
parties, played a necessary and vital part In the efforts to bring peace and unity 
to China and restore the economic life of the country. If Its e^orts were not 
completely successful, the responsibility can be charged not to the Executive 
Headquarters, but rather to Uiose Chinese elements whose bitterness and dis¬ 
trust of each other defeated the peaceful purpose of the field teams. 

71(d) 

Memoranduoii Concerning Repatriation of Japanese 

One of the objectives set forth In the President’s statement of United States 
policy toward Chinn on December 15,1045 was that of effecting the repatriation 
of Japanese troops from China with a view to the elimination of Japanese Influ- 
once in that country. In this statement it was pointed out that the United 
States had assumed a definite obligation in the disarmament and evacuation of 
Japanese troops from China and that the United States was assisting and would 
continue to assist the Chinese Government to that end. 

Although this statement of policy indicated that the elimination of Japanese 
influence In China was to be achieved through the evacuation of Japanese troops, 
It was obvious that the elimination of Japanese influence In China also called 
for the repatriation of Japanese civilians, whose presence in China would permit 
continued Japanese influence and many of whom, if permitted to remain, would 
strive secretly for the resurgence of Japanese power and influence on the conti¬ 
nent of Asia. It was recognized, however, that the Chinese authorities had 
expressed a need for the services of Japanese technicians ond that the expulsion 
of all Japanese technicians from China, without an adequate number of trained 
Chinese to take their places In industry, communications, mining and other 
fields, would result in injury to the economic life of the country. 

In a conference between Chinese Government and United States Armed Forces 
representatives in October 1045 agreement was reached that the Chinese Govern¬ 
ment would be responsible for the repatriation of Japanese disarmed military 
personnel and civilians from China and that, consonant with the terms of the 
Potsdam Declaration, the United States Government would assist In this repatrla- 
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tlon program. The United States Seventh Fleet assumed responsibility for the 
water lift of Japanese. 

The question of the repatriation of Japanese from China was closely relate<l 
to the cessation of hostilities, as tlie coufinued presence of Japanese armed 
forces in North China represented a very definite threat to peace in that area. 
This was particularly true because of the continued use by the National Gov¬ 
ernment of armed Japanese units In garrisoning cerixiin points along railway 
lines in North China and the Communist Party’s insistence on the right of its 
forces to accept the Japanese surrender. With these circumstances in mind, 
the subject of Japanese repatriation was taken up in the discussions of the 
Committee of Three regarding the cessation of hostilities and the establishment 
of the Executive Headquarlors. In the agreement for the establishment of the 
Headquarters, provision was made for the submission by the Headquarters of 
recommendations for measures for the disarmament of Japanese forces and the 
coordination of tlie movement of those forces to the coast for repatriation. It 
was realized that the dearth of military equipment in China would prevent the 
carrying out of measures for the destruction of Japanese military equipment 
and in discussions of the Committee of Three it was agreed that this equipment 
would be used for units of the 60 divisions to be retained by the National Army. 

The scheduled repatriation of all Japanese military and civilian personnel 
from South China was completed on April 25» from Formosa on April 23, from 
Central China on July 11 and from North Chinn on August 11. Difficulties were 
encountered in planning for the repatriation of Japanese from Manchuria owing 
to the continued occupation of that area by Soviet troops, who did not with¬ 
draw from Manchuria until the end of ApiiL A relatively small number of 
Japanese military personnel was represented in the (Inal repatriation figures 
for Manchuria and It has been assumed that large numbers of these Japanese 
troops were removed from Manchuria Into Siberia. 

The total number of Japanese repatriated under this program at the completion 
of mass repatriation on December 31, 1040, was as follows: 1.24*13.244, military 
personnel; 1,750.300. civilian personnel; total repatriated 2,083.550. The major 
portion of the task of Japanese repatriation from Chinese territory had boon 
accomplished by September 20, w*hen a total of 2,711,051 Japanese had been 
evacuated to Japan, 

This task was one of great magnitude. Involving the moveiuent of Japanese 
repatriates from various Inland points via inadequate lines of communications to 
the ports of embarkation. It required careful and close coordination between the 
Executive Headquarters Communication Group (charged with carrying out 
Executive Headquarters' responsibilities in this program), the field teams, the 
United States Army repatriation teams at the ports of embarkation, the United 
States Navy authorities and the Supreme Commander for the Allied Powers, 
which controlled the bulk of the shipping used for repatriation purposes. It 
involved the timing and regulation of the fiow of repatriates from the Interior 
to the ports of embarkation In such a monner that there would be a minimum of 
delay in the departure of repatriation vessels without an overloading of the 
processing and billeting facilities availoble to the repatriation teams. It re¬ 
quired the establishment of food dumps and billets at the necessary points en 
route. It Is a tribute to the effectiveness of the planning and execution of the 
repatriation program that the evacuation from China of this tremendous number 
of Japanese was accompllsbed within a relatively brief period of time. 
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72 

Ratif^ation hy Central Executive Committee of the Kxiomintang of 
Resolution Adopted hy Political Consultative Conference^ March 

16 . mo 

ChuiiRkiDg, Mairli IG . . . Thp P. C. C. agreements were ratifle<l unanimously 
hy the C. E. C. at this morning's meeting, presided over by President Chinng 
Knl-fliiek, Tsungtsal of the Kuomlntang. Following the passage of the resolu¬ 
tion, Dr. Sun Fo, President of the Legislative Tuan, annoimced tlmt Uie Com- 
iminist Party, the Democratic League and the Young China Party has agreed to 
certain revisions in the original P. C. C. agreement on the Draft Constitution. 

The C. E. C. resolution pledged the Party’s all-out observance and support of 
the P. C. agreements. 

The resolution's accepting of the P. C. C. agreements expressed three "hopes". 
The three hopes were: 

(1) .\fter the reorganization of the Government, it is hoped that all parties 
will work sincerely for peace, unity and national reconstruction. It is especially 
hoped that the Communist Party in its own areas will practice demcx'racy. al¬ 
lowing the freedom of thought, religious belief, expression, puhllcntlon, assembly, 
and residence ns well ns tbe freedom of organization of other parties and so 
forth, and that the Communist Party will stop all atrocities against the people 
in the so-called "liberated areas". 

(2) As the nationalization of armies is a prerequisite to notional reconstruc¬ 
tion, It Is hoped the Communist Party will sincerely carry out the military 
subcommittee’s basic agreement for the reorganization of the National Army 
and the integration of the Communist forces into the National Army and the 
cessation of hostilities and restoration of communications agreement and that 
the Communist Party will lift Its blockade and siege of Government-held cities 
mid cease drafting young men Into Its army, so that order will be fully restored 
1(1 the interests of public welfare. 

fJ?) As the Three People’s Principles were accepted by the whole nation and 
also by the P. C. C. and l>ecause the five-power system Is Indispensable to the 
realization of the Three People’s Principles, meaning that the two are Indivisible, 
it is hoped that any amendments in the Draft Constitution which are contrary 
to the five-power system should be revised to accord with the plan for national 
reconstruction and the five-power system. 

It is recalled that the P. G. C. agreements cavised the longest and the hottest 
debate in the C. E. C. on March 7 and 8. The members’ main objection was 
directed against the P. C. C, Draft Constitution agreement and they were suspi¬ 
cious of Communist sincerity In corrylng out the P. C. C. agreements, especially 
the ngreement on the nationalization of armies. 

Tbe chief points of conflict were over the principles of separation powers and 
the presidential system. The Kuomlntang supported them while the other 
parties opposed them. 

The Kuomlntang insists that the National Army should be a real existing 
body, that the American presidential system and the principle of tbe separation 
powers be adopted and that federalism should be discorded, that is, provinces 
should not have their own constitutions. 


••China Now# Service. Mar. 16, 1048. 
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The C. E. C. members regard the P. C. C. Draft Constitution agreement as 
diametrically opposite to Dr. Sun Vat-seu's plan for national reconstruction and 
the five-power system, which the other parties had agreed to observe. 

The membor.s’ objection to the agreement was, however, considerably nllayed 
when Dr. Sun Fo announced that at an interparty me<‘ting yesterday the other 
parties had agreed to make three revisions In the agreement, namely, that the 
National Assembly should he made a real existing body, that the ^Vmericau 
presidential system be adopted and that provinces should not have their own 
coDStitutions and provincial governments should be provided for in organiza¬ 
tional laws. 

Dr. Sun said, however, that there are still many technical details to be 
thrashed out with the other parties. 

On the motion of President Cbiang Knbshek, the C. E. C. resolved to give full 
powers to tlie C. E. C.'s Standing Committee to make decisions in regard to the 
Draft Constitution in the course of talks with the other parties. 

Manifesto of the Second Plenaby Session or 6 th Kuomintanq Central 

Executive Committee'* 

Following is a translation of the Manifesto issued by the Second Plenary 
Session of the Sixth Central Executive Committee of the Kuomintang on March 
17,1046; 

Our war of resistance was woo after the Fifth National Congress of the 
Kuomintang had met. That brought us into a new era of peaceful national 
reconstruction. 

An opportunity to put Dr. Sun Tat-sen’s “Plan for National Reconstruction"’ 
into operation presented Itself after World War 1, but It was lost in the hands 
of the lingering monarchists and the warlords. Now at the end of World War 11 
we have secureil, as a result of eight years of bitter fighting, another rare oppor¬ 
tunity for rebuilding our nation. We must not let it pass by again. In order 
to preserve the fruits of our victory, we must take full advantage of this turning 
point in history. 

To all of our Fellow Couotr>*men, we of this Plenary Session wish to point 
out the following: 

First, we must achieve social stability, restore peace and order and complete 
the plan of national rehabilitation In order to inaugurate the task of peaceful 
national reconstruction. Peace is a requisite for natiuuul reconstruction; the 
two are absolutely indlvLsiblc. Confronted with the expensive damages of more 
than eight years of war, and having encountered numerous obstacles and difB* 
cultles Id national rehabilitation during the last half year and witnessed the 
plight of our compatriots in various parts of the country; the suffering awaiting 
relief; the homeless, repatriation; the unemployed, re-employment; the oppressed, 
emancipation, we folly realize that oo longer aliould there be turmoil and strife 
within the country. Nor should the phenomena of local disorder be permitted. 
We cun validate the Party’s struggle only by conforming our exertions with the 
needs of our country and our people. In the past six months the Government 
made great concessions in the Interests of national rehabilitation. This Assembly 
regards such measures as correct. To bring about a favorable environment for 
peaceful national reconstruction we, In a spirit of toleraDco, invited representa¬ 
tives of the other political parties and prominent social leaders to a Political 
Consultation CoofcrcDcc before the convocation of the National Assembly. Wo 


Special release by China News Service, Mar. ID, 1946. 
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admit that modifications In the procedure for national reconstruction, as laid 
down by our Party, might have been made, but our consistent Party spirit of plac¬ 
ing the Interests of the country and the people above everything else should be 
plain to all of our fellow countrymen. In conformity with this spirit we will 
stop at nothing to bring about the speedy completion of national rehabilitation. 

Second, we must convene the National Assembly as scheduled to return the 
Government to tiie people in order to fulfill our long cherished wish of Inaugurat¬ 
ing constitutional government. 

Our Party has all along advocated political democratization. It was openly 
declared by the Hsing Chung Hul (organized by Dr. Sun Tat-sen In 1892) as far 
back ns fifty years ago. The revolutionary history of our Party Is the history 
of democracy being fostered in China. Constitutional government would have 
been Inaugurated according to our original program long ago had Japan not 
launched her campaign of aggression and had there been no military obstacles 
within the country. Our determination to Inaugurate constitutional govern¬ 
ment at an early date has been made amply manifest by resolutions adopted by 
the Kuomintang on a number of occasions, as well as by Uie repeated statements 
of the Tsungtsal (Director General) of the Party. The Government has never 
slackened for comparing the way for constitutionalism, even in times of military 
crises. Our earnest desire has been to return the Government to the people, but 
we maintain that the convocation of the National Assembly* Is an essential step 
towards that end. 

Third, we wish to affirm our sincere desire to Implement fully the various 
agreements reached at the Political Consultation Conference and our determi¬ 
nation to uphold the ■’Quintuple-Power Constitution." In view of the need of 
peace, stability and solidarity in the country and Utc urgent need of alleviating 
the people’s sufTerlngs, all of us should, after a careful study of the agreements 
reached at the Political Consultation Conference, very sincerely pledge to exert 
ourselves in concert with the other parties and prominent social leaders to carry 
out the agreements. But we maintain that the revision of the Draft Constitution 
must conform with Dr. Sun Yat-sen’s teachings on the "Quintuple-Power Con¬ 
stitution." 

The reason for our insistence on the "Quintuple-Power Constitution" Is that 
the Three Principles of the People and the "Quintuple-Power Constitution" are 
inseparable. Minus the "Quintuple-Power Constitution," the Three Principles 
of the People cannot be fully carried out. This political system is Dr. Sun’s 
great and profound discovery as a result of bis study of the European and 
American constitutions, of tbelr merits and demerits, as well as of the actual 
conditions In China, having as bis object the laying of an enduring foundation 
for national peace and security. 

A comprchcnsiTc and practicable constitution is necessary to insure n sound 
and firm political structure In our country. If the contents of the constitution 
should contravene the "Quintuple-Power Constitution", practical difficulties are 
certain to be encountered In Its application, therefore placing the country at a 
disadvantage. The Kuomintang, therefore, will steadfastly uphold the "Quin¬ 
tuple-Power Constitution". This Is indeed taking a long-range view of our 
national Interests. We hope that the other parties and social leaders will ap¬ 
preciate our stand and understand our views. 

Fourth, wo must lay a foundotion for peace and unity by thoroughly carrying 
out the nationalization of armed forces. The primary requisite of political dem¬ 
ocratization is the nationalization of armed forces. Only by nationalizing troops 
can administrative Integrity and unity of military command be achieved. Dem- 
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ocraey may be truly realized only when there Is ontlonal unity In deed as well 
as In name. The existence of a state within a state and regional domination by 
armed forces are antl-democratic. Such phenomena could not be tolerated In 
any country. When administrative integrity and unity of military command are 
wanting and when local peace and order are constantly disturbed, there is no 
safeguard even for the people’s basic need of being able to live and pursue their 
occupations In peace, let alone carrying out reconstruction measures. 

There must be unqualified nationwide observance and thorough execution of 
the orders issued by the Government a month ago concerning the cessation of 
hostilities and the restoration of communications. The plans for military reor¬ 
ganization and the integration of the armed forces, recently arrived at at the 
three-man Military Subcommittee, should be similarly carried out. Only then 
can we say that the concessions we have made in the interests of national peace 
and solidarity have not been in vain and our long-harassed people will be given 
a chance to rest and recuperate. In examining the present situation, this .Session 
feels compelled to demand that a halt be called immediately to the ceaseless 
military attacks and to acts Impeding national unity, so that peaceful national 
reconstruction may proceed smoothly nnd the promotion of democracy may not 
result Id empty talk. 

Fifth, we must carry out the program bearing upon the people’s livelihood as 
laid down by the Sixth National Congress of the Kuomintnng. The fulfillment 
of the Principle of the People’s Livelihood is the ultimate objective of the Three 
Principles of the People. In promoting the Principle of the People’s Livelihood 
at this stage, elTorts may be directed to treat both the symptoms and the causes. 

Treatment of the symptoms should begin, first, with the enforcement of peace 
and order and the relief of the i>e<iple’s distre.ss before embarking on large-scale 
economic reconstruction projects. Our foremost task now is to alleviate the 
sufferings of the starving or half-starving like the large farming and laboring 
classes, civil servants, school teachers, and officers and men who fought to defend 
the country. Ways and means must be devised to Improve their living, and our 
own work must begin with stabilizing commodity prices and mnlntalnlng the 
value of the currency. The Government should spare no efforts to carry out the 
required measures. 

We should furthermore restore production to Increase supplies at home and 
purchase and transport foodstuffs to give necessary relief. A program of re¬ 
trenchment should be adopted to curtail unneces.sary expenditures. International 
economic cooperation should be established so that large supplies of goods, par¬ 
ticularly production tools, may be imported. 

The most urgent task of the moment is the restoration of communications. 
With communications disrupted at so many places, even the distribution of In¬ 
ternational relief supplies has not been possible. The destruction of communi¬ 
cations, therefore, has not only been of great harm to the people; it Is tanta¬ 
mount to condemning the people to death. This Session cannot refrain from 
frankly pointing this out In the hope that the Executive Headquarters will take 
effective measures to stop acts of obstructing road repairs and of violating com- 
niunlcatlons administration. 

Treatment of causes should stress the equalization of land ownership and reg- 
Qlation of pclvate capital which ore fundamental principles of this party which 
must be fulfilled. Similarly Important are the relief of rural districts and the 
checking of the present trend of land annexation with a view to aiding farmers 
who till their own soU. 
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In carrying out our postwar five-year economic reconstruction programs, we 
liave great need of International economic and technical assistance. The eco¬ 
nomic rec'oii.struction programs adopted by the Fifth National Congress of the 
Kuomintang are most accurate. It is a matter for regret that they have not 
been extensively carried out in the past nine mouths on account of military 
clashes and rehabilitation work. Henceforth, we must urge the Government 
departments concerned to execute the measures alluded to so that the people 
may live and pursue their occupations In pe.ace with eventual raising of the 
living standard. 

Sixth, we must fully realize our primary aim In embarking on the war of 
resistance, namely, the preservation of our national sovereignty and the consolida¬ 
tion of world peace. Our fundamental foreign policy alms at safeguarding our 
ferrltdrlal, sovereign and administrative Integrity and at consolhlatlng enduring 
worM pence through faithful adherence to International treaties. This explains 
why we opposed Japanese coercion, designed to bring us Into the nntl-comintern 
pact, and resisted for more than eight years. 

With the war of resistance at an end, we desire for our postwar reconstruction 
not only stability at home but pence all over the world. We do not wish conflicts 
and misunderstnnding.s between nations which would revive the hope of the de¬ 
feated aggressors for a resurgence. With utmost sincerity we have supported the 
United Nations Charter, while at the international conference tables our delegates 
have taken considerable pains to strengthen the cooperation of the major allies. 
This Is a Concrete demonstration of our policy. 

In the interests of enduring peace In China and In the world ns a whole, we must 
eliminate completely all chances of Japanese imi>erla]ism being revived. This 
calls for complete understanding and closest cooperation between our country 
and our allies, particularly the Soviet Union, with which we have the longest 
continuous border. It is our most sincere desire to further mutual couthlenoe 
and friendship with the Soviet Union. We firmly believe that strict observance 
of the SIno-Sovlet Treaty of Friendship and Alliance by both parties is the first 
and foremost prerequisite for the enhancement of mutual trust and friendship. 

In the meantime, we welcome, for the completion of our economic reconstruc¬ 
tion, flnnnoial or technical cooperation from any one of our allies as long as It 
does not violate Chinese law or contravene China's International commitments. 
Only when there Is an Independent, free, united and strong Chinn can the resur¬ 
gence of Japanese Imperialism be effectively eliminated and a durable peace 
in the Pacific and In the whole world be maintained. We are convinced that with 
this recognition n reasonable and lawful solution can bo found for the present 
Northeast problem. We will not allow a temporary phenomena to lessen our 
confidence or slacken our efforts. 

At this time when the period of political tutelage is about to be concluded, and 
our revolutionary work is entering the new phase of imtlonnl reconstruction, our 
fellow party members should be aware that, wborens In the past wo led the 
revolution as the only revolutionary political party, we should henceforth work 
for national reconslnictlon as the largest political party. We will not evade 
Pur responsibility. Let us remember: 

First, that the Republic of China was founded by Dr. Sun Yat-sen and the 
Kuomintang martyrs; 

Second, that the task of weeding out the warlords and bringing about national 
unification was accomplished under the leadership of the Enomintang; 

Third, tliat the bondage of the century of unequal treaties was remove<l under 
the leadership of the Kuomintang; and 
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Fourth, that, again, it was under the leadership of the Kuouiiutatig that the 
war of resistance was fought for more than eight years until a ujagiiihcenl victory 
was won for the country and the nation. 

Inasmuch ns we have accomplished these four great missions in modern times, 
we are the more confident that our Party and our T.«ungtsui will lead the entire 
nation to perform the still greater mis-sion of peaceful national reconstruction. 

In the departing period of political tutelage, there have been shortcomings in 
political and party affairs. We cannot escape responsibility although some mis¬ 
takes were due to uncontrollable factors. The object of our revolution Is precisely 
what Dr, Sun Yat-seu once said: •‘To rescue the people from suffering and 
hardship and lead them to peace and happlnes-s,” We are indeed aggrieved that 
Immense difficulties still face the country and that the i>eople are leading such a 
hard life. We revolutionary workers should bravely assume responsibility for 
effecting reforms. We should continuously and searchiugly examine ourselves, to 
shoulder the great and difficult re.spoosibllity henceforwards, this plenary Session 
feels Uiut we should consolidate our views, examine ami strengthen ourselves, so 
us to renovate our Party activities; that we should endure hardships and exert 
our utmost to ser% e the people lu pursuance of our revolutionary alms; and. above 
all, that we should, in a spirit of frankness and mutual trust, concert our efforts 
with the other |>artie.s and the entire people to Insure the success of national 
rccouslructioD. 

In the past, the Kuomlntang, with the support of the etiUro nation, has accom¬ 
plished one great mission after another. Now that victory is here, it is our duly 
to rebuihl the Chinese Republic into a modern nation, prosperous, strong, healthy 
and happy. Let us raise the banner of the Three Principles of the People as we 
march on toward peaceful nutionol reconstruction. 



M6TTioTuu<lv.i/L hy the OhaiviTum of the (Jomvxittce of 2 hree orsholl) 


Januaru 


For General Chang Chun : “ 

General Chou En-lal:*^ 

While I do not find reference In the official documents concerning the truce 
agreements to the effect that the Executive Ileodquarters has no Jurisdiction over 
hostilities In Manchuria, I am Informed by Mr. Robertson, the U. S. Commis¬ 
sioner In Peking that the commissioners are of the opinion and hove publicly 
announced that the Executive Headquarters has no Jurisdiction In Manchuria. 

In this connection, 1 have received reports of serious coulllcu around Ylngkow. 
I recommend that we here agree to direct Executive Headquarters to dispatch 


Immediately a team to Ylngkow. 

I propose that furtlier action In Manchuria under the terms of the ‘ cease 
firing” order be directed by us from Chungking In each instance, but to be carried 
out by the Executive Headquarters. 

If you Indicate your agreement, I will dispatch the enclosed message to the 


Commissioners In Peking. 
Faithfully yours. 


G. O. MAKflHair. 


Bepreaeotatlve of tbe Cbtnese National Oovernmont. 
** RoprcMiitatlve of the Cblneae Commnnlet Party. 
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The Committee of Three to the Executive Headquarters 

Chunokino, i/arcfc 27. 

We, General Chang Clilh-chung. authorized representative of the National 
Government: General Chou En-lal, authorized representative of the Chinese 
Communist Party and General A. C. Gillem, Jr., acting for General G. C. Mar¬ 
shall ; have agreed that Field Teams, with carefully selected personnel, will be 
sent into Manchuria immediately under the following Instructions: 

1. Tlie mission of the teams will pertain solely to readjustment of military 
matters. 

2. The teams should operate within the areas of the Government troops as 
well as the Communist troops, keeping clear of places still under Russian 
occupation. 

8. Teams should proceed to points of conflict or close contact between the 
Government and Communist troops to bring about a cessation of fighting ond 
to make the necessary and fair readjustments. 

It Is further agreed that included as a matter of record In the minutes of 
the Committee of Three conferences will be the following statement: 

The Committee of Three will further discuss the military matters pertaining 
to Manchuria. As to political matters in Manchuria separate discussion will 
be hold with a view to reaching an early settlement 

CHANO CuiB-OBtTNO 

Representative of the Rational 
Oovcmmcnt 

Cuou En-lai 

Representative of the Chinese 
Communist Partp 
A. C. Gnjj.M, Jr. 

Reprcscntiiiff Oencral O. C. Marshall 


75 

The Committee of Three to the Three Commissioners of Executive 

Headquarters 

Nanking, May H, 19^6 

This message from the Committee of Three Is addressed to tlie three com¬ 
missioners of Executive Headquarters. The following agreement has been 
reached by the Committee of Three and will be placed into effect without delay. 

It Is agreed that effective Implementation of the cessation of hostilities agree¬ 
ments reached by this committee or by the commissioners of Executive Headquar¬ 
ters requires that field teams of Executive Headquarters be permitted to Investi¬ 
gate without delay any violation of such agreements as may be reported to them. 

To Insure prompt investigation of such reported violations, it is agreed that: 

1. The military and civil authorities of both the National Government and the 
Chinese Communist Forty shall render oil possible assistance to the activities of 
the field teams, without Imposing ony delay or restriction. 
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2. The militarj and civil authorities of both the Notional Government and 
the Chinese Comrounist Party shall assure the personal freedom and security of 
the field team members. 

3. Equal opportunity for investigation shall be afforded to both the National 
Government and Communist Party within any team area, but this policy shall 
not be permitted to delay action or to interfere with the overriding principle that 
priority of investigation should be based u|>on tbe apparent seriousness and 
urgency of the violations reported to the team. 

4. The procedure regarding priority of areas and matters for investlgatioo shall 
be as worked out by tbe U* S. representative as tbe chairman of tbe team and 
unanimously agreed upon by the team members for implemcDtatioD. In case of 
disagreement the American member will immediately report tbe disagreement to 
the commissioners, who will within twenty^four boars either render a unanimous 
decision or report their disagreement to the Committee of Throe. 

5. In the event it Is established that a false report of violation has been sub- 
mitted to u team for investigation, a report of tbe inddont will be submitted by 
the commissioners to the Committee of Three for corrective action. 

Iis 0 Yuno-chano 
Representative of the National 
Oovemment 

Chou En-lai 

Representative of the Chinese 
Communist Party 

G. C. BlARsaAix 

United States Reprcsetitatlve 

76 (a) 


Statement hy GcneralUsimo Ckiang Kai-shek on Temporaj'y Truce 

Period in Manchuria^ June 6, 19Jt6 


I am Issuiag orders at dood today to my armies in Manchuria to halt all 
adrances, attacks and pursuits for a period of 15 days commencing noon Friday, 
June 7th. I an? doing this to give the Communist Party an opportunity to demon¬ 
strate in good faith their intention to carry out the agreements they had pre¬ 
viously signed. In taking tlds action the Government in no way prejudices its 
right under the Sino-Sovict Treaty to take over tlie sovereignty of Manchuria. 

The following matters must be satisfactorily settled within the 15 day period: 

a. Detailed arrangements to govern a complete termination of hostilities in 
Manchuria. 

b. Detailed arrangements, and time schedules, for the complete restoration 
of communications in Chino, and 

c. A definite basis for carrying out without further delay the agreement of 
February 25, 1046, for the demobilization, reorganization and Integration of the 
armed forces In China. 
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76 (b) 

Statement hy Vice Chairman of the Central Committee of the Chinese 

Communist Party {Chou) on Temporary Truce Period in Man- 

chuiia., thvne G, 19^6 

The Chinese Coniiminlst Tarty is advocating all the time an unconditional 
and true termination of civil warfare, which applies to hostilities In China 
proper and In Manchuria as well. It Is due to the persistence of the Chinese 
Communist Party, the aspiration of the Chinese people, and the efforts exerted 
by General Marshall, that the Generalissimo’S Issuance of orders to halt all 
advances, attacks and pursuits in Manchuria for a period of 15 days and negotia¬ 
tions in the following matters are secured: 

a. Detailed arrangements to govern a complete termination of hostilities in 
Manchuria. 

b. Detailed arrangements, and time schedules, for the complete restoration 
of communications In China, and 

c. A delinlte basis for carrying out without further delay the agreement of 
February 25. IfMC. for the demobilization, reorganization and integration of 
the nrun'd forces in China. 

Though we feel concerned over the shortness of the 15 day period, and that 
the Inevitable involvement of political subjects pertaining to Manchuria, or 
even China as a whole, into the forthcoming negotiation would call for a longer 
i)erlod for discussion, we concur with the 15 day cease Are arrangement, having 
in mind that no opportunity for the realization of peace should be skipped over. 
In doing so, we will exert our best efforts toward bringing the negotiations to a 
success. We hope that the Kuomlntang, In compliance with the desire of the 
Chinese people as well ns notions abroad, would demonstrate in good faith their 
Intention to carry out the agreements they had previously signed, and make 
the temporary armistice a lasting truce, with advances, attacks and pursuits 
stopped forever. 

77 

Directive hy the Committee of Three for Reopening of Lines of 
Communication hi North and Central China^ June 191^6 

1. All lines of communications in North and Central China will be opened 
without delay for free and unrestricted Interchange of goods, foodstuffs and 
Ideas, and for free and unrestricted civilian travel. 

2. Reconstruction of railways will proceed Immediately and will progress as 
rapidly ns Is consistent with the time limitations necessarily imposed by labor 
and matdrlel requirements. Time estimate for construction of the railroad lines 
is covered in Appendix A. 

3. All local commanders and all team members shall expedite construction 
by all means within their power. No commander nor team member will permit 
interference with the construction work or with the work of removal or destruc¬ 
tion of fortiflcntlons for any reason whatsoever. 

4. Construction wMll start before 30 June 1046 at each of the following points, 
under supervision of Communications teams ond under control of the MOC: 

Team No. 24 or 4—Lunghal RR from Hsuchow to Baichow. 

Team No. 23— .. Yucheng to Te Hslen. 
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Team No. 23 or 16—. Taiao to Yenchow. 

Team No. 24— “ ■' " “ Hauchuan to Yenchow. 

Team No. 21—Tsinan-Tsingtao HR from Kaomi to Fenstze. 

Team No. 23 or 7—•* .. Chenglleu to Fen^tze. 

Team No. 24 or 4—Lunghai RR from Hsuchow to Haichow. 

Construction on other railroad lines will be commenced at the earliest practicable 
date in conformance with the principles herein containc<l. 

5. All mine.s. fortifications, blockades, blockhouses, and other military works 
lying within 1.000 meters on either side of the railroads listed above will be re¬ 
moved or destroyed simultaneously with cxinstructlon, except those military works 
constructed for defense of, and lying within 1,000 meters of, vital railroad instal¬ 
lations such as 1st or 2nd class railroad stations, tunnels, or bridges of total span 
of more than 5 meters, and within 200 meters of 3rd class stations. This work 
of removal or destruction will proceed in the direction of construction within 
each of the 7 con.structlou areas above listed, at such rate that the removal or 
demolition will, at all times, be completed for a distance of not less than 1.000 
meters in advance of completed construction of the railroad. At the same time, 
other military works along the operating portions of the above-mentioned lines 
will be removed or destroyed at a constant rate such that the removal or 
destruction will have been completed on or before the date of completion of the 
railroad within the area of control of each of tlie above 7 liste<l teams. When 
Work of restoration of the other railroad lines in North and Central Chinn is com¬ 
menced. this same principle shall apply. However, the Runghai railroad west 
of Clieng-hsien and the Peiping-Hankow rallniad south of Cbeng-hslen are 
specifically exempted from the program for removal or destruction of military 
works, and the destruction or removal of military works along the Lunghai 

railroad between Hsuchow and Cheng-hslen will be deferred until- 

No new fortlUcutlons will be erected except to meet attacks ngoin.sit the railroad 
Itself and only after approval by a communications team. 

0. Before through truffle is permitted over the reopened sectors of the rail¬ 
roads, qualified railroad personnel of the CCP may be taken into the employ of 
the MOC In accordance with a plan to be determined. Tlje quaUllcntlons of 
such personnel will be determined by examinations conducted by communica¬ 
tions teams or by the Communications Group of tl>e Executive Headquarters. 

7. Detailed plana for the''restoration of all other lines of communications In 
accordance with General Directive 4 will he covered by later agreement This 
directive shall not prejudice In any way General Directive 4. 

Appendix A 
Tiue Schedule 

Tlantsln Pukuw Rfi from Tsang Usien to Te-Hsleii .75 days 


Yucheng to Te-Hsien.(iOdays 

Toian to Yenchow.60 days 

llanchuan to Yenchow.00 days 

Tsinan Tsingtao UR.^ 

Lung-Bat RB, Hsucliow to Haichow.30 days 

Pelplng-Sulyuan RR, Hankow to Paotou.’^5 days 

Pelplng-Bankow RR, Yuanshlh to Anyang.150 days 

Tung-Po RB, Lingfen to Yunchang.days 

Peiping-Ku Pel Kou RR.30 days 

Tntung-Talyunn RB.30 days 
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Agreement by the Committee of Three on Stipulations for the Resolxir 
tion of Certain Disagreements Among Field and Communicati<yji 

Teamt^ and Executive Headquarters in Changchun and Peiping^ 
June24^19ltG 

I, Field and Communication Teams 

a. In case of disagreement regarding matters of orgency, tLe American repre¬ 
sentative of the field or communication team may render Ids own report of the 
situation as he sees It direct to Executive Headquarters in Changchun or Peiping 
requesting instructions. 

b. In case of disagreement, the American representative of tlie field team is 
nuthorized to make decision as to where and when the field team will move within 
bis urea to conduct investigations regarding military activities. Regarding the 
place of investigation, transportatlun difilculties should not be permitted to 
prejudice or delay the movement of the teams. 

c. In case of disagreement regarding matters relating to cessation of hostili¬ 
ties and separation of forces the American representative of the field team is 
nuthorized to Issue orders in the name of the Executive Headquarters to the field 
commanders on both sides to stop fighting at once and to effect the separation of 
the forces os prescribed in accordance with directives. 

d. The area assigned to each field und commiinicntion team will be designated 
by Executive Headquarters. 

II. Executive IIeadquabteks in Cuanocoun and Peiping 

a. In case of disagreement the senior American official of Executive Headquar¬ 
ters In Peiping or Changchun may render bis own report to Executive Headquar¬ 
ters in Peiping or the Committee of Three based on the situation as he sees It 
requesting instructions. 

b. In case of disagreement regarding the Implementation of orders or Instruc¬ 
tions from the higher level, the senior American ofllcial of the Executive Head¬ 
quarters in Peiping or Changchun Is authorized to direct the execution of that 
order or Instruction unless amended or rescinded by the higher level Itself. 



The Committee of Three to the Three Commissioners of Executive 

Headquarters 


[June £5f] 19^6 

On the basis of the orders of June 0,1948 halting all advances, nttocks and pur¬ 
suits for n period of 15 days commencing at noon of June 7th, which will bo con¬ 
tinued in effect, we, the Committee of Three, announce the following instructions 
to govern a complete termination of hostilities In Manchuria. 

a. The terms of 10 January 1940 for the cessotlon of hostilities will govern 
except as hereinafter apeclflcally modified, or later directed by the Committee 
of Three. 

b. Commanders of forces in close contact or engaged In actual fighting will 
Immediately direct their troops to cense fighting and will seek to secure a local 
truce by establishing liaison with the opposing commanders, pending the arrival 



ANKEXES 


645 


of a fleld team. They should both immediately withdraw their respective troops 
from close contact. 

c. The readjustment of troops found to be in close contact or actually engaged in 
fighting will be dlrecteil by the field team on the ground by requiring the with¬ 
drawal for specified distances, normally 20 li. of one or both forces according to 
the circumstances. The local situation believed to have existed at noon of 
June 7. 1940 will be the basis for determining the readjustment of the troops 
involved. 

d. All movements of Government or Communist troops of a tactical nature 
will cease. Administrative and supply movements as authorized in the original 
cease fire order of January 10, 1946 may be carried out within tlie garrisoned 
areas if previously approved by a field team. 

e. Within fifteen days after the Issuance of this agreement, lists showing all 
units together with commanders of regiments and larger units, strcngtli and 
locations in Mancliurla will be submitted to the advance section of Executive 
Headquarters in Changchun. 

f. The Government will move no additional combat units to Manchuria. How¬ 
ever, individual replacements of the Government are authorize<l for the pur¬ 
pose of bringing up to approved strength tliose units authorized In the basic plan 
for the reorganization and integration dated February 25th, 1940, ns hereafter 
amended. 

p. Officers failing to carry out the terms of this agreement will be relieved and 
disciplined by their respective commanders. 


80 

Preliminary Agreement Proponed hy the Chairman of the Committee 

of Three {^MarnhaJl)^ June 19^6 

The following conditions are agreed to by the Committee of Three and are to be 
Included In the amendments to the document signed February 25,1046, “Basis for 
Military Reorganization and for tbe Integration of the Communist Forces Into tlie 
National Array”. These conditions are established for tbe purpose of committing 
tbe Government and the Communist Party to certain understandings in order to 
facilitate tlie preparation and acceptance of the formal documents required and 
to permit the Immediate issuance of Instructions for tbe final termination of 
bostllities. 

1. The specific disposition of troops in Manchuria and China proper must be 
finally agreed to at this time for both National and Communist troops. And it is 
understood that these a.sslgnment8 will refer to definite localities rather than to 
areas. 

2. Tbe ratio previously agreed to between the total strength of the Government 
and Communist forces will not be altered. 

3. Tbe periods previously established for the assignment of the troops Into 
specified localities will be altered for the first phase (originally 12 months) to 
six months except where specifically stated to the contrary. 

4. The Executive Headquarters will Immediately determine the localities which 
have been occupied by tlie Government or Communist forces In China proper since 
January 13, 1946 and will require tbe troops Involved to vacate those localities 
within 20 days after signing this agreement unless specifically directed otherwise. 

The Executive Headquarters will Immediately determine the localities occu- 
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pied ibe Government or Communist forces in Manchuria afternoon of June 
7, 1046 and will require the troops Involved to vacate those localities within 10 
days after the signing of tliis agreement unless specifically directed otherwise. 

6. The Chinese Communist Party agre<*s to a Government garrison In Harbin 
of one regiment of not to exceed u.OOO men. 

7. The Chinese Communist Party has agreed to concentrate its troops in speci¬ 
fied localities, it being understood that the Government troops will not move Into 
tiio areas thus vncate<l in China proper and that the present established dvil gov¬ 
ernments and the Peace Preservation Corps for the maintenance of local security, 
will be continued. It is further agreed that in these areas no restrictions will be 
luii>oscd on imports or exports, and free communication with adjacent regions 
will be assured. 

8. It is understood and agreed that the formal amendment of the army reor¬ 
ganization plan of February 25,1946 must he completed and signed within_ 

days from the date of this document. 

Annex Piieuminary Aoueement of Committii: of Three Dated June 1946 to 
Govern the Amendment and Execution or the Army Reorganization Plan 
OF February 25, 1046 

In neordnnee with paragraph 7 of this agreement the Chinese Communist Party 
ngrec.s that in Implomenilng tlie Army Reorganization agreement of February 
25,1946 the following conditions will govern: 

a. Communist troops will not be garrisoned or concentrated wttbln any of the 
following areas: 

Anioftcl—All of the province after 

South of the latitude of Ilwal-nn exclusive, after , and south of 
the Lunghai RR. after 
f^hantung —1. Tsaoebuong area after 

2. Tsingtao-Tslnnn R. R. after (Including coal mines) 

3. Northeast Shantung after 

4. Te-Hslen after 

Chahar —South of tlie latitude of Kalgan exclusive, within 
Jchol —South of the latitude of Chengte exclusive, within . Chengte to 
be evacuated within 

Hupeh-IIotuin Border Area —The CJommunlst troops in that area will be moved 
to FIopcl within 
ShflflAf—Wen-hsl. 

Manchuria —All provinces except Hel Lungcblang. Hslng-nn. Central and 
Northern Nun-ebiang and Eastern Klrio. 
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Maiichuria Annex to Preliminary Agreement Proposed hy Chairman 

of the Committee of Three {Marshaliy* 

The entire demobilization and integration program for Manchuria shall be 
completed before January 1 , 1947. The ultimate strength of military forces In 
Manchuria shall comprise a total of 0 armies. There shall be 1 army composed of 
1 National division and 2 Communist divisions with a Communist Commander, 1 

”Pre«ent«d to the Bepreientattve of the Chinese Communist Party (Chon) on June 17, 
1646 . 
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array of 2 NatioDal divisions and 1 Communist division with a Notional Coni- 
ranodor and 4 Natioual Armies with Nuflunnl Commanders. 

The necessary demobilization or increase in strenglh to realize the foregoing 
shall begin on June 22, 1040 an<J shall be completed before January 1, 1947. 
Redeployment of divisotis to the localities designated hereinafter shall be com¬ 
pleted before October 1, 1940. Poring the month of December 1946 Integration of 
the two armies concerned shall be effected. 

The location of armies shall be as follows: 

1. One army composed of 1 National and 2 Communist divisions to be 
located within the three provinces of Hsln Hel Lung Kiang. Hsiug-An. and Nun 
Klang with one Communist division in Hsin Ilei Lung Kiang and North and 
Central Nun Kiaug, one Communist division in Hsung-Aii and North-Central 
Nun Kiaug, and one National division in Southern Nun Kinng. The division 
headquarters of the above 3 divisions shall be located at Tsi-tslhar, Ilailar and 
Palcheng respectively. The army headquarters .shall be located at Tsiisihar. 

2. One army composed of 2 National divisions and 1 Communist division to 

he located within the Provinces of Kirin and Sung Kinng with one National di¬ 
vision In Central Kirin Province, one National division In Eastern Sung Kiang 
Province and one Communist division In Eastern Kirin Province. The division 
headquarters of tlic three dlvlHions sholl be located at the of Kirin, Mutan- 

kiang and YenkI, respectively. The army headquarters shall be located in the 
city of Kirin. 

3. One national army shall be located within the provinces of Sung Kiang and 
Kirin with one division In Eastern and Central Sung Kiang and two divisions 
in Central and Eastern Kirin. The division headquarters of the above divisions 
Khali be at Harbin and Changchun respectively. Tlie army headquarters shall 
\>e located at Changchun. 

4. One National arm^^ shall be locate<l within Liao Peb and Liaoning Provinces 
with cue division In Liao Peh Province and 2 divisions in Northern Liaoning 
Province. The division headquarters of the above divisions shall bo located at 
Ssupingkai and Mukden rospoctivel 3 '. The army headquarters shall be located at 
Mukden. 

5. One National army shall be located within Liaoning and Antung Provinces 
with one division in Western Liaoning Province and two divisions in Antung 
Province. The division headquarters of the above divisions shall he nt Penshl, 
Antung and Tunghuakai resjiectively. The army headquarters shall be located 
at Penstii. 

6. One National army shall be located within Southern Liaoning Province. 
Two of the division headquarters shall be located at Chinchow and one at 
Yiogkou. The army headquarters shall be located at Chinchow. 
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Radio Message hy Genetalissimo Chiang Kai-shek^ July J, 1946 

Priority: Urgent 

To: Directors, Generalissimo's Field Headquarters. 

Directors, Presidents Field Headquarters. 

Directors, Pacification Bureaus. 

Commanding Generals, War Areas. 

Commanding Generals, Pacification Areas. 


844038—49 
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Commanding Generals, Garrison Commands. 

The Commanding General, Nanking Garrison Command. 

Commanding Generals, Army Groups. 

Commanding Generals, Armies (CG’s, Reorganized divisions). 

General Chong Kai-ming, Commissioner, Executive Headquarters, Peiping. 

Our Government has been extremely patient, disregarding the great injustice 
done to Itself and conceded time and again, for the purpose of obtaining peace. 
Rut up to date, no sviccessful solution is being reached on any problem. Now, 
for sake of urging the Communist Party to repent itself, so as to reach basis 
for reaching agreement and establishing pence and unity, the following stipula¬ 
tions are made: If Communist troops do not attack our forces, then our troops 
will not attack the Communist Forces. Should the Communist troops advance 
against our forces, then our troops, for sake of self defense, protecting lives 
and properties of the people, and to keep local law and order will concentrate 
their strength and counter attack them,—so as to do the duties of us Soldiers. 
This order is being distributed and strict compliance by all units is requested. 
Also date of receipt of this order will be reported. 

Generalissimo CniANO Kai-shek 
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Joint Statement hy Mojo Sse Tung'* and OeneraX Chu Tek^'* 

Jxdy i, 19X6 


To: All Communist Field Commanders: 

At any place. If the Nationalist troops do not attack our force, our army 
sliall not take the initiative In attacking tliem. But In case of being attacked, 
our army shall resolutely take self-defensive mensnres In order to protect lives 
and properties of the people and to maintain law and order of the Democratic 
Governments. 

Mao Tse Tuno 
Cbu Teh 
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J(nnt Statement by the Special Representative of the President {Mar¬ 
shall) and the Avihaasador in China {Stuart)^ August 10,19X6'’' 

General Marshall and Doctor Stuart have been exploring together every possi¬ 
bility for terminating the present growing conflict In Chinn and for the Initiation 
of the preliminary stei>s In the development of n truly democratic form of govern¬ 
ment. The desire for a peaceful solution to the political problems appears prac¬ 
tically unanimous on the part of tbe people. The economic situation demands a 
prompt solution If a disastrous collapse is to be avoided. The flgtatlng Is dally 
growing more wide spread and threatens to eng\ilf the country and pass beyond 
the control of Uiosc responsible. Both the Government and the Communist leaders 
are anxious to put an end to the fighting but there are certain Issues concerned 
In the immediate settlements Involved regarding which an agreement has not 
been found. It appeors Impossible for the two parties to reach a settlement of 

** Chairman of tho Central Committee of tbe Chinese Communist Party. 

CommaQclGr«ln*Chlef of the Chtnese Communist Armies. 

Department of State Bulletin, Axkg. 20« 1040» p. 
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these issues which woukl permit a ijenoral order to be issued for the complete 
cessation of hostilities in all of China. Certain of the unsettled issues relate to 
the military redisiM)Sitious of troops. However, these apparently present less 
difficulty of settlement than a more fundamental Issue concerning the character 
of local or country governments to be maintained in the regions which will be 
evacuated as a result of the military redisposition pending a basic decision in 
such matters by the Constitutional Assembly. 
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Statement hy President Chiang Kai-shek^ August 13^ 1940^^ 


ify fellow countrymen: 

Exactly one year ago today Japan surrendered uDconditioDally to the Allied 
Powers. 

At the time when the war ended 1 realized that peace and unity in the country 
must he established before the people could live and produce, and before recon* 
version and reconstruction could progress. One year has passed but our 
national difficulties have not been lessened, nor have the people's sufferings 
been alleviated. In reviewing (ho past and looking toward the future, 1 feel the 
great responsibilities that fall upon me. 

Our principal objective after victory was reconversion to peace. During the 
past year the government has moved from Chungking to Nanking. Wartime 
legislation restricting civil liberties has been removed or amended. The Na¬ 
tional army is being reorganized acconling to schedule; thousands of officers are 
being retired from active service. Universities in tbe Interior are moving back 
to their original campuses. Ruined and broken cities and toums are being 
repaired, damaged dykes rebuilt. 

In areas not occupied or affected by the Communists the main comnninica* 
tlons systems, such as the Canton-Hankow railway, have been restored. Relief 
(s being given to the famine areas. Systems of election and assembly are being 
extended In the various provinces and districts. Bumper crops are reported 
throughout tbe country this 3 *ear which give hope of alleviating the famine 
that followed the war. The taxation S 3 * 6 teni has been improved. Since March 
the rate of banknote issues has decreased steadily and there was no new issue 
during July. 

This much yve have accomplished through hardship and Industry during the 
past year. 

However, we have much to regret in tbe slow progress of our reconversion. 

The most critical situation facing tbe country today Is the stoppage of pro- 
ductloD, economic dislocation, the high cost of commodities and livelihood. 

The prime reason for this situation is the disruption of communications. The 
number of vessels we possess Is still inadequate. Our trunk railway lines— 
the Pelping-Hankow, Tlentsln-Pukow, Kiaochow-Tslnan and Lungbai—have 
been repeatedly destroyed and disrupted. Because of this, our industrial centers 
lack raw moterlals, our agricultural and mineral products have no markets. 
While cargoes clog tbe commercial porta there is serious shortage of commodi¬ 
ties and capital In tbe Interior. 

^ EDglltfb summary of statemeDt oa tho first annlTcrBary of tbe Japoneea surrender as 
Issued by tbe Interoatlonol Departmeat of tbe Cblneso Ministry of Information. 
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Furtheniiore, there are a number of places now occupied by the Communists 
who have established their own economic unit enforcing a blockade on food¬ 
stuffs, issuing ami circulating their o^^-n currency, and living off the people in 
those areas. They have controlled the livelihood of the people In the adjacent 
areas. This situation has split the national economy and thus has hampered 
price control, currency stabilization, and reconversion as a whole. 

The crux of the difliculties I have just eniimerated is the continued disruption 
of pence and order, and our Inability so fur to reach a satisfactory settlement of 
political differences. 

When the war ended, the government decided on a policy of ‘‘national unity’ 
and "political democracy”. It wa.s hoi>ed that through political measures party 
friction could be eliminated. We knew that the Communist Party was not an 
ordinary parly with a democratic system. It is a party with an independent 
military force, an indoptMident administrative system. It taxes the people within 
it.s areas and remains outside the realm of the National government. 

However, the government exerted much effort hoping that the Communists 
would give up their military occupation of territory and change Into a peaceful, 
law-abiding political party and follow the democratic road to reconstruction. 
We must not iKTiuit another state to exist within a state; nor permit a private 
army to operate independent of a national army. This is the main obstacle In 
the settlement of the present situation and Is also the minimum demand the 
Kovernment has to put before the Communist part>- for the Interest of the country 
and the people. 

During the past year the government took the first step to open negotiations 
with the Communist representatives. Then, at the Political Consultative Con¬ 
ference in which all political elements were represented, five agreements were 
reached. Through the nssistaiico of General Marshall an agreement was signed 
for ending nil hostilities and for the restoration of communications. A plan 
for reorganization of the National army and Integration of the Communist 
armies into the National army was also reoebed. 

The future of the country and the proapt*rity of the people largely depended on 
the execution of those agreements and formulas. 

Unfortunately, during the past seven months the Communists have taken ad¬ 
vantage of the situation to expand their areas of occupation. They have Increased 
tholr demands. They have refused to respect the decisions of the Executive 
Headquarters, In which the government, the Communists, and the Americans are 
represented and which was created to implement the agreements. They have 
ctintlnuod to disrupt peace by their actions. 

The people are forced to live In fear and It has Increased the difficulties of Uie 
government. 

Under the present domestic and International situation, Clilna cannot permit 
another war to break out However, no government In the world can shirk Its 
responsibility to preserve order and protect the lives of the people. 

The government will continue to favor a peaceful settlement of the present dif* 
forences. Because of long years of war, hardships, sacrifices, and losses, the 
nation Is like a person who has been seriously 111 and needs gentle care during 
his period of recuperation. 

The government will always abide by the agreements nnd formulas to which It 
Is a party. A plan for reorganization of the National army Is already being car¬ 
ried out by the government Even when the Communists have violated the agree¬ 
ments nnd provoked clashes, the government has accepted the decisions of the 
Executive Headquarters. The record bears this out 
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The government’s policy will be: 

1. To end the period of political tutelage and institute constitutional government 
without delay in spite of all obstacles. The National Assembly definitely will be 
held on schedule November 12. 

2. To abide by the agreements reached by the PoUtlcal Consultative Conference, 
and to execute them. Sound proposals on principles i^f constitutional law should 
be embodied in the draft constitution which will be presented to the National 
Assembly for adoption. 

3. To enlarge the government’s political basis by iiiclnding members of all 
parties and non-partisans and to put into elTwt the Program of Peaceful Recon¬ 
struction as adopted by the Political Consultative Conference. 

4. To abide by the January 10 truce agreement. Our only demand is that the 
Communists withdraw from areas where they threaten peace and obstruct com¬ 
munications. 

5. To continue to use political means to settle political differences: but onUv 
If the Communists give assurance and evidence that they will carry out the truce 
agreement, restore communications, respect decisions of the Executive Head¬ 
quarters, and integrate the Communist army Into the National army, the govern¬ 
ment will be ready to negotiate all the* ]Munlitig problems. 

6 . To give protection and security to the people and their prop#*rttes and to 
remove ony throat to peace so as to enable the people to live in peace and carry 
on their daily livelihood. 

My fellow countrymen: 

In looking over the past year, If we had not suffered domestic strife, if a poli¬ 
tical party with armed forces had not insisted on expanding its territory, our 
country would be in a high and respected place, our people would have peace and 
prosperity. 

If the Communists had carried out the fbret* agreements reached since last 
January to cease hostilities, restore coinmuolcatlons, and Integrate their armies, 
and If they had, according to schedule, appointed representatives to piirtlclpnte 
in the National Government and attend the National Assembly, wo could by now 
have instituted constitutional govcnimcnt. We could have compIete<l our transi¬ 
tion to political democracy and we would not be misunderstood and criticized 
oy world opInioD. The people of Northern Kiangsu, HopcI, and Shantung would 
not have had to go through again the sufferings of battle and floods. 

I earnestly hope that the Communist party, reflecting on these facts, will come 
to thl.s realization. 

Today our one Important demand Is that the Communist party change its 
policy of seizing power by military force and tran.^^form into n peaceful pnrt>. 
We want them to help us win the peace In China. 

Wo must have a deep understanding of the Issues confronting our country 
and realize our responsibilities. We must put down rebellions, and moke China 
a peaceful, democratic, unlfled, and strong country- But government officials, 
also, must review their own mistakes and shortcomings, and exert every effort 
to fulfill their duties to their country. Furthermore, the people must have faith, 
patience, and zeal. They must bo able to differentiate between right and wrong, 
true and false, to speak up for Justice; to complete tbe revolutionary work of 
the nation. 

I dedicated myself to the cause of the revolution for the country and the people. 
I will not let the fruits of victory be lost In a day. I will not change my deter¬ 
mination to establish a peaceful, unified, and democratic country. I will assume 
my responsibilities, and with the help of my fellow countrymen, follow the sched¬ 
uled course to national reconstruction. 
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President Truman to President Chiang Kai-sheh 

Washington. August 10, 10^0 

I have followed closely the situation in China since I sent General Marshall to 
you ns my Special Envoy. It is with profountl regret that I am forced to the 
conclusion that his elTorts have seemingly proved unavailing. 

In hl.s discussions with you. I am certain that General Marshall has reflected 
accurately the overall attitude and policy of the American Government and of 
Informed American public opinion also. 

The r.apldly deteriorating political situation In China, during recent months, 
lias been a cause of grave concern to the American people. While it is the con¬ 
tinued hope of the United States that an influential and democratic China can 
still be aclileveil under your leadership, I would be loss than honest if I did not 
point out that latest developments have forced me to the conclusion that the 
seinsh interests of extremist elements, both in the Kuomintang and the Commu* 
nist Party, are obstructing the aspirations of the people of China. 

A far sighted step toward the achievement of national unity and democracy was 
acclaimed in tlie United States when the agreemenU were reached on Januarj- 
31st by the Political Consultative Conference. Disappointment over failure to 
Implement tiie agreements of the PCC by concrete measures is becoming an im¬ 
portant factor In the American outlook with regard to China. 

In tlie United States, there now exists an increasing school of thought which 
maintains that our whole policy toward China must bo rc-examlned in the light 
of siirending strife, and notably by evidence of the increasing trend to suppress 
the expression of liberal views among Intellectuals ns well as freedom of the 
press. The assassinations of distinguished Chinese liberals at Kunming recently 
have not been ignored. Regardless of where responsibility may lie for these 
cruel murders, the result has been to cause American attention to focus on the 
Chinn situation, and there is increasing belief that an attempt is being made 
to resort to force, military or secret police rather than democratic processes to 
settle major social Issues. 

American faith In the peaceful and democratic aspirations of the Chinese 
people has not been destroyed by recent events, but has been shaken. The firm 
desire of the people of the United States and of the American Government is still 
to help China achieve lasting peace and a stable economy under a truly demo¬ 
cratic government. There is an increasing awareness, however, that the hopes 
of the people of China are being thwarted by militarists and a small group of 
political reactionaries who are obstructing the advancement of the general good 
of the nation by falling to understand the liberal trend of the times. The 
people of the United States view with violent repugnance this state of affairs. 

It cannot be expected that American opinion will continue In its generous 
attitude towards your nation unless convincing proof is shortly forthcoming 
that genuine progress is being made toward a peaceful settlement of China's 
Internal problems. Furthermore, it will be necessary for me to redefine and 
explain the position of the United States to the people of America. 

1 earnestly hope that in the near future I may receive some encouraging word 
from you which will facilitate the achievement of our mutually declared aims. 
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The Chinese Amhassador {Koo) to President Trxinuin 

WAsnixGTON. August iS, 

My Deau Mb. Pbesident: ReferriDg to my ackoowleilgement of August 12 of 
your letter dated August 10 containing a message to President Cbiang Kai-sbek, 
I hare the honor to transmit to your excellency, in accordance with instructions, 
the following reply: 

"Referring to your message of August 10,1 wish to thank you cordially for your 
expressions of genuine concern for the welfare of my country. 

"General Marshall has labored most unsparingly to achieve our common ob¬ 
jective; namely, peace and democracy in China, since his arrival. Despite all 
obstacles, I, too. have done my utmost to cooperate with him in the accomplish¬ 
ment of his tusk. 

“The desire for peace has to be mutual, therefore, it means the Communists 
must give up their policy to seize political power through the use of armed force, 
to overthrow the government and to install a totalitarian regime such as those 
with which Eastern Europe is now being engulfed. 

"The minimum reQulremeiit for the preservation of peace In our country is the 
abandonment of such a policy. The Communists attacked and captured Chang¬ 
chun in Manchuria and attacked and captured Tehchow in Shantung after the 
conclusion of the January agreement. In June, during the cease-lire period, they 
attacked Tatung and Taiyuan in Shansi and Hsuchow in northern Kiangsu. They 
have opened a wide offensive on the Lunghai railway in the last few days, with 
Hsuchow and Kalfeng ns their objectives. 

"Mistakes have also been made by some subordinates on the government side, 
of course, but compared to the flagrant violations on the part of the Communists, 
they are minor in scale. We deal sternly with the offender whenever any mis¬ 
take occurs on our Government side. 

"In my V-J Day message on August 14. I announced the firm policy of the gov¬ 
ernment to broaden speedily the basis of the Government by the inclusion of nil 
parties and non-partisans, amounting to the effectuation of the program of peace¬ 
ful reconstruction adopted on Jaiiunry 13 by the political consultation confer¬ 
ence. It is my sincere hope that our views will be accepted by the Chinese 
Communist party. On its part, the Government will do the utmost in the shortest 
possible time to make peace and democracy a reality in this country. 

•T am cooperating with General Marshall with all my power in Implementing 
that policy which has as its aim our mutually declared objective. Success must 
depend upon the sincerity of the Communists In response to our appeals. I am 
depending on your continued support in the realisation of our goal. (Sgd.) 
Cbiang Kai-shek." 


I again offer my highest respects. 
Yours most sincerely. 


V. K. Wellington Koo. 
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Presideyit Truman to President Chiang Kai-shek 

Washington, August 31, iO-iS 

Dear i’KEsiDENT CuiANo : Your message ^s•us trnusinltted to me by letter on 
August 28 by the Chinese Ambassador Dr. Koo. I note with gratification your 
references to General Marshall. The strenuous efforts, iiulicated In the conclud¬ 
ing pamgraphs of your message, being made to effect the settlement of the Internal 
problems now confronting you are greatly welcomed by me. It Is earnestly hoped 
by me that a satisfactory political solution can soon be reached to bring about 
a cessation of hostilities, thereby making it iM>sslble for the great and urgent task 
of reconstruction to be continued by you and tlie Chinese people. With reference 
to the final paragraph of my policy statement of 15 December lSMr», I hope It will 
be feasible for the United States to plan for assisting China In Its industrial 
economy and the rehabilitation of its agrarian reforms. This con be rendered 
feasible, I believe, through the prompt removal of the threat of wide spread ClTll 
War in China. 

With iny best wishes and highest regards. 

Sincerely. Hahkt S. Truman 
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The Head of the Chinese Communist Party Delegation {Chou) to the 
Special Representative of the President {Marshall) 

MM HR SiiANQUAi, ScplcMiber J5, 

Dear General Marshall: Since the fruitless June armistice, the Committee of 
Three has been In adjournment up to this moment. At the time when you de- 
elnrcHl the adjournment, It was presumed that some other means would be sought 
in order to break the deadlock and bring about the cessation of hostilities. Never¬ 
theless, the Government, taking advantage of this opportunity, played a delaying 
tactic towards the negotiation and plunged Itself headlong into a large-scale civil 
war. The meeting of the Committee of Five in early July, the entering of Dr. 

J. L. Stuart Into mediation since mid July, the joint statements of yours and 
Dr. J. L. Stuart’s us of 10 August, and Dr. Stuart’s proiwsltlon advanced about a 
month ago for an Informal Group of Five, were all explolle<l by the Government 
authorities for dovetailing the talks Into the fighting with a view to ciiinouflaging 
the large-scale war which they had waged. Being solicitous for peace, the Chinese . 
Communist Tarty did not hesitate to recede further ground, and eventually ac- 
cceded to the proposition of taking up the Issue of government rcorganlEutlon first 
in the hope of winning a guarantee for cease-firing. Uowever, the Government 
authorities countered with dilatory tactics. Instead of giving an assurance for 
cease-firing, they went so far as to declare that the Chinese Communist Party 
must designate Its representatives for the National Assembly before the promul¬ 
gation of the order for the cessation of hostilities. At the same time, they Inti¬ 
mated that the reorganitatlon of the Executive Yuan would not be undertaken 
prior to the convening of the National Assembly, and that they bad In mind con-' 
tinning in governmental military occupation of the places recently occupied in 
Jchol, etc. As the matter now stands, the Kuomlntang Government not only bos 
no Intention of consc-flring and is designing to realize its 5-point demand through 
continued military drive towards the areas covered by this demand, but also has 
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thrown overboard one by one the procedures prescribe<l by the I’CC resolutions. 
The foregoing moves best bear out that the Government authorities did violate 
ttje Cease Fire Agreement and overthrow the PCC re.solutions. the most striking 
evidence l>elng the grave fact that a nation-wide civil war Is there and is still 
going on. 

From 13 January when the Cease Fire Order came into effect till August, the 
Government forces in violation of that order have moved as many as 180 divisions 
(or reorganized brigades), threw 206 regular army divisions (or reorganiztNl 
brigades) with n strength of 1.7-10.000 men. i.e. 85 percent of its total strength 
which Is 256 divisions (or reorganized brigades) or about 2.0C0,0'X) men. into the 
offensive against the Communist Liberated Areas; tliey made 0,tX)0-o<ld major 
and minor assaults, conducted over 300 bombing and strafing raids, and had 
seized and was continuing in occupation by 7 September of 76 cities thus seized. 
As a matter of fact, the Nationalist troops ore everywhere on the offensive, no 
matter In Manchuria. North China. Central China or South Chinn. Chengteh 
city has already fallen. Cities like Knlgnn. Hwalyin and Harbin are being made 
the immediate objectives of the Nationalist drive. Following the seizure of 
Chinchow-Chengteh Railroad, the fighting along the Chinese Clmngclmn. 
Pelping-Kupeikow. Pelplng-Sulyuan. Tungpu. Taiynan-Shihchlachwang, Tslngtao- 
Tsinan, Lunghal, Tientsin-Pukow, and Pelplng-Hankow Railroads also became 
Intensified. 

Notwithstanding the Kuonilntang Government declares that Us field forces 
have been reorganized, the strength of a present-day division in fact surpasses 
the actual strengtli of a former army. Now the Government is turning the de¬ 
mobilization back Into a new mobilization. As a result of which, over 00 divi¬ 
sional districts originally established for conscription have been restored. This 
In fact is tantamount to an Increase of more than GO divisions. Furthermore, in 
order to meet the war requirement, the Government authorities incorporated 
large numbers of puppets and as in the ease of Shantung and Shansi even Japa¬ 
nese war prisoners into the Nationalist army, the latter being recruited under 
false names. 

Up to the present moment, not only the January Cease Fire Agreement has 
been thoroughly de.stroyed, but also the war situation has become graver than 
prior to the signing of that agreement, and from the vlewiwlnt of its scale, it 
is unparalleled in the twenty years’ history of the Chinese civil strife. 

On the other hand, the vast assistance received by the Kuomlntang Government 
from the United States for prosecuting the civil war is also unetiuallod iu Chinese 
History. Since the V-J Day, the quantity of supplies which the Kuomlntang 
Government has received under U. S. Lend-lease Bill, even according to official 
announcement of the U. S. Government, is equal to the amount delivered during 
wartime, both being over D. S. $600,000,000 worth. The actual amount pre¬ 
sumably would be still more. Whereas during the anti-Japanese war, the Amer¬ 
ican-equipped Chinese divisions had only been used in the Indla-Burma campaign 
and later on once in western Hunan; now nearly all of them are thrown into the 
offensive against the Communist Liberated Areas. Furthermore, the United 
SUtes Forces also helped to move these troops by air and sea. As this was 
found still insufficient, the United States Forces further helped the Government 
by guarding the railroads, cities, towns ns well as seaports and by Joining its 
military operations. On the top of that, during the June armistice, the U. S. 
Government brought before the Congress a bill of 10-yenr extension of the lend- 
lease to China, which could serve no other purpose than to bolster up the war 
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spirit of the Kiiomintang Government. Later on. the U. S. Government tamed 
over U. S. $825,000,000 worth of surplus properties Inclading naval vessels and 
other equipment to the Kuomintang Government. It might well be qaestloned as 
to what an embarrassed position the large-scale assistance and armed interven¬ 
tion on part of the Dnited States Government have placed you and Dr. J. L. 
Stuart as Its envoys plenipotentiary and ineiliators into. You, In particular as 
the Chairman of the Committee of Three which is directing the Executive Head¬ 
quarters, can well be imagined to be on the worst spot. Unless the U. S. Govern¬ 
ment has no intention to let its envoys plenipotentiary act ns true mediators, 
and would rather leave them open to public criticism, it should weigh the necessity 
to change its erroneous policy of assisting the prosecution of the civil war by 
the Kuomintang, withdraw the American Forces in China, freeze the transfer of 
tie surpluses and withhold all aids, so that you and Dr. J. L. Stuart will be in 
a position to exercise their fair and equitable mediation. Only under such con¬ 
ditions, peace in Chinn will become highly hopeful, and the Slno-American co¬ 
operation will receive high benefit under Its Influence. It Is my sincere hope that 
you would deeply think the matter over. 

Since the .lime armistice, all Intricate ways to solve the issue have proved 
futile and non-instrumental In breaking the deadlock. Instead they wore merely 
exploited by the bellicose elements to gain time, to befog the public opinion, to 
enlarge the civil war, and to Imperil the people. In view of this, I, as the official 
representative of the Chinese Communist Party with full authority, wish to 
advance to you, the Chairman of the Committee of Three, a straightforward 
proposition for the settlement of the Issue, 1. e., you would Immediately convene 
a meeting of the Committee to discuss the question of cease-firing. 

An Immediate termination of the civil strife In Chinn Is the aspiration of the 
people throughout China as well ns the call in the world. President Harry 
Truman’s stalcmont ami the Moscow Communique of the three Foreign Ministers 
of last December all pointed towards this end. On this basis you were entrusted 
with the present mi.sslon. And on the invitation of both the Kuomintang and 
the Communist Parties you took up the role ns mediator In the negotiation and 
l)ccnme the Chairman of the Committee of Three. And It was on the basis of 
the Cense Fire Agreement between the two parties that the Peiping Executive 
Headquarters and the Changchun Advnncetl Section were established and field 
teams formed. Now that the situation has become so much worsened, the only 
hope lies in returning to this sole legal cease-fire agency for seeking a truce 
arrangement and a direct and simple solution. You as the Chairman of the 
Committee of Three are hereby requested to transmit our view to the Govern¬ 
ment and to arrange for the meeting of the Committee at the earliest possible 
moment In order to discuss the Issue. 

Your reply is eagerly awaited. 

[Signed In Chinese] 

CnoTT En-LAi 

90 

The Head of the Chinese Communist Party Delegation ((7Aou) to 
the Special Representative of the President {MarsJ^l) 

[Sbanohai,] Septemher i$, 19^6 

Mt deab Gene&al: Because <4 some business that requires my attendance, I 
am called upon to leave for Shanghai to-day. In case there Is any matter that 
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you waut to commuDicate to mo, please contact jny associates Messrs, Liao 
Cbeng-cbili and Wang Ping-nan here. 

As soon as you have decided to convene the Committee of Three, I will be 
back on your notice. 

Faithfully yours, 

(Signed in Chinese] 

Chou En-lai 



The Spcciol Representative of the President {Marshall) to the Read 
of the Chinese Communist Party Delegation {Chou) 


OSB 440 Nanking. Beptemher 19 , 19^6 

Dkab Genekai, Cuou : Dr. Stuart has Informed me that he learns through Dr. 
Wang Ping Nan that you desire a formal written acknowledgement to your memo¬ 
randum to me of September 15th in which you request me as Chairman of the 
Committee of Three to transmit to the National Government the view of the 
Communist Party of the situation as expressed in this memorandum, and to 
arrange for a meeting of the Committee of Three at the earliest possible moment. 

I have transmitted to the National Government in Nanking a copy of your 
memorandum. Further when advised at Kuling by radio of your desire regarding 
Committee of Three meeting I took your proposal to the Generalissimo and was 
Informed by liim that he would not authorize the attendance of the Government 
member of the Committee of Three at such n meeting until there had boon a 
meeting of the informal five man committee beaded by Doctor Stuart, and some 
progress had been made towards an agreement for the orgaiiizution of the State 


Council. 

Doctor Stuart, I believe, had previously conveyed this Information to Mister 
Wang Ping Nan. 

Faithfully yours, 

fOcoaoc C. Mabshaij.] 


92 

The Head of the Chinese Communist Party Delegation {Chou) to the 
Special Representati/ve of the President {Marshall) 

SnANOHAl, Septomber 2 t , 19^6 

My deab Genebai. Mabsuali,: Tout memo OSE 446 dated September 10 has 
been received. 

The extremely serious situation at this moment, as I see, has gone far beyond 
the scope that It can be resolved by a discussion on government reorganization 
or any other similar procedure. Instead, the key to It rests with cease firing 
a prompt and Immediate cease firing. Inasmuch as the sole legal agency handling 
cease firing matters is the Committee of Three, you as Its chairman are therefore 
called upon to hold Joint discussion with the two Chinese parties on this para¬ 
mount and most urgent problem, no matter what their respective views will be. 

I wish to recaU that It was largely due to your assuming the chairmanship of 
the Committee of Three in early January, that the cease fire agreement was con¬ 
cluded, and that the Executive Headquarters in Peiping and the various field 
teams became established, which In turn secured the Implementatlou of that 
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agreement, and ushere<l in the Incipient rays of pence to China proper. It was 
due to the same event, llial the prospect was opened for the fulfillment of the 
primary part of your mission In China. Again it was this course of events that 
entailed the successful conclusion of the PCC and the signing of the Army 
R(Kirgnnlzation Plan. 

As the matter now stands, however, we find ourselves facing a state, which 
can only find a parallel in days prior to January 10, if not even worse. The only 
liroper approach toward disentangling the many complexities lies therefore in 
effecting a prompt cessation of hostilities. The function as well as the past rccortl 
of the Coniinlttee of Three further underscore your obligation to call Its meeting 
at once. And the reasons are; 

(1) The Coniinlttee of Three has been In adjournment for nearly three 
months, it thus not only bars tlie prospect for peace, but utterly deprives tne 
Executive neadquarters and the field teams a guiding light amidst this turmoil. 

(2) Tliere is no precedent in the record of the Committee of Three that 
any Clilneso party has ever rejected your Invitation to its meeting. Nor is it 
loiicelvnble that anybody would ever boycott such a meeting. In particular 
the Chinese Communist Party has never undertaken snch a step. 

I feel therefore all the more Justified In requesting a prompt meeting of 
tlie CommK f«H* of Three at tills moment. 

As to the rejolner that the Committee of Three should not be convened until 
there hn.s been u meeting of the informal five man committee headed by Dr. 
Stuart, and some progress has hcc-ii made towards an agreement for tlie 
organization of the State Council, it is but n too obvious unwarranted excuse, 
which I believe you are fully aware. For plainly the informal five man com¬ 
mittee would not by Itself bring forth a cessation of hostilities. At best. 
It would only open the way for a discussion on truce,—being still far off from 
our true objective of cessation of hostilities. Speaking about the reorganization 
of the State Council Itself. It is not a complicated matter at all, unless the 
Kuomintang government would lavishly play an obstructionist policy. If the 
Kuomlntnng would agree to appropriate fourteen scats of the State Council to 
the Chinese Coniinunlst Party and the Democratic Ixingue, thus definitely en¬ 
suring a one-third vote to safeguard the PCC common program from being 
infringed upon, the whole issue of the State Council can be settled almost 
overnight. Would such a course be adopted. I am sure, that Dr. Stuart as 
the pre-asslgned chairman of that committee can very well confer with both 
sides for a settlement. If a different course be chosen, then even the aban¬ 
donment by the Kuomintang of Its previous claim for a 8— 1 ■ 4 - 4 ratio does not 
rule out the possibility that It may wreck the whole proceeding by substituting 
that claim with other terms. Facing such a situation, the debate would Just 
go on endlessly without ever resolving the State Council issue, let alone the 
cessation of hostilities. 

Time and again I have explained to Dr. Stuart, that the resolution of the 
State Council issue docs not call for a formal meeting, as It can very well 
be achieved by informal talks with the two parties, thereby facilitating the 
discussion on the prlpclpai cease-firing Issue. Any insistence on placing the 
informal five man committee before the Committee of Tliree Is not only un¬ 
warranted, but merely a pretext for the purpose of obstruction. 

In view of the foregoing I earnestly request that you would immediately 
call the Committee of Three together, and favour me with an early reply. 

Should the Committee of Three nevertheless fall to meet, I can hardly 
convince myself that there Is still a second way lending to cessation of hostlll* 
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ties. B}- reaching such a stage, I would feel myself forced to make public 
all the important documents since the armistice in Juno, in order to clarify 
the responsibility and appeal to the general public for judgement. 1 wish hereby 
to serve notice of my contemplated action. 

Faithfully yours. 

(Chou En-laiI 


93 

The Special Representative of the President {Marshall) and the 
Ainbassador in China {Stuart) to the Head of the Chinese Com- 
■mxtaiist Party Delegation {Choxt) 

OSE 440 [Nanking) Srptrmbcr 26 . lUiG 

Dear GeNCiLAt. Ciiou : Since your departure for Shanghai we have been steadily 
hoping that you would return here and thus make pos.slble n resumption of the 
efforts to end the spreading civil war. The disastrous consequences to the nation 
of a continuation of the present situation are apparent to all. We continue in 
our belief that both the Government and the Communist leaders sincerely desire 
peace and the establishment of a coalition government and the afloption of a 
democratic constitution, and that the dlfiBcuHlos are largely questions of 
procedure. 

We desire to help In this to the utmost of our ability. We venture, tlierefore, 
on the basis of our past friendly relations and our personal est»H‘m for you, to 
urge that you return to Nanking without further delay in order that wo may 
together explore all conceivable ways and means for the objective we are seeking 
to achieve. 

We have been Informed that the GenernllBslmo returns to Nanking today or 
tomorrow, weather permitting. 

G. C. Mabsiiam. 

•T. Stpaut 

94 

The Uead of Uie ChiMae Carnmunzst Party Delegation (Chau) to the 
Special RepreeenUitive of the Prenident (^1/ at^^halV) and the Ainha-s- 
sador in China {St^uirt) 


Nanking. September 27 , iW-fC 

Dear General Makbiiaxl and Ambassador Stuart; Thank you for your letter 
dated 26 September, 1946. 

The deterioration and seriousness of the present situation Is apparent both 
to you nnd to all. I am not unwilling to return to Nanking for a discussion of 
the ways and means to stop the civil war. The government not only gives no 
signs for the cessation of hostilities but further Is Increasing Its efforts by many 
folds In the active offensive upon Knlgon, Harbin, Antung, North Kiangsu, and 
other areas. A further adventure for negotiation will be nothing helpful to the 
real peace but a scnokescreeo for a free hand to make a full scale cUll war on 
part of the government and for the deception of the people. This Is why I would 
rather wait here In Shanghai for the convocation of the Committee of Three. 

Your good friendship as expressed in your letter to urge me to return to 
Nanking Is appreciated. However, Inasmuch as the actual situation is still 
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anknown, I am requesting Mr. Tung Pi-wu to approach yon first on behalf of oar 
side. 

Should the government give factual evidence in reply to the demand for cease¬ 
fire and prove Itself to have sincerity, I shall have no reason not to return to 
Nanking for a talk. 

Sincerely yonrs, 

Chou Ek-lai 



Draft of Statement for OeneralUsinio Chiang Kai-shek 

A continuation of the present political and military situation in China will 
he destructive of the Interests of a long suffering people. It will render impos¬ 
sible the unification of our country and will threaten the pence of the world. 
Therefore, It is necessary that an early solution be found to the present con¬ 
flict and that peace be restored to the land. But ns the responsible bend of 
the Government of China, I roust see that the necessary measures are taken 
to safeguard the security of the nation, since we are dealing with a political 
party which maintains a large army to support or enforce Its political policies. 

In the past three months, I have stipulated certain conditions that must be 
met by the Communist Party before a peaceful accord could be achieved and to 
which they have thus far refused to agree. They now demand an Immediate 
meeting of the Committee of Three of which General Marshall Is the chairman. 
That committee rcnched on impasse in Its negotiations the latter part of June 
and unless there are certain preliminary but vital agreements or understand¬ 
ings, a meeting of the committee would not only be ineffective but Its future 
possible usefulness would be fatally Impaired. I have Insisted that the group 
of five men selected to reach an understanding between the Government and 
the Communist Party making possible the establishment of the coalition State 
Council should first meet under the chairmanship of the Unltetl States Ambas¬ 
sador, Doctor Stuart, to give evidence of Uie good intent of both the Kuomlntang 
Party and the Communist Party towards the reorganization of the government 
In accordance with the resolutions of the Peoples Consultative Council. With 
this reassurance of good faith on both sides there would then be a new basis 
of trust for the termination of the hostilities now disrupting China. I have 
further stated that concurrent with the termination of hostilities the Com¬ 
munist Party should Indicate its honest intention to cooperate in the reorganiza¬ 
tion of the government by announcing its delegates to the National Assembly 
to meet on November 12 to determine on a democratic constitution for the 
Government of China. 

In view of the seriousness of the situation, the misunderstandings and public 
confusion, and the distrust and suspicions unfortunately prevalent, 1 now make 
the following public announcement of the conditions under which the Govern¬ 
ment is prepared to act to secure an immediate cessation of hostilities. 

The Five Man Committee under the chairmanship of Doctor Stuart to meet 
immediately and at the same time the Committee of Three under the chair¬ 
manship of General Marshall with the following understandings: 

(a) The opposing troops in close contact to be separated In accordance with 
the terms tenatively agreed to by the Committee of Three In June for the termina¬ 
tion of hostilities in Manchuria. 


e Prepared by the Special Representative of the President, (September) 1946. 



ANNEXES 


661 


(b) The restoratJoD of communications to be Immediately resumed in accord¬ 
ance with the agreement tentatively reached by the Committee of Three last 
June. 

(c) The method for settling disagreements among the team members of Execu¬ 
tive Headquarters and Commissioners at Executive Headquarters to be in accord¬ 
ance with the agreement tentatively reached by the Committee of Three last 
June. 

(d) The implementation of the agreement for the reorganization and unifica-, 
tion of the armies of China to be settled by the Committee of Three without delay. 

(e) That whatever understanding Is reached by the Five Man Committee 
headed by Doctor Stuart it is to be coulirmed by the Steering Committee of the 
PCC without delay. 

(f) All questions of local government to be settled by the newly organized 
State Council. 

(g) Concurrent with the cessation of hostilities, the Communist Party to 
announce its Intention of participating in the National Assembly by publishing 
its list of delegates to that Assembly. 


96 

The Bead of the Chinese Communist Party Delegation (^Choxi) to 
the Special Representative of the President {Marshall) 

Shanghai, Bcptentbcr SO , 19^6 

Deab Genebai. Mabshaix: Since the Interruption of the talks during the June 
armistice, the Kuomlntang Government thenceforth not only went further in 
Ignoring all the previous commitments, but also tore the Cease Fire Agreement of 
January to pieces, and launched a large-scale drive in China proper. During the 
last tlirce months they have occupied many cities, destroyed the popularly- 
elected local administrations of many a place, made ruthless air raids Into 
Liberated Areas, killing and wounding countless civilians. They further ad¬ 
vanced the insensible five-point demand setting forth the withdrawal of Com¬ 
munist troops and popularly-elected local administrations from a number of 
areas. When the Chinese Communists rightfully rejected their proposition on 
account of Its IncompatlbiUty with the basic principles of the PCC Joint Plat¬ 
form, they threw their military drive Into high gear. In order to achieve tills 
demand by force, and aggrandize their occupation. 

Thus, apart from taking away a series of places from the Communist led 
Liberated areas In Hupeh-Honan, north Anhwei, north Kiangsu. Shantung, 
Shansi, Hopei and Jehol. the Kuomlntang authorities then used the Communist 
siege over Tatung as an excuse for making the announcement tliat they would 
launch ruthless drives for capturing Cheugteh, Kalgan and Yenan. What then 
happened was that Chengteh was soon occupied by them, followed by such key 
cities like Tsinlng and Fengchen along the Pelplng-Sulyuan rail line. Actually 
the Communist campaign around Tatung is merely calculated to divert the attacks 
launched by the Kuomlntang troops In Shansi under Yen Hsl-shan and Hu Chung- 
nan, and as such it is of a besieging nature. Most recently the Communists even 
announced the formal lifting of the siege, thereby freeing Tatung from any kind 
of menace. 

On the other hand, the Kuomintang troops are still up to the neck engaged In 
enlarging their occupation In Jehol and east HopeL Most significantly, at this 
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mouifiit, 11 three-pronged attnck is being formally launched against Kalgan. It 
thus became obvious that the Kuomintang Government shows even no hesitation 
to strike against one of the political and military centers of the Communist-led 
Liberated Areas—Kalgan—, in order to force the Kuomlntang-Communlst relation 
into the perilous state of an ultimate break. 

Now I am duly instructed to serve the following notice, which I request you 
would kintlly transmit to the Government: If the Kuomintang Government does 
, not instantly cease its military operations against Kalgan and the vicinity areas, 
the Chinese Communist Party feels itself forced to presume that the Government 
is thereby giving public announcement of a total national split, and that it has 
ultimately abandoned its pronounced policy of peaceful settlenieqt. When 
reaching such a stage, tlic responsibility of all the serious conseqtienees should as 
a matter of cour.se solely rest with the Government side. 

(Chou bn-lai] 



The Special Representative of the President {Marshall) to President 

Chiang Kai-shek 


OSE 470 Nankino, Oclober i, 

Youh Excellenct: Since our conversation of Monday morning, September 3b, 
and General Yu Ta Wei's call on me the same afternoon, I have carefully con¬ 
sidered nil the factors Involved In the present status of negotiations and military 
operations. 1 have also taken Into consideration the later developments; 

(1) Tlie Communist announcement of yesterday stating their refusal to nomi¬ 
nate delegates to the National Assembly unless certain PCC conditions are met 
and the announcement of the governmental Central News Agency regarding the 
operations against Kalgan; 

(2) The Informal suggestions (Inch 1)“ of Doctor T. V. Soong for a series 
of actions as conditions precedent to a cessation of bostilUies, which he men¬ 
tioned to Doctor Stuart this morning, and 

(3) The memorandum from Qcneml Chou En-lal to me (Inch 2)” which was 
handed to me by Mr. Tung Pi Wu today. 

I am not In agreement cither with the present course of the Government in 
regard to this critical situation or with that of the Communist Party. 1 dis¬ 
agree with the evident Government policy of settling the fundamental differences 
involved by force, that is hy utilizing a general offensive campaign to force com- 
plianco with the Government point of view or demands. I recognize tlie vital 
necessity of safeguarding the security of the Qoveminent, but 1 think the present 
procedure has past well beyond that point. 

On the part of the Communist Party, 1 deplore actions and statements which 
provide a basis for the contention on the part of many in the Government that 
the Communist's proposals can not be accepted in good faith, that It Is not the 
Intention of that Party to cooperate In a genuine manner In a reorganization 
of the Government, but rather to disrupt the Government and seize power for 
their own purposes. 

1 will not refer to the circumstances connected with the Ineffective negotiations 
since last March. 1 wish merely to state that unless a basis for agreement Is 


** Not printed. 

** 8m annex 92. 
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found to terminate the lishtitiK without further delays of proposjils and coun¬ 
terproposals, I will rccomineDd to the Prcsi<lent that 1 be recalled and that the 
United States Government lermiuate its efTorts of uje<1iatlon. 

[Geokce C. Mahsiiai.l] 


AiuE Mf.moire 

Informal auggcstion—tcHthoul co«r»/iifmc»if 

I. B'lTe-ineti Committee to meet lirst to discuss Coinnninist participation in State 
Council. 

II. (n) Followiuy this first meeting a 3-inan Conimittee to meet and (kKlde the 
areas to which Communist troops will be assigneil. 

(b) Dates will be set for the movement of Communist trooi)S to designated 
areas. 

(c) Truce teams will be sent to obseiwe the movement of the.se troops. 

(d) Upon the acceptance by the Communist delegates of the areas where 
Comumnist troops will be stationed anil the dates set for their removal to 
those areas, cease-fire order will forthwith bo given. 

(e) When the Communist troops have reached the areas assigned to them, 
they will be Incorporated into the National Army, and trained and etjuipiKMl 
like other national divisions. 
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President Chiang Kai-shek to the Special Representative of the 

President l^^Marshall) 

(TraDfllatloDl 


Nanking, Ocioher 2 y 1946 

Tour Bicellency’s letter dateil October 1. 104G. which was attached with u 
letter from General Chou En-lal under date of September 30, 10-16 handed to you 
by Mr. Tung Pi-wu, has been received. The Government Is more eager than any 
other party for an early cessation of hostilities, but past e.xperience shows that 
the Chinese Communist Party bus been In the habit of taking advantage of nego¬ 
tiations to obtain respite and regroup their troops In order to launch fresh attacks 
on Government troops who have been abiding by truce agreements (attached Is a 
list of important evidences of Communist troops attacking Government troops 
during the truce periods), and that conflicts only ceased temporarily but flared up 
again after a short Internal. Therefore effective means should be devised to 
assure that cease Are Is permanent and not temporary. The Government, having 
the responsibility of restoring and mnlnUlning order and security In the country, 
can not allow the chaotic situation to be prolonged indefinitely. 

With a view to saving time and showing Its utmost sincerity, the Government 
hereby, with all frankness, expresses its maximum concessions In regard to the 
solution of the present problem: 

(1) The Chinese Communist Party has been Incessantly urging the reorganiza¬ 
tion of the National Government This binges on the distribution of the mem¬ 
bership of the State Council. The Government originally agreed that the Chinese 
Communist Party be allocated eight seats and the Democratic Dengue, four, with 
a total of twelve. The Chinese Communist Party, on the other band, requested 
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ten for themselves and four for the Democratic League with a total of fourteem 
Now the Government makes a fresh concession by taking the mean and offering 
one seal for the independents to bexecommended by the Chinese Communist Party 
and agreed upon by the Government, so that, added to the original twelve, it 
makes a total of thirteen seats. But the Communist Party should without delay 
produce the li.st of their candidates for the State Council as well as the list of their 
delegates to the National Assembly. This reassignment of seats should be decided 
by the proposed group of live to be confirmed by the Steering Committee of PCO. 

(2) For immediate implementation of the program for reorganization of the 
army, the location of the eighteen Communist divisions sbotild be Immediately 
determined and the Communist troops should enter those assigned places according 
to agreed dates. The above should be decided by the Committee of Three and 
carried out under the sui>ervislon of the Ehcecutive Headquarters. 

If the Communist Party has the sincerity for achieving peace and co-operating 
with tlie Ooverumeiil, and is willing to solve immediately the ahove-mentloned two 
problems, a cense fire order should be Issued by both sides, when agreement has 
been reached thereon. 

Kindly forward the above to the Communist Party and let me know yonr es¬ 
teemed opinion about it. 

Cbiano Kai-shek. 


99 

The Special Representative of the President {^MarshaVT) to the 

Ambassador in China {Stuart) 

OSB 401 Nankiko, October 6, I94S 

Dear Doctor Stuart; I have outlined below my understanding of the arrange¬ 
ment agreed upon this morning between ourselves and the Generalissimo. 

You are to notify Wang Ping Nan that we proposed to the Generalissimo a 10- 
day truce for the operations against Kalgan under the following conditions: 

1) The purpose of the truce Is to carry out the two proposals of the Generalla- 
slnio in his communication to me of October 2. (copy attached)" 

2) During the period of the truce, Executive Headquarters will check on its 
observance with teams at ail critical points composed and directed as follows: 

0 . Teams within the Communist lines will not have a National Government 
member and teams within the Government lines will not have a Communist 
member. 

b. The American member will have the authority to determine where and when 
the teams shall go and will himself report on any actions which In effect could 
be considered violations of the truce. 

c. Between the two forces a team or teams may bo located with both Govern¬ 
ment and Communist representatives. 

S) The public announcement of the truce will be made by you and mei and the 
Government and the Communists ore to refrain from any announcement 


** See annex 08. 
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Statement hy the Chinese Communist Party 

Yenan, October 8 , 1940 

1. The truce should be without a time limit because, based on previous exper¬ 
ience, It would otherwise be unsatisfactory. The proposal would seem to be a 
strategy unless the Governiueut troops were withdrawn to their original positions, 
thus demonstrating the sincerity of the Government. 

2. The Communist Party wishes to have the Three- and Five-Man Committees 
to meet but the discussion should not be limited to the two paragraphs of the 
October 2nd communication of the GeneraUsslino. These topics dealt with under 
truce conditions may be regarded as under military coercion. 

3. No reply has been sent to the communication of October 2nd because the 
Communist Party had been hoping to have some word from General Marshall 
and Dr. Stuart clarifying the situation for peace. The latest proposal implies 
that the situation has not changed much. General Chou Is therefore preparing 
to send a formal written reply and sees no need for his returning to Nanking. 


101 

Joint Statement hy the Special Representative of the President {Mar¬ 
shall) and the Amhaesador in China (Stuart) Nanking^ October 

8yl946 

On the morning of October Ist General Marshall received through U)e bands 
of Mr, Wang Ping-nan, the Communist representative, a memorandum dated 
September 30th from General Chou En-lai In Shanghai relating to the activities 
of the Kuomintang Party to which objection was taken and concluding with the 
following paragraph: 

•*Now I am duly instructed to serve the following notice, which I request you 
would kindly transmit to the Government: If the Kuomintang Government does 
not Instantly cease Its military operations against Kalgan and the vicinity areas, 
the Chinese Communist Party feels Itself forced to presume that the Government 
Is thereby giving public announcement of a total national split, and that It has 
ultimately abandoned Its pronounced policy of peaceful settlement. When reach¬ 
ing such a stage, the responsibility of all the serious consequences should ns a 
matter of course solely rest with the Government side,*' 

In accordance with the request of General Chou the foregoing memorandum 
was transmitted to the Generalissimo, and on October 2nd he replied In a memo¬ 
randum to General Marshall relating certain hostile acts of troops of the Com¬ 
munist Party. In this memorandum the Generalissimo proposed, with a view 
to saving time and as Indicating the sincerity of the Government, the following 
as the mazlmam concessions the Government would make in the solution of 
the present problem: 

*‘l) The Chinese Communist Party has been Incessantly urging the reorgani¬ 
zation of the National Government. This hinges on the distribution of the 

» Dtpariment of Btote Bullettn, Oct. 20. 1046. pp. 723-724. 
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membership of the Stnte Council. The Government originnlly ngreed that the 
Chinese Communist Party be allocated eight seats and the Democratic L^gue. 
four, with a total of twelve. The Chinese Communist Party, on the other hand. 
rcfiiiPstPcl ten for themselves and four for the Democratic League with a total of 
fourteen. Now the Government makes a fresh concession by taking the mean 
mid offering one seat for the independents to be recommended by the Chinese 
Communist Party and agreed upon by the Government, so that, added to the 
original twelve, it makes a total of thirteen scats. But the Commxlnlst Party 
should without delay produce the list of their candidates for the State Connell 
ns well ns the list of their delegates to the National As.sembly. This reassign¬ 
ment of seats should be decided by the proposed group of five to be confirmed 
by the Steering Committee of PCC. 

•■2) For Immediate Implementation of the program for reorganization of the 
army, the location of the eighteen Communist divisions should he Immediately 
determined and the Communist troops should enter those assigned places accord¬ 
ing to agreed dates. The above should be decided by the Committee of Three 
and carried out under the supervision of the Executive Headquarters." 

This commiinlcatlon was Immediately transmitted to the Communist repre¬ 
sentatives and they, later on In the week, called on the American mediators with 
a request for information as to whether the memorandum of the Oenernllsslmo 
of October 2nd was a reply to General Chou's memorandum of September 30th. 
AS no mention of Kalg&n waa made. 

There followed a series of discussions between the GonerallAalmo and General 
Marshall and Ambassador Stuart which finally resulted In the acquiescence of the 
Genornlis-slmo that he halt the advance on Kalgan for a period of 10 days during 
wlilch the Five Man Group and the Committee of Three would meet In order 
to consider the two proposals of the Generalissimo In his communication of 
October 2nd. The Generalissimo further agreed that during the period of this 
truce Executive Headquarters would check on Its observance with teams at 
all critical points and that Government representatives would not accompany 
teams within the Commnnlst lines while the Communist representatives would 
not accompany teams within the Government lines. Also that between the two 
forces, teams will he located with representatives from both sides. Further that 
the American member would have the authority to determine where and when 
the teams would go and would himself report on any notions which would. In 
effect, be considered violations of the truce. 

The Generalissimo farther agreed to the arrangement that the public announce- 
ment of the truce would be made by the American mediators and that the 
Government and the Communists were to refrain from any announcement 

This Information was transmitted Immediately at 1: SO on October 0th to the 
Communist represenUUve, Mr. Wang Plng-nan for transmittal by him to General 
Chon En-Ial In Shanghai. 

Today. Tuesday October 8th, Mr. Wang Plng-nan delivered verbally the reply 
from Yenan through General Chou En-lal. the substance of which was ns follows: 

“D The truce should be without n time limit because, based on previous 
experience, it would otherwise be unsatisfactory. The proposal would seem to be 
a strategy unless tbe Government troops were withdrawn to their original 
positions, thus demonstrating the sincerity of the Government. 

“2) The Communist Party wishes to have the Three- and Five-Man Committees 
to meet, but the discussion should not be limited to the two paragraphs of the 
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October 2n(i commuQicatloD of the Generalissimo. These topics dealt with under 
truce conditions may be regarded as under military coercion. 

“3) No reply bad been sent to the communication of October 2n(l because the 
Communist Party had been hoping to hare some word from General Marshall and 
Dr. Stuart clarifying the situation for peace. The latest proposal Implies that 
the situation has not changed much. General Chou is therefore preparing to 
send a formal written reply and sees no need for his returning to Nanking.” 


102 

The Head of the Chinese Commwnist Party Delegation {Chou) to 
the Special Representative of the President {MarshalV) 

Sh.\>’OHai, October 9, 194$ 

Deab Geneil\l Marshall: Your memo OSE 479 dated October 2. 1940. which 
you directed Colonel Caughey to send to me and which was attached with a 
memo from E^esident Cbiung under even date, has been duly received. 

President Chlaiig’s memo not only refused to reply to my demand espie.ssed 
in my memo dated 30 September calling for an immediate termination of the 
military operations against Kalgan. but Instead went so for as to raise two 
claims which directly run counter to the PCC resolutions and the Army Reorgani¬ 
zation Plan. For this reason I refrained myself from making an Immediate 
reply, but merely Instructing Mr. Wang Plng-nan to deliver verbally my com¬ 
ment to Dr. Stuart, with a view to looking forward that you and Dr. Stuart 
would further exert fair and Impartial efforts for the peace In China. 

As was transmitted by Mr. Wang to Dr. Stuart, we could not accept President 
Chiang’s terms for the following reasons: 

1) According to the principles of the previous agreement, the Chinese Com¬ 
munist Party and the Democratic League must hold fourteen out of the forty 
seats In the state council, that Is a little over one-third of the total vote, In order 
to ensure that the Peaceful Reconstruction Program would not be revised 
unilaterally. However, the Government proposal of thirteen seats could not 
provide such a safeguard. To regard one of the non-partisan members as 
belonging to the Chinese Communist Party or the Democratic League Is also 
not in accord with the PCC resolution. 

2) The list of National Assembly delegates can be produced only to the 
reorganized Government, and even so not until the draft constitution has been 
revised by the PCC, acknowledged as the only draft to be presented to the 
National Assembly, and the distribution of the membership of the National 
Assembly has been finally agreed upon. Whereas such Is the procedure stipu¬ 
lated by the PCC resolutions. President Cblang demanded that the list of 
National Assembly delegates be produced to the one-party government, obviously 
in violation to those resolutions. 

3) For an effective Implementation of the Army Reorganization Plan, it Is 
essential to determine as to where the troops of both parties will be located during 
tlie process of reorganlzaUon, and not to determine merely the location of the 
Communist army, while Government troops are being granted freedom to move 
around, to menace nt any time and to attack at will the Communist troops and 
the populace In the Liberated Areas. 
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It was certainly not our expectation that that hope of ours was being nals- 
plantcd. On 7 October, I received your memorandum to Dr. Stuart under date of 
6 October, thereby learning that President Chiang agreed merely under the con¬ 
dition that his two afore-mentioned demands would be carried out to postpone 
his military drive against Kalgan for ten days. This is obviously an ultimatum 
to force us to surrender. We feel therefore compelled to reject firmly that 
proposal. 

Now, apart from instructing Messrs. Tung Pl-wu and Wang Ping-nan to trans¬ 
mit my views regarding this matter to you. I wish further to state the following, 
which I also request to be transmitted to President Chiang Kal-sheh: 

1. In my memo under date of 30 September, I have already made it clear that 
the military operations by the Qovernnient troops against Kalgan is a demonstra¬ 
tion of the Government determination not even to abstain from forcing a national 
split. At this hour, only an imme<llate cnlling-oft once for all the drive against 
Knlgnii coupled with a witlidrawal of the attacking troops back to their original 
positions would bear ample evidence to the effect that the Government is willing 
to break the way for fresh negotiation and to avert a split. Failing which the 
responsibility for all serious consequences will automatically rest squarely with 
tlie Government. 

2. With a view to .showing its utmost sincerity and concessions, the Communist 
Party is willing, on Government immediate calling-off once for all its drive against 
Kalgan, to attend the Committee of Three and the informal five-man committee 
or the PCC steering committee, to Join the simultaneous discussion on the two 
subjects: cessation of hostilities and implementation of the PCC resolutions. 
Rt^gardliig these the Cliln(*se Communist Party has the following proposals to 
make: 

A. Ces.satlon of Hostilities (to be discussed by the Committee of Three): 

a. Both nraiies shall restore their positions as of January 18 in Cililna proper, 
and us of June 7 in Manchuria. 

b. The location of both armies, Instead of that of the Communist army alone, 
during the roorganlzation shall be determined. 

o. The Government troops having been moved against previous agreements 
should be ordered to return to their original positions, so as to facilitate 
reorganization. 

B. Implementation of PCO resolutions (to be discussed by the PCC Steering 
Committee or Informal flvc-inan committee): 

a. The Chinese Communist Party and the Democratic League shall occupy 
fourtocD seats In the state council, In order to ensure that the Peaceful Bccon* 
structioD Program would not be revised unilaterally. The distribution of these 
fourteen seats will be decided jointly by the Chinese Communist Party and the 
Democratic League. 

b. The reorganization of the Executive Yuan will be token up along with the 
reorganization of the state council. 

c. The draft constitution, which Is being revised by the PCO draft constitu¬ 
tion reviewing committee in accordance with the principles and the stipulated 
procedure of the PCC resolutions, will be presented to the National Assembly 
as the only basis for discussion. All parties and groups further pledge that 
they will ensure the adoption of that draft 

d. The final reconvening date of the National Assembly and the distribution 
of the additional National Assembly membership wlU be decided by the PCX) 
steering committee. 
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e. After the goveromeDt has been reorgniiized in accordance with paragraph 
B, items a. and 6., the various parties will produce to that goTerniiient lists of 
their National Assembly membership following the arrangement of paragraph 
B, item d. 

f. The local administrations will in accordance with the provisions of the 
Peaceful Reconstruction Program maintain a status quo. pending the introduc¬ 
tion of local self-government after the reorganization of the Central govern¬ 
ment. 

ff. In order to ensure that the four promises regarding people’s freedom and 
rights made by President Chiang at the PCC session on January 10 will be 
carried out first of all and without delay political prisoners should be released, 
the outrageous incidents occurre«l since last January should be thoroughly 
Investigated, the culprits punished, the special service organizations should 
be abolished, and the newspapers, magazines, news agencies, bookstores and 
people’s organizations banned since last January should be re.stored. 

h. Tlie PCO military resolution governing the divorce of military affairs 
from civil administrative affairs should be carried out, in order to effect 
demobilization. 

All the afore-mentioned propo.sals In connection with the two big subjects, 
which originate from the Cease Fir® Agreement, Army Reorganization Plan 
and the five resolutions of the PCC. are indeed the most Infallible measures for 
solving the prevalent crisis. If the government authorities still has sincerity in 
implementing those agreements, there should be no reason why they do not accept 
them. If Instead, they are but making idle talk about political settlement and 
Implementation of the POO resolutions, while actually they gear everything to 
inlMtary settlement and overthrow of the PCC resolutions, without even hesitating 
to force Q notional split by resorting to civil war and dictatorship, the Chinese 
Communist Party would feel Itself forced to put up stubborn opposition till the 
very end. 

With best regards Faithfully yours, 

Chotj BN-I-AI 
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A.ddre38 Delivered by Preeident Ohiang Kai-shek at NanJcing^ 

October 10^ 19^6 


Felloio countrymen: 

On this 35th anniversary of the birth of the Chinese Republic we commem¬ 
orate the first October 10th since the return of the Government to Nanking. 

To begin with, let us remember the difficulties that faced the Founder of our 
Republic, Dr. Sun Tat-sen, and of our Revolutionary predecessors In establish¬ 
ing the Republic. Let us review the fruits of sacrifices and stnigglca of our 
soldiers In resisting Japanese aggression. 

Let us look ahead Into the prospects for national unification and peaceful 

reconstructioD in our country. 

Let us appreciate fully the precarious nature of the position of our sovereignty 
and national freedom. 

In view of all these we must without esceptlon forge ahead conscientiously 
and with industry, to implement the teachings of Dr. Sun Yat-sen, to carry 
forward the task left unfinished by our Martyrs, and build a modern nation 
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accorcHnR to the Three People's Principles In order to bring about n rich, power- 
fill and prosperous Chinese Republic. 

Dr. Sun Ynt-sen once said. “Like the building of n house, no rush job can be 
done of natlonnl reconstruction." It requires a spirit of utmost perseverance 
and a strength of utmost endurance. 

Thirty-five years have passed since the Revolution of 1911. A comparison of 
our revolutionary work throughout this Interval of 35 years will show that it has 
always been making headway. Its consummation, however, remains remote. 

Our nc<*ujmilated exertions from the establishment of the Natlonnl Govern¬ 
ment in Nanking and the completion of the Northern Exrn'dltlon. through the 
eight years of resistance, culminated in the defeat of Japan's aggressive might, 
thereby restoring to China the territory of Taiwan (Formosa) and the sov¬ 
ereignty of the Northeast. We have also won the abrogation of the unequal 
treaties and established the foundation of friendly cooperation with the rest 
of the world. . 

All these represent signal achievements of the National Revolution and should 
he a source of rejoicing to all. even the lost souls of the Revolution. 

Tliat our National Government was able to lead the entire nation and people 
with concentrated will and solidified strength to negotiate difficulty after diffi¬ 
culty. obstacle after obstacle, and to overcome every crisis, internal and ex¬ 
ternal. until the winning of the final victory. Is precisely because our program 
for rovolutlt)n and national reconstruction corresponds with the wish and desire 
of the entire nation and people. 

As we review our past achievements, we feel Impelled to perpetuate and re¬ 
double our united efforts to safeguard our sovereignty and national freedom. 
Above nil. we must carry out Dr. Sun Ynt-sen's teachings of the Three People’s 
Principles so that Chinn may become unified and powerful enough to uphold 
pence in the Far East. On this commemorative occasion we must remember 
Dr. Sun Yat-sen’s statement that the "objective In the founding of the Chinese 
Republic Is peace". 

A year ago today I pointed out that our future program was "national recon¬ 
struction first". Again on New Year’s Day I emphasized the necessity of national 
unlflcation and political democratization. 

Unfortunately, as the last 10 months have gone by not one of our programs 
was Implemented as schedoled. Even now disturbances continue unabated. It 
Is painful Indeed to see our fellow countrymen suffer directly or Indirectly 
from natlonnl disunity, social disorder, and precarious living. I wish to take 
this occasion to outline for the Information of my fellow countrymen Just 
how our national foundation can be stabilized and how the abnormal state of 
affairs can be set straight. 

The National Revolution has been aimed at the implementation of the Three 
People’s Principles and the establishment of an equal, Independent and free 
Chinese Republic. The basic conditions for national reconstruction are national 
nnlflcatlon and social stability. In the absence of the latter there could be 
no safeguard for the people's lives and property, still less for peaceful pursuit 
of happiness and vocations. Furthermore, increased agricultural and Industrial 
production would be out of question and the general living standard could not 
be elevated. 

Likewise, If national uaifleation is not achieved, Internal disturbance will 
multiply, democratic government will have no chance, national reconstruction 
will stand still, and the realization of the Three People’s Principles will be 
impeded. 
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Safeguarding national unification, therefore, constitutes the first and fore¬ 
most consideration of the Government in regard to the current situation In 
the country. It 'vill seek unilication through peaceful channels. We all 
know that the minimum requirements for national unification are the Integra¬ 
tion of military command and the unity of administrative decrees. To achieve 
integration of military command, we must carry out the nationalization of all 
the troops and thus establish a national army. To attain administrative unity, 
we must have decrees and regulations enforced throughout the country and 
eliminate regional domination. If and when in a nation there are two opposing 
armies and local governments assuming the proportions of regional domination, 
that nation no longer is n unified nation. 

In order to win peace, therefore, we must consolidate our national unification. 
We may say that without national unification there can be no peace in China. 
National unification is the absolute condition for peace. Repudiation or viola¬ 
tion of this condition would not only lengthen the ordeal of the people but 
nl.so invite the ruin of the nation. This Is a life and death Issue for every 
citizen and also a bounded duty falling on the Government. Under no condition 
can the Government brook any attempt to prevent national unification or any 
rebellion aimed at national disintegration. Still less can the entire people 
and nation look on unconcernedly and allow the country and natiuii to be 
plunged headlong into an inextricable abyss. . . . 

Today the peaceful avenue to national unification lends also to natlonulizji- 
tion of all troops and political democratization. To attain political democratiza¬ 
tion, we must convoke the National Assembly and broaden the basis of the 
Government, thereby enabling the Government to return its rein to the people 
and the citizens to have actual exercise of their political power. 

To attain nationalization of troops, we must follow the basis for army 
reorganization and integration of Communist troops into the National Army, 
decide where troops are to be located, decide upon the dates and set the time 
limit for carrying out the measures agreed upon so that no longer any party 
may fight for political power by force of arms. Only thus will China become 
a truly unified nation. . . . 

Today the Government requests the various parties to participate In the 
National Government and to attend the National Assembly. 

Today the Government asks the Chinese Communist Party to abandon Its plot 
to achieve regional domination and disintegration of the country by military 
force and to participate along with all other parties in the National Government 
and National As-sembly. Realization of this step will correspond with the agree¬ 
ment reached jointly by the various political parties and groups and the unani¬ 
mous desire of the entire mas-scs of the people. 

It is also the hope of the Government that the various political parties and 
groups will bring forward according to schedule lists of their candidates to the 
State Council of the National Goverumeut and their delegates to the ^National 
Assembly so that reorganization of the.National Government may be carried 
out at an earlier date, and that the National As.seuibly may satisfactorily convene^ 

Another thing I wish especially to bring to Uie attention of my fellow country¬ 
men today Is the question of the ccssatlou of armed conflicts. This has been 
the consistent wish of the Government. What the Government has been wish¬ 
ing for has been a total and permanent cessation of hostilities. The Military 
Committee of Three met In June this year primarily to seek agreement on restora¬ 
tion of communications and the determination of the location of the Communist 
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troops thereby insuriug the cease-fire order. The Committee was deadlocked 
on account of the obstinacy of the ConimuDlst Party. 

Seeking permanent peace I, for one, during the last three months, have 
advanced certain proposals for consideration and acceptance by the Com- 
nuinisi.s. but these were all rejected. The Communists subsequently demanded 
the iiiinicdiate couvocation of the Military Committee of Three under General 
George Marshall. . . . 

Now the Chinese Communists have rejected the two proposals concerning the 
reorganization of the National Government and the Implementation of the basis 
for army reorganiaitlon and the Integration of the Communist troops Into the 
National Army. Tliey have also turned down the truce proposals from General 
Marshall and Ainba.ssador Stuart, but the Government nevertheless Is not going 
to abandon its policy of a peaceful settlement. It will continue to hope and seek 
for a settlement by ciedlution and consultation. The political and military con¬ 
ditions in the country as they are today must not be allowed to continue and 
thus Intensify the ordeal of the people. 

In view of the present tense situation and restlessness among some people 
due to their lack of understanding of the Government's policy, I may take this 
occasion to assert with all the force of emphasis that In order to break the 
deadlock in the current situation we must still resort to peaceful consultation In 
seeking the solution of some of the basic problems. 

I wish to propo.se the convening of the twin committees at the same time. 
'The Five-Man Group should meet to consider mutually acceptable measures for 
the roorganlzjitlon of the National Government. The Committee of Three should 
meet to seek n solution of the problems hearing upon the Implementation of the 
basis for ariiiy roorganlzjitloii and Integration of Communist troops Into the 
Nallonnl Army. As soon as an agreement Is reached, the Government will Im- 
Diecllatcly Issue a “cease-fire" order provided that the Chinese Communists call 
a halt to their military operations and cease attacks on National troops. 

Tlie Government feels that If these suggestions materialise, the present diffi¬ 
culties win disappear. From the standpoint of the Interests and future of the 
nation and people tJiese ore the only sure and passable avenues to peace. 

In short, In dealing with the Chinese Cummuniste the Government will under 
no circuiustaiices whatsoever abandon Us expectancy of frank and sincere nego¬ 
tiations If only the Chinese Communist Party will place national interest and 
the people’s wclfnro above everything else. If only It will give up Us prejudiced 
views, appreciate the Government's difficulties and carry out the aforementioned 
suggestions, then not merely cessation of hostilities will materialise as a natural 
consequence, but the mission of peaceful national reconstruction will also be 
accomplished smoothly. 

Fellow countrymen, our undivided unity and hard struggle susUlned us through 
eight years of resistance to foreign aggression and won for us the final victory. 
To pursuqour heavy task of national reconstruction we must all follow with firm 
faith the prescribed course regardless of the difficulties. We must promote the 
enforcement of the Quintuple-Power Constitutional System and seek the full 
Implementation of the Three People's Principles. 

Above all, we roust with concerted purpose and discerning mind consolidate 
national unification and stabilize social order so as to lay the framework of 
national reconstruction and accomplish the task of the National Revolution. Thus 
the nation will ever follow the road to democratic government and the nation will 
ever retain Its glory of Independence and freedom, and only thus can the unfinished 
work of the Pounder of our Republic and our Revolutionary Predecessors be fully 
consummated. 
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Second Draft of Statement for Generalissimo Chiank Kai-shek ^ 

A continuation of the present political and military situation in China will be 
destructive of the Interest of a long suffering people. It will render impossible the 
unification of our country and will threaten the peace of the world. Therefore. It 
Is necessary that an early solution be found to the present conflict an<l that i>eace 
be restored to the land. But as the responsible head of the Government of China, 
I must see that the necessary measures are taken to safc*guard the security of 
the nation, since we are dealing with a political party which inaintalns a large 
army to support its political policies. 

In the past three months. I have stipulated certain conditions that must be 
met by the Communist Party before a peaceful accord could be achieved and to 
which they have thus fur refused to agree. They demanded an immediate meet¬ 
ing of the Committee of Tliree of which General Marshall Is the chairman. That 
committee reached an impasse in its negotiations the latter part of June and 
unless there are certain preliminary but vital agreements or understandings, a 
meeting of the committee would not only be Ineflfectlve, but Its future usefulness 
would be fatally Impaired. I have Insisted that the proposed group of five men 
under the chairmanship of the United States Ambassador, Dr. Stuart, selected 
to reach an understanding between the Government and the Communist Party 
for the establishment of the coalition StJite Council should first meet as an 
evidence of the good intent of both the Government and the Communist Party 
towards the reorganization of the government in accordance with the resolutions 
of the Peoples Consultative Council. With this reassurance of good faith on both 
sides, there would be o new basis of trust for the termination of the hostilities 
now disrupting China. I have further stated that concurrent with the termina¬ 
tion of hostilities, the Communist Party should indicate its honest Intention to 
cooperate In the reorganization of the government by announcing its delegates to 
the National As.«!erobly to meet on November 12 to determine on a democratic con¬ 
stitution for the Government of China. 

In view of the seriousness of the situation, the rolsunderstniidings and public 
confusion, and the distrust and suspicions unfortunately prevalent, 1 now make 
the following public announcement of the conditions under which the government 
Is prepared to act to secure an lmnie<llate cessation of hostilities. 

The Five Man Committee under the chairmanship of Doctor Stuart to meet 
Immediately and at the same time, the Committee of Three under the chairman¬ 
ship of General Marshall, with tlie following understandings: 

(a) The opposing troops in close contact to be separated in accordance with 
the procedures tentatively reached by the Committee of Three In June for 
Manchuria. 

(b) The restoration of communications to be immediately resumed In ac¬ 
cordance with the agreement tentatively reached by the Committee of Three last 
June. 

(c) The method for settling disagreements among the team members of Kxe- 
cutlve Headquarters and Commissioners at Executive Headquarters to be in 
accordance with the agreement tentatively reached by the Committee of Three 
last Jane. 

»* Prepared by the Special BepreaentatlTe of the Prealdeot (Uar^all) and the Ambaaaador 
in China (Stuart), Oct. 14.1040. 
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(cl) The tentatire apreement reached last June hy the Committee of Three for 
the redisposition of troops in Manchuria to be confirmed. 

(e) The government troops north of the Yangtze to continue In occupation 
of localities now under their control until the agreement by the Committee of 
Three Is reached for the redistribution, reorganization and demobilization of 
troops, Government and Communist alike for the unlflcntion of the armed 
forces In China. 

(f) Whatever understanding Is reached by the Five Man Ommittee headed by 
Doctor Stuart, It Is to be confirmed by the Steering Committee of the PCO with¬ 
out delay. 

(g) Questions of local goTermient to be settled by the newly organized State 
Council. 

(h) The Constitutional Draft Committee to be convened immediately and the 
agreed draft to be submitted to the National Assembly as the basis for Its action. 

(1) Concurrent with the cessation of hostilities which Is to be effected Im¬ 
mediately following the agreement of the Communist Party to the foregoing 
procedure, that party Is to announce Its Intention of participating In the National 
Assembly by publishing Its llsLs of delegates thereto. 


105 

Statement hy Generalissimo Chiang Kai-shek^ October 16^ 19^6 

In my October lOth broadcast to the notion, I stated that the Government has 
always adhered to the political solution of our domestic political problem and 
would not give up this policy of peaceful settlement under whatever circum¬ 
stances. 1 further stated that the cessation of hostilities bad also been the con¬ 
sistent policy of the Government. 

The Chinese Communists rejected the recent proposal of October 2 by the 
Government and later also turned down the truce proposals from General 
Marshall and Ambassador Stuart. The Government, nevertheless, Is not going 
to abandon Its policy of "iieaceful settlement" and wlU still seek for a settlement 
by mediation and consultation. The present political and military situation in 
the country must not be allowed to continue and thus Intensify the suffering of 
the people. But as the responsible bead of the Government of China, I must 
SCO that the necessary measures are taken to safeguard the peace and security 
of the nation, since we are dealing with a political party which maintains a 
large army to support its political policies. 

In view of the new development of the situation, the earnest desire for peace 
by the whole nation aud the hope for an early cessation of hostilities as expressed 
by the various parties and non-partisans In the Inst few days, I now reiterate the 
Government's sincerity In finding a peaceful solution and propose the following 
concrete and practical procedure, upon the Communist agreement of which, the 
Government is prepared to act and secure an Immediate cessation of hostilities: 

The Five Mon Committee under the chairmanship of Doctor Stuart to meet 
Immediately to discuss the reorganization of the National Government; and at 
the same time, the Committee of Three under the chairmanship of General Mar¬ 
shall, with the following understandings: 

(1) The restoration of communications to be Immediately resumed In accord¬ 
ance with the agreement tentatively reached by the Committee of Three last June. 

(2) The method for settling disagreements among the members of the 
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Executive Headquarters and commissioDers at Executive Headquarters to be In 
accordance with the agreement tentatively reached by the Committee of Three 
last June. 

(3) The tcutotive agreement reached last June by the Committee of TTiree for 
the redispositloD of troops in Manchuria to be carried out according to a fixed 
schedule without delay. 

(4) The Government troops and Communist troops In North China and Central 
China to continue in occupation of localities now under their control until the 
agreement by the Committee of Three is reached for the redistribution, reorgani¬ 
zation and demohillzatioD of troops, Government and Communist alike, for the 
unification of the armed forces in China. 

(5) Whatever understanding Is reached by the Five Man Committee beaded 
by Doctor Stuart* It is to be confirmed by the Steering Committee of the PCC 
without delay. 

(6) Questions of local government* excluding Manchuria* to be settled by the 
newly organized State Council. 

(7) The Constitutional Draft Committee to be convened Immediately and the 
agreed draft to bo submitted to the National Assembly, through the National 
Government, as the basis for its action. 

(8) Concurrent with the proclamation of the cessation of hostilities which is 
to be effected immeiliately following the agreement of the Communist Party to 
the foregoing procedure, that party Is to announce its intention of participating 
in the National Assembly by publishing Its lists of delegates thereto. 

106 

Proposals hy the 7'hird Party Groups October 19^6 

Peace is the consistent objective of the Central Government* and the cessation 
of hostilities has steadily been Its hope. We are nil moved by the sufferings of 
the people and realize that a speedy solution should be found. We have there* 
fore proposed three points in the bDi>e that both sides may reach an understunding 
and very promptly stop the fighting. 

1. Both sides at once issue a cease firing order* the troops to remain in their 
present positions. The procedure for ceasing hostilities nntl restoring communi¬ 
cations will be effected by the Three Man Committee through Executive Head¬ 
quarters and its field teams. The troops of both sides are to bo reorganized 
according to the previous agreements. Their allocation Is to be dealt with by 
the Three Man Committee. (The location of Communist trooi>s in Manchuria 
should be determined in advance in Tsltslbar, Pelun* Cblang Mu-ssu.) 

2. Local admlnlstratioo throughout the nation should be arranged by the 
reorganized State Council according to the PCC and Peaceful Reconstructiou 
resolutions. Wherever there is dispute the military and civil Issues should be 
separately dealt with without delay. But along the CThangchun Railway, except 
for hsien already occupied by the Government, the Government should dispatch 
railway police to take over. 

8. According to the resolutions of the PCC and the adopted procedure* the 
Steering Committee should be convened in order to plan the reorganization of the 
Government* In which case all parties will Join the Government and discuss the 
question of colling the National Assembly, thus making It possible for all to 
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take part to Its meetings. At tbe same time the Constitutional Draft Committee 
should be convened In order to complete its revision. 

Mo Tb-hth 
Carson Chano 
L l HUANO 
Hcako YBN-ra 
MlAO Chia-mino 
T so Shuk-sbeno 


LlANO SHU-UIN 

Yu Chia<hu 
Chano Po-chutj 
CHU f Cbi-t'ie.n 
L o Luno-cht 
H su Fu-uu 
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Initial Draft of Statement for Generalissimo Chiang Kai-shek ” 

On October Iflth I made public a statement regarding the policy of the Govern¬ 
ment, with a series of proposals ns a basis for the termination of hostilities. 
Tills was formally transmitted to the ofQcinl representative of the Communist 
Party, but as yet no formal acknowledgement has been received. Today, on 
the eve of the meeting of the National Assembly, I wish to reassert the consistent 
policy of the Government to promote internal peace and national unity and to 
carry through to consummation the conclusion of the period of political tutelage 
and the Inauguration of constitutional democracy. As a further evidence of the 
sincere desire of the Government to achieve a lasting i)eace and political stability 
for the country, orders have been Issued for all Government trooiw to cease flrlng 
except ns may be necessary to defend their present positions. Further, I wish to 
announce that the Government desires to reach an immediate agreement with 
the Communist Party for the unconditional termination of hostilities. 

In accordance with the resolutions of the PCC, the National Assembly was to 
have been convened on May 5th, IMC. However, the Communist Party and the 
Democratic League declined to submit the list of their delegates. Later, on 
July 4th, no announcement was made by the Government to the effect that the 
National Assembly would be convened on November 12 thus leaving a period of 
four months for discussions and preparations by all parties concerned. There 
has been objection to this procedure made by minority parties on the grounds 
that certain steps in tbe reorganization of tlic Government under the PCC agree¬ 
ments had not yet been carried out. To these objections I would say that the 
general situation had greatly changed since the determination of the agreed 
procedure for the political development of the Government, serious fighting 
having devcIope<I in Manchuria and spread into North China. In this situation 
the normal procedure for reaching political agreements was rendered Ineffective. 
However, any further postponement of the National Assembly would only serve to 
Intensify the political and military instability as well as tbe sufferings of the 
people. Therefore, it is the decision of the Government that the Assembly be 
fonnally convened on November 12tb. 

The Government Is prepared to agree to an immediate but temporary adjourn¬ 
ment of the National Assembly after formal convocation until the following 
conditions shall have been fulfilled: 

1. Snfilcicnt time has been nllow’ed to permit the selection and arrival of the 
delegates who have not yet been selected. 

** Presented on Nov. 7, 1046, by the Special BopreMatatlve of the Preeldent and tbe 
Ambassador In Cblna. 
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2. ReorgaDizatiou of the State Council has been agreed to by the PCC Steering 
Committee and the council established. 

3. The Draft Constitution Committee shall hare completed Its work on a 
basis of the principles set forth in the PCC agreements. 

When these conditions have been fulQlled, the National Assembly shall recon¬ 
vene and proceed to the adoption of the Draft Constitution in the form presented. 

As regards the reorganization of the Executive Yuan that, according to the 
PCC resolutions, Ss a function of the State Council. Furthermore, It Involves a 
drastic change in the admlnistratiOD of the Government which must be approached 
with careful deliberntion. 

The next few W't*ek3 are of fateful Importance to China. It is within our 
power to lay the foundations for a strong and prosperous democratic nation. 
We must overcome natural serious divergence of views as well as deep suspicion 
and bitterness. The time has come to rise above the.se difficulties and dedicate 
ourselves purely to the service of the people. 
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Statement hy Generalissimo Chiang Kai-shek^^ Novemher 5 , 191^$ 

On October ICth, I made public a statement regarding the policy of the 
Government, with a series of proposals as a basis for the termination of hostilitioe. 
I bad hoped that this would evoke a response from the Communist Party leading 
to a final and complete cessation of war. Today, on the eve of the meeting of 
the National Assembly, 1 wish to reassert the consistent policy of the Govern¬ 
ment to promote Internal peace and national unity and to carry through to 
consummation the conclusion of the period of political tutelage and Uie Inaugura¬ 
tion of constitutional democracy- As a further evidence of the sincere desire 
of the Government to achieve a lasting peace and political stability for the 
country, orders have been issued for all Government troops In China proper and 
the Northeast to cease firing except ns may be necessary to defend their present 
positions. 

In accordance with the resolutions of the PCC, the National Assembly was to 
have been convened on May 6th, 1»46. However, the Communist Party and 
other parties declined to submit the list of their delegates. Later, on July 4th, 
an announcement was made by the Government to the effect that the National 
Assembly would be convened on November 12tb, thus leaving a period of four 
months for discussions and preparations by all parties concerned. There has 
been objection to this procedure made by the minority parties, especially on the 
ground that certain steps In the reorganization of the Government under the 
PCC agreements had not been carried out. In this connection, I would say that 
tlie general situation changed greatly during the six months after the conclusion 
of the PCC conferences, serious fighting having developed In Manchuria and 
spread Into the North China area, and the demobilization of Communist forces 
was not Initiated as agreed upon and has not been started. Under those con¬ 
ditions tlie procedure for reaching iwlltlcal agreements was rendered ineffective. 
However, legally elected delegates to the National Assembly have already arrived 
in Nanking and any further postponement of the Assembly would servo not 
only to Intensify political and military Instability with the consequeut sufferings 
of the people, but would deny the^only legal step by which the Government can 
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return political power to the people. Therefore, it Is the decision of the Govern¬ 
ment that the Assembly be formally convened on November 12th as scheduled. 

In my recent statement of October 16th, the Government showed a spirit of 
conciliation which it was hoped would be reciprocated by the Communists in or¬ 
der that a complete settlement could be reached on all pending problems. The 
Government stands ready to provide ample opportunity for the Communist Party 
and other parties to develop along truly democratic lines. Militarily, however, 
no political party should maintain a private army. All troops should be servants 
of the State. 

In the meeting of the National Assembly, the Government will reserve quotas 
of the delegates for the Communists as well as for the other parties In the hope 
that they will participate In the making of the Constitution. The Government 
also hopes that the Communists will authorise their representatives to partici¬ 
pate In meetings of the committees to discuss the immediate implementation of 
the measures for the cessation of hostilities, the disposition of troops, the restora¬ 
tion of communications and the reorganization and Integration of armies as 
proposed In my statement of October 16. 

It is hoped that an agreement for the reorganization of the State Council will 
be reached and the Council formally established. The reorganization of the 
Executive Yuan cannot be effected before the adjournment of the present National 
Assembly. As such reorganization involves a drastic change In the administra¬ 
tion of the Government, It must be approached with careful deliberation. 

As regards the draft of the Constitution, the Government will submit to the 
National Assembly the uncompleted draft of the Constitutional Drafting Com¬ 
mittee. Within six months after the adjournment of the present National 
Assembly, n general election will take place according to the adopted Constitution. 
All parties and all citizens can then freely hike part In this election, In order 
to bring Into existence the next National Assembly which will exercise Its func¬ 
tions 08 stipulated by the Constitution. Should any modification be found neces¬ 
sary in the next National Assembly, amendments still could be introduced by 
all parties. 

The next few weeks are of fatal Importance to China. It Is within onr power 
to lay the foundations for a strong and prosperous democratic nation. We must 
overcome the serious but natural divergeocles of view os well as deep suspicious 
and much bitterness. The time has come to arise above these difflcultics and 
dedicate ourselves purely to the interests of the people who so urgently need 
and desire peace and security, I appeal, therefore, to the members of my own 
and all other parties, to my colleagues In the Government and In the National 
Army, and to all others concerned to unite In a final effort to reach an agreement 
by peaceful means for achieving the “democratization of the Government" and 
“the natlooBllzatloD of the armed forces". 
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The Head of the Chineee Communist Party Delegation {Chou) to the 
Special Representative of the President {Marshall) 

Nanrino, Vovemher B, i9\6 

With reference to my memorandum under date of October 0th which I requested 
to be trauamltted to the Generalissimo, 1 haye not as yet received a reply. 
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As regards the Geoerallsslnio’s stntement of October 10th, I have alrendy on 
October 17th explained the Communist attitude and views to the Government 
representative, Wu Teh Chen, Sbao LI Tze and Cheng in Shanghai. I also 
explained the same to the Third Party Group on October 18th. On the same 
day, 1 received a copy of Generalissimo’s memorandum to you under date of 
October 17th which was forwarded to me from your office. On return to Nan¬ 
king I thereupon Immediately explained our views to you and Dr. Stuart and 1 
presume that you are familiar with those. 

Since returning to Nanking all the negotiations were conductetl through the 
Third Party. Through their good offices there is some possibility for the recon¬ 
vening of the Committee of Three, the PCC Steering Committee and the Draft 
Reviewing Committee and we are still exerting efforts for this end. 

Ohou En-lai 
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Address Delivered by President Chiang Kai-shek at Nanhing^ 

November J5^ 19^6 


Delegatee: 

The National Assembly is being Inaugurated today. 

You, ladies and gentlemen, have come from all over China and from overseas 
to assemble here in the national capital with a vital assignment from the people, 
namely, to participate In the great task of adopting a Constitution for Uie Repub¬ 
lic of China. The present occasion marks the beginning of China’s evolution Into 
the period of constitutional democracy. It is also the most august and grand 
convention throughout the history of the building of Uie Chinese Republic. 

For this reason, I wish, on behalf of the Natlonol Government, to extend to 
you a warm welcome and to the Assembly sincere greetings. 

We should all remember that the late Dr. Sun Yat-sen, In starting the National 
Revolution and engaging himself In a lifetime struggle, aimed to bring about the 
revival of China, the establishment of a republic and the implementation of 
the Three People's Principles, thereby converting China Into a nation of, by and 
for the people, enjoying wealth, power and happiness. The Revolution of 1911 
deposed the 4,000-year old monarchy and the Manchu despotism of more than two 
centuries. The slgnlflconce of this incident is seen in the remark of Dr, Sun 
Yat-sen: “Through this revolution, democratic government became nationally 
acknowledged in China*’, 

Following the founding of the Chinese Republic, however, while Its foundation 
was yet to be strengthened and the Three People’s Principles were yet to be 
Implemented, ceaseless disturbances broke out among warlords seeking regional 
domination. The country was thrown Into further chaos by incessant foreign 
Inroads. 

Dr. Sun Yat-sen, nevertheless, led and enconrage<l the revolutionary workers 
to carry on lndoD)itably the struggle In spite of dangers and hardships. He 
explicitly made known to the entire nation his Brin will and purpose when he said 
•’China is susceptible to democracy” and “We do not concern ourselves with tlu* 
mere name of republic but with actual sovorelgntj* in the hands of the people”. 

The qolDtesscnce of Dr. Sun’s Principle of Nationalism Is “the depositing of 
power In the bands of the people”. In other words, it is the form of govcrniuont 
which enables the entire people to administer affairs of common concern. 

** At the opeolDg eetslon of the KatloDal AMemhly. 

844S38 iO 4 6 
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The formulation of the "Fuinlanientals of National Reconstruction" by onr 
lU’public Founder clearly chnited the course of a revolutionary plan, namely, the 
transition from military and political tutelage to constitutional democracy. The 
object was to put popular government on a solid basis and to secure a strong 
safeguard for the republic. 

The National Government, with a view to carrying forward the Ideals of Dr. 
Sun, embarked arduously upon political tutelage as soon as it bad successfully 
concluded the Northern ExiM‘(lition in 1928. Its supreme aim was the inauguration 
of constitutional guvernnient and the consummation of national reconstruction. 

I shall leave it to the various offices in charge to render detailed, comprehensive 
reports reganling preparations for the inuiigurutlon of constitutional government 
un«l the convocation of the National Assembly. 

The election of delegates to the National Assembly took place throughout Chinn 
shortly after the promulgation by the National Government of the Draft Consti¬ 
tution on May n, 19,'10 and, later, of the orgnnlwttionnl law and tlie electoral law 
of the National Assembly. Even before the war broke out In China, the Chinese 
Government had already decided to convene, on November 12. 1937, the National 
Assembly for the institution of n constitution. At that time, the eloctlou of 
delegates In the various localities was about to be completed. 

When the war came on July 7. 1037, ns a result of liitensiflod Japanese aggres¬ 
sion. tlie G<)vcrnnient. however, could not help but pool the whole country’s 
resources to fight for the sheer existence of the nation. The subsequent Increased 
temiK) of fighting naturally niilllfled democratic efforts In areas where the election 
of (lelegafes wa.s yet to be complete<l, and the convo«‘atlon of the National Assembly 
ran into physical difficulties. 

In spite of this, the Fifth Kuomlntnng Central Executive Committee at its 
Sixth Plenary Session in 1030 again decided to convene the National Assembly 
In November, 1940. Once more It was postponed, nevertheless, in view of the 
further spread of hostilities and the consensus of opinion of many members of the 
People’s Political Council who urged the convocation be delayed. 

At the Eleventh Plenary Session of the Kuomlntnng Central Executive Com¬ 
mittee In 1043, it was decided it was necessary to definitely stipulate the date of 
convocation of the Notional Assembly. Hence, the resolution was adopted that 
"the National Assembly shall be convened within one year after the conclusion 
of the war." 

I, for one, considered that the dual program of armed resistance and national 
reconstruction should be carried through to simultaneous consummation. The 
early convention of the National Assembly would bring about the early adoption of 
Chino’s fondnmcnt^tl and vital charter and, in turn, the early realljuitlon of the 
loog-cherlsbed wish of the National Government to return i)o11tlcal authority of 
the people. Acting upon this belief, I proposed at the plenary session of the 
Sixth Kuomlntnng National Congress in June 1045, that the National Assembly 
he convoke<l that year on November 12, the 80th birthday anniversary of Dr, 
Sun Ynt-sen. This proposal was adopted and active preparations to that end 
began. 

My idea at the time was that to inaugurate constitutional democracy was Dr. 
Sun’s greatest wish, for wiiich be had labored selflessly all hts life. The tem¬ 
porary retirement of Dr. Sun from his success In the first year of the Republic 
and bis consistent stnigglo in succeeding years w’ere nil In the interests of the 
welfare and freedom of the country and the people. With this in view, we and 
all the other people of China could not better remember Dr. Sun, our teacher of 
national revolution and national reconstruction, than by convening the National 
Assembly to adopt a constitution. 
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The NalioDal Assembly is nieeting today already one year behind its original 
schedule. Fellow delegates, as we meet before the portrait of the great nation 
builder and recall the dilhculc struggle for democratic government, we must be 
filled with thoughts of reverence and admiration. 

The foreign menace to the unification and democracy of our country was 
removed last year with the capitulation of Japan. But, nevertheless, ponderous 
difflculties beset the internal situation. The activities of an armed political 
party affect the nation’s i>eace and stability while political dissensions also 
impair the nation’s strength and power to rebuild after the war. 

The National Government, on Its part. Is intensely aware that, following eight 
years of extraordinary ravages, the country must head immediately toward 
extraordinary reconstruction. Also, that the smooth progress of national recon* 
struction requires the entire nation’s concerted efforts of sincerity and unity. 

For this reason, the National Governiueut, in January, this year, convoked -a 
Political Consultation Conference wherein the rei>resentatives of the various 
parties and groups as well as social leaders met to discuss the vital problem of 
peaceful national recoristruction. TVenty days of conference yielded five agree¬ 
ments bearing on political and military matters. Those concerning the National 
Assembly included the proposal calling for the revision of the principle.s of the 
May 6th Draft Constitution, the increase of the nuinbur of delegates to the 
National Assembly, and the fixing of fi!ay 0, VMG as the date of convocatioo 
of the Assembly, 

As reflected in these agroeiuents, the attitude of the National Government 
was consistently one of tolerance and couclliutloo. It approved the conclusion 
of every one of the agreements, inasmuch ns it was guided unswervingly by a 
spirit to serve the Interests of the country and the nation as well as by its 
consideration of the terrific post-war afflictions of the people and of the urgency 
of the national reconstruction program. 

After the closing of the Political Consultation Conference, the National Govern¬ 
ment adhered faithfully to all its resolutions and carried Uictn out one by one. 
The organizational law of the National As.sembly was duly revised In accordance 
with the agreements. 

In the meantime, however, numerous new difficulties cropped up and had to 
be surmounted. Consequently the National Assembly failed to convene on May 
5 as scheduled. And until today we have been compelled to bold off the convo¬ 
cation of the long-expected National Assembly. All this I feel called upon to 
report to you, my fellow delegates, particularly those who have come long 
distances to the national capital and have been waiting here for so long. 

The delegates to the Assembly today have come from various provinces, munic¬ 
ipalities and localities. There are also in our midst those who have traveled 
from far beyond the seas to return to their fatherland for this occasion. Some 
of you, ladies and gentlemen, are regional delegates and some professional. Some 
have a vast experience In politics; others are socially preeminent 

However heterogeneous your background and representation, you must all be 
entertaining the unanimous, fervent hope and wish for Uie materialisation of 
democracy, unity and progress in our country. Especially those delegates from 
the Northeast which has been under foreign rule for fourteen years and those 
from newly recovered Taiwao'^thelr love and admiration for their fotberland, 
and their wlllingne^ and spirit to serve the country must be at an unusually 
high level. 

I trust that you deeply appreciate the two famous sayings of Dr. Sun Yat-son: 
•The foundation of a state lies in Its people** and '‘Hundreds of millions of 
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people are linked up to the nation.” You will clearly see the relationship be¬ 
tween the state and the people as well as the people’s responsibility toward the 
state. You will, according to the law, discharge your respective duties bearing 
on the adoi)tioD of a constitution and thus Introduce a good beginning for a 
constitutionalized Chinn. 

As we all know, the constitution of a nation is a fundamental and vital char¬ 
ter. Iti no way comparable by any ordinary law or regxUatlon. It Is an ordi¬ 
nance to be observed by the whole nation. On the one band, a constlUitlon must 
embody high and lofty Ideals; on the other, the actual and realistic conditions 
in tile country must be taken into consideration. 

Our Ideals are the Three People's Principles and the Quintuple-Power Con¬ 
stitutional System handed down by Dr. Sun Yat-sen: the reality of our country 
is that both our nation and society have, since the outbreak of the war of re¬ 
sistance. gone through a long period of evolution and progress. Only a consti¬ 
tution that embodies both Ideals and reality will truly answer the needs of the 
country and be (lawless and operative. It will insure for the nation an enduring 
peace and for the people a genuine well-being. 

If we can dedicate ourselves to the institution of a flawless and operative 
constitution and tlms lay down the framework of democracy and government 
by law, then the will of people In the various places, strata and vocations of 
the country, and the opinions of the various parties can all be expressed through 
legally charted channels. Hereafter all problems can be brought before public 
forums and decided thereby according to the law. Only thus will genuine Inde¬ 
pendence, freedom, unlllcation and democracy take root in our country. And 
only thus will our people be able to exercise true people’s rights and fulflll their 
obligations ns citizens, thereby furthering national prosperity and progress. 

Prom tbe time I consecrated myself to national revolution under the leader¬ 
ship of Dr. Sun Yut-sen, It Ims always been my lifelong aim to build China Into 
an independent, free, unine<l and democratic nation. Our chief war aim during 
the last eight years of rosUstance was to eliminate violence and aggression and 
thus to secure the independence and freedom of China. The victory flnnlly 
WHS won tlirough tlie eiTorts of all our people, civilian and military alike. Fur¬ 
thermore. along with the concUision of new treaties with Great Britain, the 
United States and the Soviet Union during the war. Dr. Sun's wish to abolish 
all unequal treaties niatorlnllzed. 

Reviewing my life, Iiowever, I And my greatest regret In tbe fact that, from 
the Mukden Incident till the present moment, no constitution bos yet been 
adopted and inaugurated. In the course of these thirty years, the wish has 
always been in my thoughts to conclude political tutelage and Inaugurate con¬ 
stitutional government In order that the task of national reconstruction might 
be fully accomplished. 

We hove been carrying on the struggle of natlonol revolution and reconstruc¬ 
tion for the country and the people, for tbe realization of tbe Three People’s 
Principles and democratic government based upon tbe Quintuple-Power Consti¬ 
tutional System. This is the ultimate objective In our revolution. As long as 
this ultimate objective remains unattntned, unfulfilled remains the will of our 
republic founder. It will also mean that we ere yet to fulflll our part towards 
the country, the people and tbe revolutionary predecesstors of the last fifty jears. 

I wish especially to point out to you that the exercise of the political powers 
was delegated to the Chinese Kuomintang In 1031 by the People’s Congress while 
the National Government was authorized to exercise the governing powers In 
accordance with tbe provisional constitution for the period of political tutelage. 
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Tbronghout these ten years and more, alTairs of the state have been administered 
with utmost conscientiousness and feelings of responsibility. 

By lighting the war to a victorious end, the National Government has barely 
been able to fulfill the trust of the nation. Its one and only wish now is to adopt 
a constitution and inaugurate constitutionalism at an early date, thus returning 
political power to all the people of the country and establishing a durable 
foundation for the itepublic. And this sacred and solemn assigniiiont to adopt a 
constitution is to fall squarely and equally on all of the delegates to the Assembly. 

Ladies and gentlemen, after Innumerable difficulties, hardshi[is and nightmares, 
the present National Assembly has at long last become a reality. 

In view of the difficulties Dr. Sun Yat-sen encountered in loading the revolution 
and of the ceaseless and bitter struggle of our revolutionary predecessors, 
we certainly must exert our utmost to make this Assembly worthy of Dr. Sun 
and the martyrs. 

If only we turn our thoughts back to the Japnne.se aggression which impeded 
and delayed our program of national reconstruction, then all of us should, 
with might and main, accomplish this sacred mission in order that our soldiers 
and compatriots who gave their lives for the country during the war may not 
have died in vain. 

Meanwhile, If we try to trace Ute cause for the political turmoil of the pre.«!ent 
day and also the sufferings of the people, we find that these are all due to the 
absence of the foundation of the state. And the present adoption of a constitution 
is a vital step towards stabilizing the foundation of the state and Inaugurating 
con-stltutional democracy. Such is Uie solemn and Important mission of all of 
the delegates. 

It Is Indeed an unusual honor for me to attend this great convention. May I. 
with utmost sincerity, ask all of you to make your be.st ofTorls for the country 
and the success of the Assenxbly. 


Ill 

Statement hy the Head of the Chinese Commumet Party Delegation 

(CAou), [Nanking^'] November 16^ 19Jt6 

The National Assembly, a creation of the Kuomlntang one-party rule Govern- 
meote was convened yesterday. The convontlonp being called by the one-party 
Government alone, against the PCC decisions nnd the will of the people, Is 
strongly and firmly opposed by the Communist Party. Not only tlie dote for 
calling the meeting was not decided through agreement by political coiisultatloti, 
moreover, It la a nation-splitting Notional Assembly called by the Kuomlntang 
alone, instead of a united one, Joined by all polltlcul parties and groups. 

According to the program nnd spirit of the PCC, the convention of the National 
Aasembly is only possible, until all those PCC decisions are step by stop carried 
out Into working realities and Assembly itself directed by the reorganised 
Government The PCC decisions Is a temporary political charter agreed by all 
parties and groups. They are an Integral whole which Is not to be cut Into 
disintegrating parts. 

During the past ten months, aJi the decisions reached at the PCC have not 
been carried out to the least extent furthermore, they have been totally ruined 
by the Kuomlntang authorities, the cease fire agreement is one which has been 
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approved by the PCC. But civil war. began from the Northeast, has extended 
to areas Inside the Great Wall. The Government authorities have thoroughly 
destroyed the status quo ns of Cease Fire Order of January. The four promises 
pledged by the responsible authority of the Government at the inaugural meeting 
of the PCC were utterly broken by the Kuoinlntnng Gestapo rule from the time 
of the Chinocbangkou Incident In Chungking in February this year to the 
assnssluation of LI Kung-pu and Woji I-tou. leading members of the Democratic 
League. Up to the present, no final decision is agreed upon regarding the reor¬ 
ganization of the Government, thus, the peaceful national reconstruction program 
is also held buck from its realization. 

As to the local governments In the various Liberated Areas, the Kuomlntang 
authorltie.s In violation of the above-mentioned program, does not allow it to 
ninliitalti a statii.s quo. Furthermore, attempts have been made for the "taking 
over" of them. Not ullowe<l, the Kuomlntang took steps to capture the places by 
military occupation. 

The underlying principle of the military agreements is the separation of 
military and civil admlnlslratlons. Yet It Is an obvious fact that at present 
almost all the provincial governors appointed by the Kuomlntang Government 
are military men In active services. 

Regarding the reviewing of the draft constitution, it is a work uncompleted 
in Chungking, which obliged the Communist Party to announce openly Its reser¬ 
vation for its final approval. Rut this subject has been shelved up till this moment 
since the Government came back to Nanking. 

The decision regarding tlie National Assembly Is the last piece of compromise 
readied during the PCC sessions. The Kuomlntang authorities at that time 
pledged not to call a National As.sembly which !a manipulated by one party alone, 
and which would entail n split. They also plcdgeil to adopt the Constitution 
which the PCX3 will bring to completion, whereas all the other parties promised 
the acknowledgement of the delegates electoil ten years ago under the Kuomlntang 
sponsorship to he among the regional and professional delegates on the condition 
that delegates representing various political parties and tlio IJbcrnted Areas be 
added. Moreover, only when the civil war Is stopped, the PCC decisions are 
carried out, the people’s freedoms are safeguarded and the reorganization of 
the Government Is achieved, would they attend the convention, and regard the . 
National As.sembly ns a united National Assembly pnrtlclpnte<l in by nil parties. 

The National Assembly, being Inaugurated now, is called in violation to the 
above-mentioned decisions and spirit. It Is clear enough that even the date 
for its innuguraflon or postponement Is decided by the one-party Government 
alone. According to PCO agreement, of the 2,050 delegates, there should 
be 410 delegates representing the various political parties and non-partisans 
and 200 representing the Liberated Areas. Yet the list of delegates promul¬ 
gated by the Government on November 15 published names of 1,680 showing that 
the Government has illegally annexed 140 more seats. This exposes all the 
more profoundly that this Natlonnl Assembly is ruled by one party and spells 
national split The so-called reservation of seats for the Communists, itself 
a violation of the PCO agreement, Is only a fraud to seduce all parties other 
than the Communists to Join Uie meeting and to whitewash the Kuomlntang 
autocracy. 

In view of the painstaking efforts made by the third party group, the Chinese 
Communist Party has during the negotiations of the last month In Nanking 
made repeated representations to the effect that any form of parley will be 
agreeable, provided the decisions and program of the POO are adhered to. 
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These, however, were again turned down by the Government authorities. And 
when the inauguration of the one-party National Assembly draws to a close, 
we firmly urged that this one-party National Assembly should be called ofT 
without delay, in order to afford an opportunity for the concurrent meeting 
of the military Committee of Three, the PCC Steering Committee and the Draft 
Constitution Reviewing Comniittee, which will straighten out the various 
current military and political problems on the basis of the Cease Fire Agree¬ 
ment, the Army Reorganization Agreement and the PCC decisions, and put 
them into effect. Amidst the peaceful atmosphere thus brought nbont, it would 
be feasible for n united National Assembly, participated In by all parties and 
groups, to take place. But the Governmeni authorities, merely eager to white¬ 
wash their own dictatorship, would not pay Che slightest thought to that. 

The One-Party National Assembly, now being opened, denies the prosp^-ct 
of putting the n<lvocacie,s of the Communist Parly and the third iwirty group 
put forward during the latest stage of negotiations into materialization. It 
thus destroyed once for all every resolution since the PCC, as well as the 
Cease Fire Agreement and the Army R^Mirganization AgrtHunont, an<i wrec'ki'tl 
the path of peaceful negotiations established since the PCC. At the same time, 
it unmasked also most drastimilly the fraudulent nature of the Government's 
“cease fire order’* of November 8. 

This unilateral National Assembly is now afoot to adopt a so-called “con¬ 
stitution**, in order to “legalize’* dictator.«ibip, to “legalize" civil war, to “legalize" 
split, and to “legalize" the selling-out of the interests of the Nation and the 
people. Should that c<ime to pass, the Chinese i)eople shall fall bendlong Into 
the deep precipice of immense suffering. We, Chinese Cointuuulsts, therefore 
adamantly refuse to recognize this National Assembly. 

The door of negotiation has by now Iuhu) slammed by the single hand of 
the Kuomintang authorities. All the shows that ore going to be staged 
during the National Assembly, even the reorganization of the Government, are 
not worthy of our slightest attention. To attend such a National Assembly, 
to recognize all these shows, will constitute the throwing overboard of the PCC 
decisions, and the destruction of the track laid by PCC leading to peace, democ¬ 
racy, solidarity and unity. Regarding this issue there is no midway. 

While the bloody war waged against the Liberate<l Arens Is going on with 
full vigor, and the policy* of the Unltetl States Government to assist Chiang 
in the civil war remains unchanged, a false pence, a false democracy cannot 
but fall to deceive the i>eaplc. We, Chinese Communists, are ready to join 
bands with the Chinese people and all such parties which are truly working 
for democracy, to struggle for a genuine peace and genuine democracy to the 
very end, 
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The Representative of the Chinese Commtmist Party (Tuny) to the 
Special Representative of the President (A/arshall) 

fNaNKiHO,] December 4, 1046 

Mt dsab GrNE&AL ilAfiSHAij.: General Chou En-lal requests the following mes- 
sage to be delivered to your bands 

**Witb the Inauguration of the one-party-manlpulated National Assembly, the 
PCO agreements have been utterly destroyed by President Chiang Kai-shek, 
and there Is short of a basis for the negotiation between the Kuomintaog and 



686 


U. S. RELATIONS WITH CHINA 


the Chinese Communist I'arty. However, with a view to comply with the .ispira- 
tion of tlic entire Chinese people for peace and democracy, our party takes the 
stand that if the Kuomintang would immediately dissolve the illegal National 
Assembly now in session, and restore the troop positions as of January 13 in 
accord with the Cease Fire Order, the negotiation between the two parties may 
still make a fresh start. Request the foregoing be transmitted to President 
Chiang." 

Yours faithfully 

(TtJNo Vi-wv) 
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Personal Statement by the Special Representative of the President 

{Marshall)^ January 7, 19^7^^ 

The President has recently given a summary of the developments in China 
during tlie i)ast year and the position of the American Government toward 
China. Circumstances now dictate that I should supplement this with im¬ 
pressions gained at Qrst hand. 

Ill this intricate and confused situation, I shall merely endeavor here to touch 
on some of tlie more Important considerations—as they appeared to me—during 
my connection with the negotiations to bring about pence In China and a stable 
democratic form of government. 

In tlie first place, the greatest obstacle to peace has been the complete, almost 
overwhelming suspicion with which the Chinese Communist Party and the 
Kuonilntaiig regard each other. 

On the one hand, the leaders of the Government are strongly opposed to a 
communistic form of government. On the other, the Communists frankly state 
that tliey are Marxists and intend to work toward establishing a communistic 
form of government in China, though first advancing through the medium of a 
democratic form of government of ttie American or British tj'pe. 

The leaders of the Government ore convinced In their minds that the Com¬ 
munist-expressed desire to participate In a government of the type endorsed by 
the Political Consultative Conference last January had for Its purpose only a 
destructive Intention. The Communists felt, I believe, that the government was 
insincere in its apparent acceptance of the PCC resolutions for the formation of 
tlie new government and intended by coercion of military force and the action of 
secret police to obliterate the Communist I’arty. Combined with this mutual deep 
distrust was the conspicuous error by both parties of Ignoring the effect of the 
fears and suspicions of the other party in estimating the reason for proposals or 
opposition regording the settlement of various matters under negotiation. They 
each sought only to take counsel of their own fears. They both, tliercfore, to 
that extent took n rather lopsided view of each situation and were susceptible 
to every evil suggestion or possibility. This complication was exaggerated to an 
explosive degree by the confused reports of fighting on the distant and tremendous 
fronts of hostile military contact. Patrol clashes were deliberately magnified 
into large offensive actions. The distortion of the facts was utilized by both 
sides to heap condemnation on the other. It was only through the reports of 
American officers In the field teams from Elxecutlve Headquarters that 1 could get 
even a partial Idea of what was actually happening and the inetdenta were too 


** Department of Slate BuUettn, Jan. 19, 1947, pp. 83-80. 
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numerous and the distances too great for the American personnel to cover all of 
the ground. I must comment here on the superb courage of the officers of our 
Army and Marines in struggling against almost insurmountable and maddening 
obstacles to bring some measure of peace to China. 

1 think tlie most important factors involved in the recent breakdown of nego¬ 
tiations are these: On the side of tlie National Government, which is In effect the 
Kuomintang, there is a dominant group of reactionaries wlio have been opposed, 
in my opinion, to almost every effort I have made to influence the formation of a 
genuine coalition government This has usually been under the cover of political 
or party action, but since the Party was the Government, this action, though 
subtle or indirect, has been devastating in Its effect. They were quite frank In 
publicly stating their belief that cooperation by tlie Chinese Communist Party In 
tbe government was inconceivable and that only a policy of force could definitely 
settle the is.sue. This group includes military ns well ns political leaders. | 

On tbe side of the Chinese Communist Party there are, I believe, liberals as 
well as radicals, thougli this view is vigorously opposed by many who believe that 
the Chinese Communist Party discipline is too rigidly enforced to admit of such 
differences of viewpoint. Neverthele.ss, it has appeared to me that there Is a 
definite liberal group among the Communists, especially of young men who have 
turned to the Communists In disgust at the corruption evident in the local gov-i 
erninents—men who would put the interest of the Chinese people above ruthless 
measures to establish a Communist ideology in the Immediate future. The 
dyed-in-the-wool Communists do not hesitate at the most drastic measures to gain 
their end as, for instance, Uie destruction of communications in order to wreck, 
the economy of China and produce a situation that would facilitate the overthrow 
or collapse of the Government, without nuy regard to the immediate suffering of 
the people involved. They completely distrust the lenders of the Kuomintang and 
appear convinced that every Government proposal Is designed to crush the 
Chinese Communist Party. I must say that the quite evidently inspired mob 
actions of Inst February and March, some within a few blocks of where I was 
then engaged In completing negotiations, gave the Communists good excuse for 
such suspicions. 

However, a very harmful and immensely provocative phase of the Chinese 
Communist Party procedure has been In the character of its propaganda. I wish 
to state to the American people that in the deliberate misrepresentation and 
abuse of the action, policies and purposes of our Government this propaganda has 
lH»en without regard for the truth, without any regard whatsoever for the facts, 
and has given plain evidence of a deterralne<l purpose to mislead the Chinese 
people and the world and to arouse a bitter hatred of Americans. It has bet'n 
difficult to remain silent In the midst of such public abuse and wholesale disregard 
of facts, but a denial would merely lead to tbe necessity of daily denials; an 
intolerable course of action for an American official. In the interest of fairness, 
I must state that the Nationalist Government publicity agency has made numer¬ 
ous misrepresentations, though not of tbe vicious nature of tbe Communist 
propaganda, locldentatly, the Communist statements regarding the Anping in¬ 
cident which resulted In the death of three Marines and Uie wounding of twelve 
others were almost pure fabrication, deliberately representing a carefully 
arranged ambuscade of a Marine convoy with supplies for the mniDtenance of 
Executive Headquarters and some Unrra supplies, ns a defence against a Marine 
assault. Tbe Investigation of this Incident was a tortuous procedure of delays 
and maneuvers to disguise tlie true and privately admitted facts of tbe case. 
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Sitict*re efTorls to achieve settlement Iiave been frustrated time and again by 
extremist elements of both sides. The agreements reache<l by the Political 
Consultative Conference a year ago were a liberal and forward-looking charter 
wliich then offered China a basis for peace and reconstraction. However, Irrecon* 
ciiable groups within the Kuomlntang. Interested In the preservation of their 
own feudal control of Chinn, evidently had no real Intention of implementing 
them. Though I speak ns a soldier, I must here also deplore the dominating 
induonce of the military. Tholr dominance accentuates the weakness of civil 
government in China. At the same time. In pondering the situation in China, one 
must have clearly In mind not the workings of small Communist groups or 
committees to wliich we are accustomed In America, but rather of millions of 
people and an array of more than a million men. 

I have never been in a position to l>e certain of the development of attitudes in 
the innermost Chinese Communist circles. Most certainly, the course which the 
Chinese Communist Party has pursued In recent months lDdicnte<l an unwilling¬ 
ness to make a fair compromise. It has been impossible even to get them to 
sit down at a conference table with Government representatives to discuss given 
Issues. Now the Communists have broken off negotiations by their last offer 
which demanded the dissolution of the National Assembly and a return to the 
military positions of January ISth which the Government could not be expected 
to accept. 

Between this dominant reactionary group in the Government and the Irrecon¬ 
cilable Communists who, I must state, did not so appear last February, lies the 
problem of how peace and well-being are to be brought to the long-suffering and 
presently inarticulate mass of the people of China. The reactionaries In the 
Government have evidently counted on substantial American support regardless 
of their actions. The Communists by their unwillingness to compromise in the 
national interest are evidently counting on an economic collapse to bring about the 
fall of the Government, accelerated by extensive guerrilla action against the long 
linos of rail communications—regardless of the cost in suffering to the Chinese 
people. 

The salvation of the situation, as I see It, would bo the assumption of leadership 
by the liberols In the Government and in the minority parties, a splendid group 
of men, but who ns yet lack the political power to exercise a controlling Influence. 
Successful action on their part under the leadership of Generalissimo Chlang 
Knl-shek would, I believe, lend to unity through good government. 

In fact, the National Assembly has adopted a democratic constitution which In 
all major respects Is in accordance with the principles laid do^vn by the nil-party 
Political Consultative Conference of Inal January. It Is unfortunate that the 
Communists did not see fit to participate In the Assembly since the constitution 
that has been adopted seems to Include every major point that they wnnted. 

Soon the Government in China will undergo major reorganization pending the 
coming into force of the constitution following elections to be completed before 
Christmas Day 1947. Now that the form for a democratic Chino has been laid 
down by the newly adopted constitution, practical measures will be the test. It 
remains to be seen to what extent the Government will give substance to the 
form by a genuine welcome of all groups actively to share in the responsibility of 
government. 

The first step will be the reorganization of the State CouncU and the executive 
branch of Government to carry on administration pending the enforcement of 
the constitution. The manner in which this Is done and the amount of repre¬ 
sentation accorded to liberals and to non-Kuomlntang members will be significant 
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It Is also to be hoped that duriug this Interim period the door will remain open 
for Communists or other groups to pai-tieiiMite if they see fit to assume their share 
of responsibility for the future of China. 

It has been stated officially and categori<-any that the period of political tutelage 
under the Kuomintang is at an end. If the termination of one-party rule is to 
be a reality, the Kuomintang should cease to receive financial support from the 
Government. 

I have spoken very frankly because in no other way can I hope to bring the 
people of the Unite<l Slates to even a partial understanding of this complex prob¬ 
lem. I have expressed all these views privately in the course of negotiations: 
they are well known, I think, to most of the individuals concerne<l. I exi»ress 
them now publicly, as it Is my duty, to present my e.sliinate of the situation and 
Its possibilities to the American people who have a deep interest in the develop¬ 
ment of conditions in the Far East promising an enduring peace in the Pacific. 
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Statement hy President Truman on United States Policy Toicara 

Chiruiy December 18y 


Last December I made a statement of this Governnient’s views rei?ardlng 
Chinn. We believed then and do now that a uuitiHl and democratic China 
Is of the utmost importance to world peace, that a broadening of the base 
of the National Government to make It representative of the Chinese people 
win further Chinn’s progress toward this goal, and that China has a clear 
responsibility to the otlior United Nations to eliminate armed conflict within 
Its territory as constituting a threat to world stability and peace. It was 
made clear at Moscow lust year that these views are shared by our Allies, Great 
Britain and the Soviet Union. On December 27th, Mr. Byrnes, Mr. Molotov and 
Mr. Bevin Issued a statement which said, in part: 

“The three Foreign Secretaries exchanged views with regard to the situa* 
tion in China. They were in agreement as to the need for a noifled and demo¬ 
cratic China under the National Government for broad participation by demo¬ 
cratic elements in all branches of the National Government, and for u cessation 
of civil strife. They afSrmed their adherence to the policy of non-interference 
In the Internal affairs of Chloa.“ 

The policies of this Government were also made clear in iny stntomout of last 
December. We recognized the National Government of the Ropnblic of China 
as the legal government. We undertook to assist the Chinese Government in 
reoccupation of the liberated areas and in disarming and repatriating the 
Japanese invaders. And finally, as China moved toward peace and unity along 
the lines mentioned, we were pr^ared to assist the Chinese economically and 
in other ways. 

I asked General Marshall to go to China as my representative. We had agreed 
upon my statement of the United States Government’s views and policies regard¬ 
ing China as hts directive. He knew full well in undertaking the mission that 
halting civil strife, broadening the base of the Chinese Government and brlng- 
log about a united, democratic China were tasks for the ChiD<^e themselves. He 

Department of State BulMtn, Dec. 20.1046, pp. 1170-llSd. 
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went as a great American to make his outstandlog abilities available to the 
Chinese. 

During the war. the United States entered into an agreement with the Chinese 
Government regarding the training and equipment of a special force of 39 divi¬ 
sions. That training ended V-.I Day and the transfer of the equipment had been 
largely completed when General Marshall arrived. 

The .United States, the United Kingdom and the Union of Soviet Socialist Re¬ 
publics all committed themselves to the liberation of China, including the return 
of Manchuria to Chinese control. Our Government had agreed to assist the 
Chinese Government in the reoccupation of areas liberated from the Japanese, 
including Manchuria, because of China’s lack of shipping and transport planes. 
Three armies were moved by air and eleven by sea, to central China, Formosa, 
north China and Manchuria. Most of these moves had been made or started 
when General Marshall arrived. 

The disarming and evacuathm of Japanese progressed slowly—too slowly. We 
regarded «»ur commitment to assist the Chinese in this program as of overwhelm¬ 
ing Importance to the future peace of China and the whole Far East. Surrend¬ 
ered but undefeated Japanese armies and hordes of administrators, technicians, 
and Japanese merchants, totalling about 3,000,000 persons, bad to be removed 
under the most dlfllcult conditions. At the request of the Chinese Government 
we bad retained a cotjsiderable number of American troops In China, and Imme¬ 
diately after V-J Day we landed a corps of Marines In north Chinn. The prin¬ 
cipal task of these forces was to assist In the evacuation of Japanese. Only some 
axi.OOO had been returned to Japan by the time General Marshall arrived. 

General Marshall also faced a most unpropltlous Internal situation on bis ar¬ 
rival In China. C4)inmunlentlons throughout the country were badly disrupted 
due to destruction during the war and the civil conflicts which bad broken out 
since. This disruption was preventing the restoration of Chinese economy, the 
distribution of relief supplies, and was rendering the evacuation of Japanese a 
slow and dlllicult process. The wartime destruction of factories and plants, the 
war-induced Inflation In China, the Japanese action In shutting down the economy 
of occupied Chinn Immediately after V-J Day, and Anally the destruction of com¬ 
munications combined to paralyze the economic life of the country, spreading 
untold hardship to millions, robbing the victory over tlie Japanese of significance 
to most Chinese and seriously aggravating all the tensions and discontents that 
existed In China. 

Progress toward solution of Chinn's Internal difficulties by the Chinese them¬ 
selves was essential to the rapid and clTcctlve completion of most of the programs 
In which wc had already pledged our assistance to the Chinese Government. Gen¬ 
eral Marshall's experience and wisdom were available to the Chinese In their 
efforts to reach such solutions. 

Events moved rapidly upon General Marslmirs orrival. With all parties avail¬ 
ing themselves of his Impartial advice, agreement for a country-wide trace was 
reached and announced on January lOth. A feature of this agreement was the 
establishment of a unique organization, the Executive Headquarters In Peiping. 
It was realized that due to poor communications and the bitter feelings on local 
fronts, generalized orders to cease fire and withdraw might have little chance of 
being carried out unless some authoritative executive agency, trusted by both 
sides, could function in any local situation. 

The Headquarters operated under the leaders of three commissioners—one 
American who served as chairman, one Ohinese Government representative, and 
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one representatjTe of the Chinese Communist I’arly. Mr. Walter S. Uobertson. 
Charge d’Alfaires of the American Embassy in China, served us chairman until 
his return to this country iu the fall. In order to carry out its function In the 
held, Eiecutive Headquarters formed a large number of truce teams, each 
headed by one American oflacer, one Chinese Government officer, and one Chinese 
Communist officer. They proceeded to .all danger spots where fighting was 
going on or seemed impending and saw to the impleroeiitution of the truce terms, 
often under conditions imposing exceptional hardships anti requiring courageous 
action. The degree of cooperation attained between Governiiient and Com¬ 
munist officers In the Headquarters and on the truce teams was a welcome proof 
that despite two decades of fighting, these two Chinese groups could work 
together. 

Events moved forward with equal promise on the political front. On January 
10th. the Political Consultative Conference began its sessions wilh representatives 
of tile Kuomintang or Government Party, the Communist Party and several 
minor political parties participating. Within three weeks of direct discussiiin 
these groups had come to a scries of statesmanlike agreements on outstanding 
political and military problems. The agreements provided for an interim gov¬ 
ernment of a coalition type witli representation of all parties, for revision of the 
Draft Constitution along democratic lines prior to Its discussion and adoption 
by a National Assembly and for reduction of the Government and Communist 
armies and their eventual amalgamation Into a small modernized truly national 
army respoDs^ible to a clyillan government. 

In March, Qcneral Marshall returned to this country. Ho reported on the 
Important step the Chinese had made toward peace and unity In arriving at these 
agreements. He also pointed out that these agreonionts could not be satisfac¬ 
torily implemented and given substance unless China’s economic disintegration 
were checked and particularly unless the transportation system could be put In 
working order. Political unity could not be built on economic chaos. This Gov¬ 
ernment had already authorised certain minor credits to the Chinese Govern¬ 
ment in an effort to meet emergency rehabilitation needs as It was doing for 
other war devastated countries throughout the world. A total of approximately 
$68,000,000 was Involved In six spoclflc projects, chiefly for the purchase of raw 
cotton, and for ships and railroad repair material. Hut these emergency measures 
were Inadequate. Following the Important forward step made by the Chinese 
in the agreements as reported by General Marshall, the Kxport-Import Bank 
earmarked a total of $500,000,000 for possible additional crediU on a project 
by project basis to Chinese Government agencies and private enterprises. Agree¬ 
ment to extend actual credits for such projects would obviously have to be base<i 
upon this Government's policy as announced December 15, 1045. So far, this 
$500,000,000 remains earmarked, but unexpended. 

While comprehensive largo scale aid has been delayed, this Government has 
completed Its wartime lend-Iease commitments to China. Lend-lease assistance 
was extended to China to assist her In lighting the Japanese, and later to fulfill 
our promise to assist In re-occupylng the country from the Japanese. Assistance 
took the form of goods and equipment and of services. Almost half the total 
made available to China consisted of services, such as those Involved In air and 
water traosportattoo of trooi>s. According to the latest figures reported, lend- 
Icase assistance to China up to V-J Day toUlled approximately $870,000,000. 
Prom V-J Day to the end of February, shortly after General Marshall’s arrival, 
the totol was approximately $ 600 , 000 , 000 —mostly in transportaUon costs. 
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Thereafter, the program was reduced to the fulflllmeot of outstanding commit¬ 
ments, much of which was later suspended. 

A considerable quantity of clTilian goods has also been made available by our 
agreement with China for the disposal of surplus property which enabled us to 
liquidate a sizable indebtedness and to dispose of large quantities of surplus 
inaterlal. During the war the Chinese Governroent furnished Chinese currency 
to the United States Army for use in building its installations, feeding the troops, 
and other expenses. By the end of the war this Indebtedness amounted to some¬ 
thing like 150,000.000,000 Chinese dollars. Progressive currency inflation In 
('hlna rendered it Impossible to determine the exact value of the sum In United 
States currency. 

China agreed to buy all surplus property owned by the United States in 
China and on seventeen Pnciflc Islands and bases with certain exceptions. Six 
months of negotiations preceded the agroeroeiit fltially signed In August. It was 
im{)erntlvD that this matter be concluded In the Pacific as bad already been 
«lone in Europe, especially in view of the rapid deterioration of the material in 
open storage under tropical conditions and the urgent need for the partial 
alleviation of the acute economic distress of the Chinese people which it was 
hoped this transaction would permit Aircraft, all non-demilitarlzed combat 
material, and fixed Installations outside of China were excluded. Thus, no 
weapons which could be used In fighting a civil war wore made available through 
this agreement. 

The Chinese Government cancelled all but 30,000,000 United States dollars of 
mir indebtedness for the Chinese currency, and promised to make available the 
equivalent of 35,000,000 United States dollars for use In paying United States 
governmental expenses In China and acquiring and improving buildings and 
pro|)ertlos for our diplomatic and consular establishments. An additional sura 
of 20.000.000 United States dollars Is also designated for the fulfillment of a cul¬ 
tural and educational program. 

Before General Marshall arrived in China for the second time, In April, there 
was evidence that the truce agreement was being disregarded. The sincere 
and unflagging efforts of Executive Headquarters and its tnice teams have suc¬ 
ceeded in many instances In preventing or ending local engagements and thus 
saved thousands of lives. But fresh outbreaks of civil strife continued to occur, 
reaching a crisis of violence In Manchuria with the capture of Changchun by the 
Communists and where the presence of truce teams had not been fully agreed 
to by tl»e National Government. 

A change In the course of events In the political field was equally disappointing. 
Negotiations between the Government and the Communists have been resumed 
again and again, but they have ns often broken down. Although hope for flunl 
success has never disnpponrod completely, the agreements made In January and 
Pebnmry have not been implemented, and the various Chiueso groups have not 
since that time been able to achieve the degree of agreement reached at the 
Polttlcnl Consultative Conference. 

There has been encouraging progress in other fields, particularly the elimi¬ 
nation of Japanese from Chinn. The Chinese Government was responsible under 
an Allied agreement for the disarmament of all Japanese military personnel 
and for the repatriation of all Japanese civilians and military personnel from 
China, Formosa and French Indo-China north of the sixteenth degree of latitude. 
Our Government agreed to assist the Chinese in this task. The scope of the Job 
was tremendous. There were about 8,000.000 Japanese, nearly one-half of them 
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Army or Navy persoDDcl to be evacuated. Water and rail transportalioD had 
been destroyed or was immobilized. Port facilities were badly damaged and 
overcrowded with relief and other supplies. The Japanese had to be disarmed, 
concentrated and then transported to the nearest available port. In some 
instances this involved long distances. At the ports they bad to be individually 
searched and put through a health iosi>ectioQ. All hud to be inoculated. Seg¬ 
regation camps had to bo established at the ports to cope with the incidence of 
epidemic diseases such as Asiatic chok*r«a. Finaiiy, il.oudjKHi perscjus bad to be 
moved by ship to Japan. 

American forces helped in the disarmament of Jjipanese units. Executive 
IleadQuarters and its truce teams were able to umke the complicated arrange¬ 
ments nec'essury to transfer Japanese across lines and through areas involved in 
civil conflict on their way to ports of embarkation. American units also par¬ 
ticipated in the inspiHrtions at the port, while American medical units supervisee! 
all inoculation and other medical work. Finally, American and Japanese 
ships under the control of General MacArthur in Japan, and a number of United 
States Navy shlp.s under the Seventh Fleet transported this enormous number 
of iKTsons to reception imrts in Japan. 

At the end of last year, approximately 2U0,000 Japanese had been repatriated. 
They were leaving Chinese ports at a rate of about 2,500 a day. By March of 
this year, rapidly increase<l efforts on the part of the American forces and the 
Chinese authorities involved had ipereased this rate to more than 20,000 a day. 
By November, 2,086,438 Japanese had been evacuated and the program wus con- 
sidert^ completed. Except for indeterminate numbers in certain imrts of Man¬ 
churia, only war criminals and technicians retained on an emergency basis by 
the Chinese Government remain. That this tremendous undertaking has boen 
accoDiplished despite conflict, disrupted communications and otlier dilHcuIties 
will remain an outstanding example of successful American-Chineso cooperation 
toward a common goal. 

Much has been said of the presence of United States armed forces in China 
during the past year. Last fall these forces were relatively large. They Jmd 
to be. No one could prophesy in advance how well the Japanese forces In Chinn 
would observe the surrender terms. We bad to provide forces adequate to assist 
the Chinese In the event of trouble. When it bcKrame obvious that the armed 
Japanese would not be a problem beyond the capabilities of the Chinese Armies 
to handle, redeployment was begun at once. 

The chief responsibility of our forces was that of assisting In evacuation of 
Jopanese. This task was prolonged by local circumstances. Provision of Ameri¬ 
can personnel for the Executive Headquarters and its truce teams has required 
o fairly large number of men, particularly since the all Important network of 
radio and other communications was provided entirely by the United States. 
The Executive Headquarters Is located at Peiping, a hundred miles from the sea 
and Id an area where there was the possibility of local fighting. Hence, another 
respoDsibility was to protect the line of supply to and from Headquarters. 
Another duty our forces undertook immediately upon tlie Japanese surrender was 
to provide the necessary protection so that coal from the great mines northeast 
of Tientsin conld reach the sea for shipment to supply ttie cities and railroads 
of central China. This coal was essential to prevent the collapse of this industrial 
area. Our Marines were withdrawn from this duty last September. Other units 
of our forces were engaged In searching for the bodies or graves of American 
soldiers wbo had died fighting the Japanese in China. Still others were required 
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to guard United States installations and stores of equipment, and to process these 
for return to this country or sale as surplus property. 

At peak strength a year ago we had some 113,000 soldiers, sailors and marines 
in China. Today this number is being reduced to less than 12,000, including 
some 2,000 directly concerned with the operations of Executive Headquarters 
and will be further reduce<l to the number required to supply and secure the 
American personnel of Executive Headquarters and the air field and stores at 
Tsiiigtno. 

Thus during the past year we have successfully assisted in the repatriation 
of the Japanese and have subsequently been able to bring most of our own troops 
home. We have afforded appropriate assistance in the reoccupatlon of the 
country from the Japanese. We have undertaken some emergency measures 
(if economic assistance to prevent the collapse of China’s economy and have 
liquidated our own wartime financial account with China. 

It is a matter of deep regret that China has not yet been able to achieve 
unity by peaceful methods. Because be knows bow serious the problem Is, and 
how important It Is to reach a solution, General Marshall has remained at his 
post even though active negotiations have been broken oft by the Communist 
Party. We are ready to help China as she moves toward peace and genuine 
democratic government. 

The views e.\pressed a year ago by this Government are valid today. The 
plan for political unification agreed to last February is sound. The plan for 
military unification of last February has been made difficult of implementation 
by the progress of the fighting since last April, but the general principles Involved 
are fundamentally sound. 

Cblna Is a sovereign nation. We recognize that fact and we recognize the 
National Government of China. . We continue to hope that the Oovernmeot will 
find a peaceful solution. We are pledged not to interfere in the internal affairs 
of China. Our position is clear. While avoiding Involvement in their civil strife, 
we will persevere with our policy of helping the Chinese people to bring about 
peace and economic recovery in their country. 

As ways and means are presented for constructive aid to China, we will give 
them careful and sympathetic consideration. An example of such aid is the 
recent agricultural mission to China under Dean Hutchison of the University of 
California sent at the request of the Chinese Government. A Joint Chlnese- 
American Agricultural CollaboroUon Commission was formed which included 
the Hutchison mission. It spent over four montlis studying rural problems. 
Its recommendations are now available to the Chinese Government, and so also 
Is any feasible aid we can give in Implementing those recommendations. When 
conditions in China improve, we are prepared to consider aid in carrying ont 
other projects, unreloted to civil strife, which would encouroge economic re¬ 
construction and reform in Cblna and which, in so doing, would promote a- 
general revival of commercial relations between American and Chinese 
businessmen. 

We believe that our hopes for Chinn ore identical with what the Chinese people 
themselves most earnestly desire. We shall therefore continue our positive and 
realistic policy toward China which Is based on full respect for her national 
sovereignty and on our traditional friendship for the Chinese people and is 
designed to promote international peace. 
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Press lieJease Issued hy the Dcpartm4 ut of Statc^ Junutiry JO. 10.^7 

The United States Govermueut has iieeuU*<l to tcnitiiiate Its c(inni*ction wiiJi 
the Coininittee of Tliree which was estahlisheil in Chungking for the i-urpose of 
tenuinating hostilities in China and of which General Marshall was Chairiuan. 
The Uuiteil States Government also has deciiled to terminate its connection with 
Executive Headquarters wliich was estnl>lished in reijiing by the Ctuninlttee of 
Three for the imrixise of suiiervising. in the field, the eM*ciif ioti of the agre»*menis 
for the t'essatlon of hostilities and the demohilizaiiou and rcHirgunizatioii of the 
Armed Forces in China. 

The American personnel involved in Executive Headquarters will he withdrawn 
ns soon as possible. 
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Statement Issued January 20^ 10^7, by the Ministry of Information^ 

Chinese National Government 


803.00/1-2147 

With a view to estnbU.shing constitutional rule and completing national recon¬ 
struction, the government has been consistently sot'king for i>enre and unifica¬ 
tion. As far back as the beginning of the war of resistance, in order to pool 
together the nation's efforts, the government called the People’s Political Council 
consisting of representatives of nil i^litical parties and indepimdents. 

From start to finish, the government has regarded the Communist problem 
as a political problem. The Kuomlntnng at its tenth CICC plenary session In 
1942 and eleventh plenary session the following year persistently advocated 
an early solution through political means. 

After May 1944 the government has been negotiating with the Communist Party 
without letup in the hope that a peaceful sctUcinent could be reached. 

When the Committee for Promotion of Constitutional Rule met on March 1, 
1045, President Chlang Kai-shek, being convinced that the Communist problem, 
if left unsolved, would constitute a serious obstacle in the way of national uni¬ 
fication and reconstruction, reiterated his determination of finding a peaceful 
solution without delay. He also proposed three steps leading tow*urd constitu¬ 
tional government. 

After victory, President Chlang Kai-shek invited Communist leader, Mr. Mao 
Tse Tung, to Chungking for discussions. These discussions resulted in the Double 
Tenth Agreement with the announcenieot that negotiations would be continued 
on the basis of mutual tnist and concessions so that satisfactory results will be 
achieved. 

Since the Political Consultative Conference last January, agreements have 
been reached between the Government and Communists on military and com- 
municatloQs problems with the help of United States special envoy General 
George O. Marshall. These agreements raised hope throughout the world that 
the Communist problem In China would be solved through political means. 

The Government and Kuomlntang, especially in the resolution of the party’s 
second plenary session, repeatedly pledged support to tlie PCC resolutions and 
expressed their willingness to Implement them in cooperation with the other 
political parties and independents. The failure of realization of the PCO reso¬ 
lution is due to the following factors: 

First, according Co the Slno-Sovlet treaty, the National Government should 
take over the administration In the nine northeast provinces. When the Soviet 
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troops began withdrawing. Coraiminlst troops obstructed in various ways the 
takeover work of the national army. In the middle of March last year the 
Coinnninlsts occuplwl various places already Uiken over by the government forces 
ill Liaopei and attacked Szepingkai, Harbin and Tsltslhar. In order to fulfill 
its treaty obligations and assert its right to recover sovereignty over the norUi- 
east, the government on March 27 reached an agreement with the Communists 
for sending tnice field teams to the northeast. Unfortunately nothing was 
achieved despite the efforts of the field teams under the Executive Headquarters, 
thus (he northeast remains In chaotic conditions. The National Assembly sched¬ 
uled by PCC to convene on May 5 had to be postponed. 

Two. Since the Government returned to Nanking in May 1946, conflicts in the 
northeast were further intensified and communications in North China continued 
to be disrupted. The government jointly with the Communists issued n cease 
fire order for l."i days during which It hoped to put a full stop to the hostilities 
in the northeast, to restore communications lines tliroughout the country and 
to iiii]>leinent the army reorganization plan. On all these throe points, the Gov¬ 
ernment and the Communist Party had almost reached agreements. But though 
the deiutline of the truce period was postponed three times, the Communists 
inieiisifled their attacks during the interval, capturing Tehchow, Tnlan and 
attacking Tatung. Tsinan and the outer rim of Tslngtao. Again nothing was 
achieved. 

Three. Before the National Assembly was convoked, in view of the confused 
domestic conditions and the countrywide demand for peace and especially the 
sincerity and earnest desire of the various political parties and Independents 
for the early termination of hostllUies, the government on October IG proposed 
to the Communists an eight point pence program. In the hope that another cense 
fire order he issued and the National Assembly be called ns scheduled to enact 
a constitution. But despite the strenuous mediatory efforts of the minority 
parties, and despite the government's Intention to make concessions, the Com¬ 
munists stood adamant in its opposition to the compromise suggestion and dc- 
mniidod further postponement of the National Assembly. A deadlock was thus 
reached. 

iVfter the adjournment of the National As-sembly, the government, with the 
date set for the enforcement of the constitution, made further efforts for the re¬ 
sumption of the peace talks. Through Doctor J. Leighton Stuart, United States 
Ambassador, the govomment informed the Communist Party of its willingness to 
send a representative to Yeiian to resume the peace negotiations. But the Com¬ 
munists still Insisted on the restoration of the troops dispositions extant on 
January 33 last year, and on the annulment of the constitution adopted by the 
National Assembly as the sine qua non conditions. But the fact is that great 
changes have occurred in the troops dispositions during the past year since 
January 13. It Is practically Impossible to revert to the original positions. 
Moreover withdrawal of government troops from recovered areas would surely 
endanger the peoples lives and property in tliose areas—a thing most Incom¬ 
patible with the government’s obligation to restore order and protect the people 
and to prevent the recurrence of Communist terrorism. 

If the Communists are really sincere to achieve peace, they should Implement 
the army reorganization plan and other programs reached In the committee of 
throe. If so, there should be no need for any dispute over the temporary dis¬ 
positions of the troops. 

As regards the annulment of the constitution, the National Assembly consisted 
of district, occupational and racial representatives and delegates from various 
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political parties, in accordance with PCC resolutioD, The Ass^ombly, there¬ 
fore, was by no moans a KMTHloiuinatcd Assembly. Moreover, the constitution 
adopted by the Assembly embodie.s the very principles laid down by the Com¬ 
munist i*arty and the other i>arties represented in ttie Political Consultative 
Conference, and in the draft constitution reviewing committee. Therefore, there 
should not be uuy reason for the Ccuniiiuiiist.s to object to the constitution. 

The above stated fact clearly indicattHl that in order to aebieve ix*ace and 
unity, the government ha.s iua<lo the greate.st iKjssible concessions to appeal to 
tlie reasonable consideration of tlie Comtiiunists. Since political <]eiuocratizatiou 
and nationalization of troops were caoinion obje<‘tives of the PCC there seems to 
be no reason why the Comniunists should cling to their prejudices and suspicions. 

Now the war has been over for more tliaii a year, i>oace and unity must be 
achieved without ilelay. It is ferveiilly hopi'd that the Communists will apiirO’ 
date the government's earnest efforts to seek a political settlement and agree to 
resume negotiations. The governiuent Is still ready to ukvc the Communists 
with tolerance and sincerity. 

The government thereby proposes the following four points for the resumption 
of the peace talks and government reorganization. The four points are: 

1. The govorninent i.s willing to send a representative to Yemin, or to invite 
('omtnumst delegates to come to Nanking to resume the peace talks, or to call a 
round-table conference to be attended by representatives of the various parties 
and indei)ondents. 

2. The government and tlie Coinmunist.s will imnuMliatoly order their troops 
to cease hostilities and remain at their present positions and negotiate efTectivc 
measures to ensure cessation of hostilities. 

3. The government i.s prepared to resume negotiations with the Communists 
for the enforcement of the army reorganization plan and then restoration of 
coinniunlcatiou agreement In uccordunce witii the principles laitl down by the 
Committee of Three. 

4. Before the full operation of the constitution, the government is willing to 
work out a just and equitable plan for solving the much controverted problem of 
regional administration. 


ii6:(b) 

Statement hy Lu Ting-yi^ Chief of the Department of Information^ 
Central Cenmiittee^ Chinese Communist Party 


803.00/1-2047 

[January 29, 

Tbe entire content of the statement by the Kviouiiiitang Ministry of Informa¬ 
tion Is rejection of the two conditions raised by the Chinese Communist Party 
for restoring peace negotiations—It Is rejection of uulllflcatlon of Chlang Kal- 
Rhek's false Constitution and of restoration of mllUnry positions of January 13, 
1&46. Moreover, it raises four points of so-calle<l peace proposal. 

These four points have already been transmitted by Chiang Kai-shek to the 
Clilncse Communist Party. It Is clear that tl>e so-called ponce negotiations are 
complete fraud and the so-called four points are employed to reject prerequisites 
for real peace negotiations. Inasmuch as these prerequisites are rejected, what 
kind of sincerity or pence negotiations remain to be si)oken of? 

Nullifying Chlang Kai-shek’s fake Constitution and restoring the military posi¬ 
tion of January 13 last year these objectives must and can be attained. If Chiang 
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can utilize every means of fraud and force to transfer 90% of bis military 
strength to attack liberated areas, why then cannot he transfer these armies 
back to the position of January 13 in pursuance of needs of peace? Already 
more than 300,000 war prisoners have been captured from Chlang's invading 
armies by iKjople’s liberation armies. From army and division commanders 
down to rank and file soldiers everyone espresses their unwillingness to fight 
civil war and everyone yearns to make peace and return to their original posi¬ 
tions. Why then must Chlang Kai-shek plunge them into civil war to become 
cannon fodder? As for so-called "during past year changes in positions of both 
sides have been extremely great" and therefore restoration of military positions 
of January 13 last year is impracticable—is this not the clearest deception? 
Another reason for the statement of the Kuomintang Ministry of Information's 
rejecting restoration of military ijositions of January 13 last year is “us soon 
as the Government withdraws from territories already recovered, people in those 
areas would have nothing to rely on for tlieir lives and properties" this Is utter 
fabrication. Chiung Kni-shek's armies have occupied over 100 liberated area 
cities, 179,000 square kilometers of liberated area territory, where dwell over 
20,000,000 people of liberated areas—equal to half the population of France. 
Uefore invasion and occupation [by] Chiung Kai-shek's troops peasants In these 
areas had already curried out “laud to tillers’', democratic governments had 
already been establishCHl, traitors, Japanese, collaborators liad already been 
punished, people of all ranks and classes were living and working In pence and 
liappiness. Tliere were no scourges, no economic crises. After Chlang's troops 
invaded and occupied these places, the peasant's laud was confiscated. Fascist 
secret police terrorized the populace, traitors, collaborotors and local t^'rants 
came back and were made olllclals by Chiang Eal-sbek's Government. Chlang 
Kal-slick's officials and armies burned, murdered, raped, carried out exorbitant 
taxation, and conscription of soldiers and grain and corruption pervaded every¬ 
where. Over 20,000,000 people again suffer from the boundless misery of Chlang 
Kai-shek's dictatorship. 

Clilang Kai-shek In truth exhausts his energies in protecting traitors, secret 
police agents, evil gentry and corrupt officials. Where docs he have even one 
minute In which to protect the lives and properties of people? Precisely for 
the sake of protecting the lives and properties of people, Chlang Kai-shek’s 
armies should be withdrawn from all of the Invaded and occupied territories. 

As for the so-called truce at present positions Chlang Kai-shek's “peace pro¬ 
posal”, everyone should remember that truce at present positions has taken 
place Uiree times since the truce order of last January 13. The January truce 
order was Uic first time the March 27 cease Are order for Manchuria was the 
second time and the truce and peace negotiations of lost January was the third 
time. In each case Chinese Communist Party made positive concessions, but 
the result of these concessions wos that Chlang Kai-shek three times in succes¬ 
sion broke the agreements. You don’t mean to say that the Chinese people are 
all a bunch of block heads, and after all this must still give Chlang Kai-shek 
a fourth truce at present positions so that he can break It for the fourth time? 
So that he can entirely wipe out all liberated areas? Who can guarantee that 
he will not do this? The present so-called “truce at present positions" of the 
Kuomintang is truce at “present positions" after Chlang Kal-sbek has com¬ 
pletely torn up the truce order, PCO resolutions and launched unprecedented 
large-scale civil war. 

This is in order to have the Chinese people recognize the results obtained by 
his use of military force In faithless betrayal of all agreements and trusts, and 
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thus to encourage warlords to carry out the idle dream of unity through force, 
and to encourage the reactionaries recklessly to tear up all agreements and 
wage large-scale civil war. Chiang Kai-shek repeatedly says he believes lu 
“political settlement” but his real activity is “military settlement". If the 
Chinese people were to agree to this, what hojK* for jteace would there be? If 
the Chinese Communist Party were to agree to this, what could they say to the 
people? The Chinese Communist Party for the «ike of the people s luippiiiess 
absolutely cannot recognize the resnlts achieved with military force thus in 
defiance of law. Therefore, the Chinese Communist Party absolutely cannot 
agree to so-called ‘•truce In i>reserit positions', (which in reality is scheme to 
wipe thirteenth must be completely restored.) The 90% nf Chiang Kai-sheks 
armies which have been illegally transferred mu.st one and all return to their 
original po.sltlons. Otherwise there is absolutely no guarantee of pence. 

With regard to the third and fourth points of Chiang Kal-sliek’s “peace for¬ 
mula"—reorganization of aniiics. restoration of connminlcatlons. local govern¬ 
ments, et cetera—they have been ral.«e<l and talked over Innumerable times in 
the past, but either no results were reached or if results were reached they wore 
torn up by Chiang Kai-shek. Itefore Chiang Kai-shek nullifies the false Consti¬ 
tution and restores positions of January 13. these questions cannot be discussed 
at all. Hence the first point of Chiang Kai-shek’s “peace formula” alleging that 
the “Government Is willing to send a representative to Tenan for talks or eveu 
hold a round-table eoiiferen<*e. et cetera” Is not necessary before the two conditions 
of the Chinese Communist Party are carrU*d out. liaising of such points by 
Chiang Kai-shek la but empty stalling to deceive pt^ople. 

Chiang KnI-shek’s fake Constitution must be nullified and can be nullified. 
This Is the third fake Constitution since the country was called the Chinese 
Republic. Since the two fake Constitutions of Yuan Shih-kai and Tsao Kun 
were nullified why then cannot Chiang Kai-shek's fake Constitution bo nullified 
since Chiang Kai-shek has treacherously betrayed and violated PCC decisions 
by unilaterally calling the “National Asseojltly” and passing the fake Constitu¬ 
tion? The people have every reason to order him to nullify his fake Constitution. 

The Kuomlntang Ministry of Information slates that tlie “Chinese Communist 
Parly has no reason what-soever to oppose” this Chiang Knl-shek fake Constitu¬ 
tion. It can, however, be asked, what reason has Chiang Kai-shek for manufac¬ 
turing such Constitutions? Did the Chinese people not have reason for nullifying 
the fake Constitutions of Yuan Shih-kal and Tsao Kun? Since Chiang Knl-shek 
has manufactured such a fake Constitution, not nullifying it would be tantamount 
to recognizing Fascist dictatorship, violating of laws and breaking of discipline 
by warlords; where then can there be talk of political democracy and nationaliza¬ 
tion of armies? Hence the fake Constitution must be nullified. 

The overwhelming bulk of public opinion at home as well as abroad heaped 
imprecations In concert on the “National Assembly” called by Chiang Knl-shek. 
The Chinese Communist Party and democrats of all quarters long ago advised 
Chiang Kai-shek not to convene a one-party illegal National As.semb1y. But 
Chiang Kai-shek persisted In Ignoring this. When Chiang Kai-shek’s National 
Assembly opened wc again advised him to dissolve it but be again refused to 
listen. Such unbridled lawlessness of Chiang Kai-shek will definitely not be 
permitted by the Chinese people. The Chinese people and real democrats will 
absolutely not recognize the validity of such an illegal National Assembly of 
division. 
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With regard to representatives of Chlang Kai-shek's “National Assembly’’ 
most of them were appointed handpicked and produced through bribed elections. 
Part of them were provisionally “supplemented'’ by Chiniig Kai-shek and his 
cronies. Among them are traitors. This National Assembly is worse than the 
rump assembly of Tsao Kun. Where are the “representatives of all nationalities, 
all provinces and municipalities and all professions"? When was Chlang Kai- 
shek’s fake Constitution ever finally examined by the Political Consultation 
Conference? Which of the main question of principles such as pc‘Ople's rights, 
autonomy of national minorities, relations between legislature and executive, 
distribution of powers between central and local governihent.s in this fake Con¬ 
stitution accords with PCC principles? Refusal of Chlang Kai-shek to nullify 
the malodorous Fascl.st fake Constitution Is really a “stubborn clinging to one’s 
opinion.” calamity to the entire country, betrayal of the people, betrayal of the 
nation and determination to be reactionary to the last! 

Nullllicatlon of the false Constitution and restoration of the military positions 
of January 13 last year are minimum prerequisites for the restoration of peace 
negotiations. Reasons these nre minimum prerequisites are: Chinng Knl-sbck 
has already completely torn up his four promises, the truce order, the plan for 
reorganization of armies, the Manchurian cease fire agreement, and the PCC 
decisions. He lias assassinated professors Li Kung-po, Wen I-to and other 
doinocratic figures. He has convoked an illegal “National Assembly,’’ concluded 
the Sino-Amorlcan commercial treaty of national betrayal, launched large-scale 
civil war throughout tlio country, invaded and occuple<l so much of the liberated 
areas. After perpetrating all these lawless deeds Chlang Kai-shek still wants 
to negotiate for pence—of course, this cannot be done without first carrying 
out a few prort^qulsltes. Otherwise, who can believe he has even a shred of 
sincerity? If we speak according to law. all bellicose elements of the Kuomln- 
tang should be puni.shed as war criminals, all Kuomintnng reactionaries and secret 
police agents who broke PCC decisions should be punished ns Fascists, the Kuo- 
mlntang government officials who signed the Slno-Amerlcan commercial treaty 
should he punished ns traitors. Furthermore, they should have to compensate 
to people of liberated areas and of all Chinn for colossal damages suffered from 
Chlang KnI-shek’s launching of civil war. We ^lave not raised oil these just 
and equitable demnnds, however, but have only demanded nullification of the 
false Constitution and restoration of the military positions of January 13 last 
year. What is this If not the most extreme clemency toward Chinng Kul-shck? 

To what degree of lawlessness has Chinng Kal-shck reached within the past 
5 'car? If we do not ask him to carry out our two minimum points, If we “ceaso 
fire at present positions,” forget all his past crimes and give him time to rest 
and regroup his troops, consolidate Invaded areas, replenish his armies, “reor¬ 
ganize government” to got $500,000,000 or more loans and military aid from the 
United States Qovernment, then when he has strength to launch a large-scale 
offensive again, Chinng Kat-shek will certainly be more lawless. What happened 
last year is a good example. 

Therefore, if we still want Independence, peace and democracy, we must ask 
Chlang Eal-shek to nullify his fake Constitution and restore positions of Janu¬ 
ary 13 last year. We will never rest till this goal Is attained. All deceptions 
will be In vain. Now that Chlang Kai-shek has rejected these two points and 
has brought forward his deceptive “pence proposals" in conflict he will have 
to bear responsibility for all consequences. 
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116(c) 

Statement Issued January 29s 101^7s by the Ministry of hxformation^ 

Chinese National Govcrn7n€nt 


893.00/1-3047 

It has been more than three months since the government issued a cease-flre 
order on November 8, 1040. The Communists did nut comply with this order, 
but instead have taken advantage of the opporlunity and launched a general 
offensive on all fronts from the northeast to the eastern section of the Lunghai 
railway. The Communist offensive has lH‘en further intensiliiMl recently. For the 
cause of peace and the interest of the country and the people, the government 
mode one concession after another in the hope that a political solution could be 
found. It is indeed regrettable that the Communists refused ludh the govern¬ 
ment propo.sul of sending a ropresentntive to Yenan for the resumption of nego¬ 
tiations and the four point pence proposal of the government. 

Following the adoption, in the National As^seinldy, <»f a democratic I'on.Ktitulion 
embodying the principles agreed upon by all parties in the VCC of last January, 
and having stnrte<l discussions and preparations for the governmental reorgan- 
l^^ntion plan by inviting all parties and groups to take part in the State Council, 
the I^egislntive Yuati, the Executive Yuan and the Control Yuan with a view to 
broadeiiiug the basis of the government, the government on January 24 nniuosted 
Dr. J. L. Stuart. United Stales Ambassador to convey to the Communists the 
following four points: 

Firsts the government is willing to send a representative to Yenan or to in¬ 
vite Communist delegates to come to Nanking to resume the ixMiee talks, or to 
cali u round-table conference to be attendini by representatives of the various 
parties and independents. 

Secondly, the govorninent and the Communists will Ininiediately order their 
troops to cease hostilitie.s and remain at their present positions and negotiate 
effective measures to insure cessation of hostilities. 

Thirdly, the government is prepared to resume negotiations with the Com¬ 
munists for the enforcement of the army reorganization plan and the restoration 
of communications agreements in accordance with the principles laid down by 
the Committee of Three. 

Fourthly, in the regions where hostilities are now taking place, the govern¬ 
ment Is ready to negotiate with the Communists for a fair and reasonable 
solution. 

Now, the Communists have formally refused all ponce negotiations and in¬ 
sisted upon the government's acceptance of their dicUites, namely the restoration 
of the milltury positions of January 13, 1040 and the abolition of the Constitu¬ 
tion. This is equivalent to putting both the National Government and the 
National Assembly under the yoke of the Communist Party and subjecting 
them to the orders of the Communists. What would the Chinese Republic bo 
like and what would bo left of the rights of the people? 

During the one-year period after the PCC and the Committee of Three, tl )0 
government has spared no effort in inviting the Communist and the minority 
parties to Join the government. 

All such endeavors In achieving an understanding with the Communists have 
been in vain. Since the Communists have taken such an obdurate stand, the 
only course at present Is for the government to carry out Its fixed policy of 
''political democratization'*. 
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We hope that all party leaders as well as ladeiwnilents will participate In the 
government in accordance with their consistent patriotic attitude In order to 
expedtte the preparations and scheduled realization of constitutional rule. We 
also hope that all parties will cooperate as one man in the gigantic task of 
national reconstruction, restoration of a balanced economy and improveineut 
of the peoples livelihood. 

116 (d) 

Statement by Generalissimo Chiang Kai-shehy February 16^ 19^7 

80 ;$. 00 / 2-1047 

When war ended, our long-t«»rtured country desiwrately needed relief and 
rehabilitation, for which pence and unity are prime requisites. The first Im¬ 
portant postwar problem the Government undertook was to attempt a peaceful 
settlement with the Comiminists. With the disinterested mediation of the 
United States, negotiations wore carried on for over a year, now and then 
glimmering with hop4‘s of success. * 

However, when the Communists refused to Join the National Assembly in 
November, negotiations came to an end. The people of this country will have 
decided by now upon whom to lay the blame, and we leave to them and to 
posterity to remler a just verdict. On its part, the Government will confine 
its military elTorts to the protection and restoration of communication systems 
so necessary for the economic life of the nation, and we shall spare no efforts 
to continue to seek fur a political solution of the Communist problem. 

Although settlement with tlie Communists has faile<I, at least temiwrarlly, 
the Kuomintang will go ahead immediately on its historic mission of bringing 
democracy to the Chinese i)eoi)]e. Within a few days we will organize a new 
State Council charged with the supreme policy making powers of government, 
and with the task of conducting an election to Implement the new Constitution. 
Membership of the Council will be given to the best men the country could find 
Irrespective of party allllintlons. Non-partisans ns well as members of all pollCi* 
cal parties will be given representation. 

At the same time, tlie Executive Yuan and the other Yuans will be Immedi¬ 
ately reorganized in a similar wa.v, to broaden the basis of government. 

Today we are facing not n question of political parties, but the problem of 
the democratic dcrclupiuent, and even the survival of the Chinese nation. 1 
call on all patriots to Join with me In working out the salvation of the country 
and to them I pledge my loyal cool>crQtion. 

Chinn is today facing an acute economic crisis. Following the heels of 
Japanese devastation, internal strife has been raging with Uie Communist 
armies even during the period of negotiations. Communist armies have occu¬ 
pied iorge areas in North China and Manctiurla, set up their own separatist 
Communist administrations, Introduced their own currency, and set up economic 
blockades so that food and produce should not flow into Government-controlled 
areas. Railways were incessantly attacked and mines and Industries were 
wantonly destroyed because the Communist armies could not hold them. The 
destructions and dislocation caused by the Communists during the last year 
exceeded in intensity a similar period of Japanese occupation. 

I need only to give a few examples. China Is rich in coal deposits and Is 
normally a large exporter, but many of tlie coal mines and the communications 
leading to them were systematically destroyed by the Communists so that last 
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year we were even obliged to import some coal from tbo United Suites for our 
industries. Before tbe war, China was selfsunicient in cotton an<l tobacco, but 
this year we have to import over 200 luillion dollars of foreign cotton and 
tobacco. 

In a word, the economic crisis we are facing today is the cumulative effect 
of devastation and dislocation of eight years of war and one year of destructive 
peace. 

Our Government last year pursued a liberal foreign exchange policy to enable 
the country to-be supplied with the needs of foreign supplies denied during long 
years of blockade. However, with the c*conomic situation aggravated by Com¬ 
munist destruction, we have to take new stock of our situation, and meet it 
realistically and steadfastly by the following emergency measures: 

(!) Foreign exchange resources of the Goveminent. including gold, will be 
conserved for raw material and machinery so tliat our coiniminlcations and fac¬ 
tories will be kept running, and the basic necessities of our people supplied. 
We need a new exchange rate bringing our domestic price level attuned to the 
foreign markets, and which will not be subj€*ct to constant fluctuations. After 
careful consideration, we are fixing the new exchange for both exiK>rts and 
imports at a flat rate of CNC (Chinese National Currency) 12,000 to one US 
dollar, commencing Monday, February 17. The new rate is much higher than 
the old rate, but even so It is no higher than the prevailing domestic price level. 

(2) The purchase and sale of gohl in the market, and circulation of and trans¬ 
action In foreign currency are prohibited in order to stop speculation. At the 
same time, the Central Bank will provide sufRcieot foreign exchange for legiti¬ 
mate purchases. 

(3) The Government will relievo the pressure of usurious interests on agri¬ 
cultural and Industrial production througli loans ond other means. 

(4) Government expense will be bel<l to the absolute minimum, administra¬ 
tion will bo streamlined, and all new construction work will bo postponetl. 

(5) The collection of revenues will be conducted with the utmost vigor. Since 
we have not yet developed a modern accounting system, the collection of Income 
tax and other direct taxes have proved very ineffective. Rough and ready Justice 
will now be applied, and if there arc individual cases of sufTerIng, it will have 
tu be remembered by the propertied classes that this Government must be sup¬ 
ported at all costs. 

(0) In answer to general clamour public scrvlce.s have been kept much below 
cost, at a tremendous charge on the budget. The Government has decided on 
an all-out policy to bring about better equilibrium of the budget, and public 
services, such as the postal system, will have to pay their own way. 

(7) During the National Government regime labor wages have been increased 
manifold, until today they arc much higher than the corresponding pay of 
Government functionaries and the soldiers, and the Government Is reserving its 
foreign exchange resources for the use of industries in which they are employed. 
We do not intend to take away the Just duos of labor, but like all sections of the 
community, they should demonstrate their patriotic spirit, and there should 
bo a celling to wage advances. 

(8) All Industries owned by the Government except those for national defense 
and public utilities should bo speedily disposed of to private Interests. The 
Government Is not In business in competition to private interests. 

(9) There will be instituted rigorous control of a few basic commodities such 
as rice» flour, clothe food oil and fuel so that prices should not be allowed to run 
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nway. Six'otilntors, hoarders, and | rofiteers will be punished as severely as the 
crisis calls for. 

(10) Some of the jirivate banks miishrooiiie<l during the war have Indulged 
in an orgy of speculation. The Ministry of Finance will Insiwct their accounts 
and mete out exemplary punishments. 

In spite of the difficulties before us, we have made and are making economic 
jiiogross. When the Government reoccupied .Japanese-controlled areas, there 
were in running condition only I.R-in kilometers of railways, but today, in spite 
of Communist attacks, we are operating 11,S$7 kilometers of railways, an increase 
liy no percent, At the end of tite war we had only S14.S35 tons of shipping, much 
or which had to Ik* scrapper!, today we have a tonnage of 002,071 tons. Last year 
we i>roduoed OGO.IKIO bales of yarn, 8.000 tons of steel, 1,171,1513 kilowatts of irower. 
.'UKl.OOO tons of cement, and 13 million tons of coal. This year we will produce 
2 370 million bales of yarn. 200.000 tons of steel. 1.638 million kilowatts of power, 
000,000 tons of cement, and 23 million tons of coal. Compared to industrial 
nations, our production is still meagre, btit it Is heortcnlng tliat we have made 
thi.s ailvnnce during last year in spite of all obstacles. 

In ngrlculture, while we have to import 75 percent of our needs In raw cotton 
ami tobacco in 1017, after tills year's crop we will bo able to supply 75 irercent 
of cotton and tobacco from our own production. With the 10-18 crop wc plan 
to he self-.siifflclent. 

In exports we are rapidly organising ourselves, and we will presently be able to 
sell to foreign markets much more yarn and cloth, soya l>oans, egg products, ten, 
iniriernls, essential oils and the varieties that make up Clilnesc exports. In the 
recovery of Taiwan with Its rich resources of sugar, ton. camphor, and rice, and 
which in good years under .Japanese occupation had a favorable annual balance 
of trade of over 250 million US dollars, the nation 1ms recovered an asset of the 
first importance. 

There Is no reason for us to give way to panic. The basic factors of the ngrl- 
cultural and industrial situation are sound. If wc only apply ourselves to our 
tasks with resolution and energy, wc will overcome the immoflintc difficulties of 
the Japanese Invasion. By so laboring, wo arc Indeed on tlie way to exercise 
political freedom and recovery of the free economy that Is the distinguishing 
characteristic of our people. I bespeak the sympathetic understanding of friendly 
nations ns China labors to recover Its economy, and equip Itself for full partici¬ 
pation In world trade and make Its contribution to the cause of world pence. 
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Speech hy Chou En-lai on January lOy IBJfl * 


80S.00/1-1647 

This day last year saw the slgnlug of the cease-fire order, and the opening of the 
political consultative conference. Great were the changes In the situation, and 
rapid was the growth of the awakening of the people during the past year. Today 
a year ago, the people throughout the whole country were cheering for peace and 
cease-fire, but not before long, the nation was again plunged Into the abyss of 
civil strife. All of us have realized that, unless the rule by militarists Is put to 
an end, China can never have peace. The people of the whole nation were cele¬ 
brating the success of the political consultative conference In January and Febru- 

1 broadcast from Vcoan on Jan. 14, 1047. 



ANNEXES 


707 


ary Inst yoar; hut not before lonp, the PCC ajrreements were cntnpletely over¬ 
thrown l)y the reactionaries in tlie Kiioinintantf. Alt of us have realis'd that un¬ 
less the system of individtial «Hctatorship is removed, the democratic I’CC lltie 
can never be realized. The people of the wlnde nation were welconiinp Presi¬ 
dent Truman's statement on China ami tSeneral Marsball'.s me<Hation efforts 
in China a year ago. but not before h>ng the true namre of the China T)olicy of 
the .\meri<-an imperialists was exi)ose«l. and the high treason diplomacy of Chiang 
Kai-sht'k’s n’gime was also full.v unmaske«l. Since then, from tens of thousands 
of students to the broad nia.sses of resid«-nts in big cities all over China have 
l)<*eii shouting these slogans: “CS Army quit China.” “oppose American interven¬ 
tion in China's interiml affairs." “oppose Quisling -style diplomacy." “oppose tlu- 
Sino-Aiuerican trade treaty." and the like. 

In the change.s during the past year, not only the KMT reactionaries have 
started anew the civil war and scrapped the PCC agreements, but also the .\ineri- 
can witness wbo afiised bis signature on the cease-tire agreement has never again 
mentioned the January cease-tire c*rder. And the delegates of the Youth Party, 
the Social Democrats, and a great part of the so-calle<l social leaders who took 
part in the PCC also participate<l In the illegal Ktioinlntaiig-coiitrone<l “National 
As-seiiibly" which completely destroyed the PCC line, whereby they fortmilated a 
dictatorial conslitullon widt h runs diainetrlcully coxinter to the PCC principles, 
thus deepening the .split of the nation. Only the Chinese Communists, genuine 
democratic parties ami groups, genuine civic leaders and the broad masses of the 
people have never in a iiioim*nt ceased to uphohl the January cease-lire agreement, 
to tight for the PCC line, ami to light for the realization of the tlemands that US 
troops withdraw from China, ami the United Stales st(q> Interfering with Chinn's 
dome.slic politics. In looking back over the struggles during the past year, we 
cuu’t help but think of the martyrs of the April 8 incident who clamored for a 
cessation of hostlllti<*s. and for the linplementutlon of the PCC resolutions, nnd 
also of Messrs. Wen. Ll and Tao. The spirit with whieh they fought bitterly 
against the reactionary bloc which had tried to destroy the conse-rtre agreement, 
ami the PCC resohitlons has been a c«>nstaiit .source of ius|»iratioii to us. 

Exactly one year after, and on the eve of his departure from Cldua, General 
Marshall is.sued a statement summarizing hts mediation efforts during the past 
year. In the light of this statement of his. I will now brielly touch upon a few 
important points. 

General Marshall admitted that there Is a reactionary group in the Kin)mlntnng 
which constitutes a dominant one lu the Kuoinlntaiig government, and which 
Includes military and polUicnl leaders. They oppose a coalition government, 
have no conlldence In Internal cooperation, but believe in the sottlomeiit of prob¬ 
lems by unueil force. They have no sincerity in carrying out the PCC resolu¬ 
tions. All these remarks are true. Put what Is to be regretted is that he did 
not point out that Chlang Kai-shek is the highest leader of tlds reactionary group. 
Chiang Kai-shek said a coalition government Is tantninoiint to overthr«.wing the 
government; inter-party conference Is a spoils system conference. After the 
establishment of the executive heodqunrters In Peiping Inst year. Cblung Kal-sbek 
and his group opposed the sending of field teams to Manchuria. After the sign¬ 
ing of the cease-fire agreoiiient In Mnnchurla on March 27, Chlang Kai-shek 
onlerod Tu Yu-Mlng to launch a l»lg orTcnslve there. That the failure in the truce 
negotiations in June was caused by Chlang Kai-shek’s Insistence on the with¬ 
drawal of Communist troops from northern Klangsu. Jehol and two other llberate<l 
areas—an act which Is a breach of the PCC resolutions. Immediately after 
that, he conducted a large scale fighting In China proper, and up to now, be 


Lihr^y v 


Sri Pratap C^Uege, 


708 


U. S. RELATIONS WITH CHINA 


continues to act against the PCC agreements in massing 280 brigades (formeriy 
divisions) 90 percent of bis total military stronglli. to atutek the communist-held 
Itbenited areas. Up to the end of last year, bis armies invjided 174,000 square 
kilometers and took 1G5 cities in the liheratetl areas. What are they if these are 
not armed attacks? 

The PCC resolutions were completely violated by members of the one party 
“Natiunal Assembly” and the decision of the constitution was made by Cbiang 
Kai-shek. Therefore, the man who scrapped the cease-fire pact and the PCC 
resolutions was none other than Chiang Kai-shek himself. 

Cbiang Kai-shek's reactionary bloc wished by this means to maintain its 
feudal control. Even General Marshall admits that this further weakens 
Chiang’s government. As to tlie disruption of economic and coinmunlcatioD 
system, they are attributable to the civil war waged by Cbiang Kai-shek. The 
yearly military expenses constitute 80 percent of the total state expenditures of 
Chlang's government. Added to tliese is the exploitation of the people by 
bureaucratic capital. How can economic ruin be averted? 

General Marshall thinks that with the same bad government and still under 
tlic leadership of Chlaiig Kai-shek, hut with the participation of a few Kuomln* 
tang liberals and minority parties such as the Social Democratic Party and the 
Youth Party, a good government can ultimately be formed. Will it not be too 
cheap? Without the participation of the Comuiimists in a coalition government, 
the dictatorial system Instituted by Cbiang Kal-sbek cannot be abolished, nor 
can a liberal government be formed. 

General Marshall understands full well that the Cbiang assembly convened 
last year is a violation of PCC resolutions and procedures, but be purposely 
- says tlmt the constitution passed by it is a democratic constitution and Its main 
parts arc in full agreement witti the principles laid down by PCO. B^’en Com* 
munist demands are incorporated in It. This is a big bluff. Tlie main parts of 
the constitution passed by Chlang’s assembly are in direct contravention to tbc 
PCC principles. PCC favors the safeguarding the liberties of the people, but 
Chiang's constitution restricts them. PCC is in support of tbc granting of the 
right of self-government to racial minorities, but in Ciiiang's constitution, such 
a riglit is iion-cxistcnt. PCC wants to make the province the highest unit for 
regional autonomy, and let it draft its own constitution so that there will be an 
equal division of power, but Chlang’s constitution is pervaded with the idea of 
centrnllzutlon of power and the stipulation about the drafting of tbc provincial 
constitution Is cniicclled. PCC desires the cabinet system to be InsUtxited In 
the coalition government, but Chlang’s constitution is oil for the President 
system as contained in the May 6 draft constitution. General Marshall relies on 
(he enforcement of Chlang’s constitution and the reorganization of the govern¬ 
ment for prolonging Chiang's dictatorship, but in this he is mistaken. The 
consequences will be that Chiang's government will be further discredited and 
isolated and it will completely fall to gala the support of the people. 

That being the case, will the Communists' opposition to Chiang's constitution 
and the participation In the government under the present circumstances and 
their demands of a return to the military positions of January 13, the abolition 
of Chiang's constitution and tlie convocation of an inter-party conference be con¬ 
sidered as a sign of unwillingness to make a fair compromise as the Communists 
linve been so accused by General Marshall? Quite the contrary. These are the 
most fair compromises and the lowest limit of the Communist demands for peace 
and democracy. Even General Marshall admitted that during lost January and 
February the Communists were willing to reach a compromise. But, since last 
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February, the Kuoiiiintan? reactionary group has repeatedly violalwl the PCC 
resolution and the cease-fire pact. Ui> to uow, the Comiu\inists have tried to 
reach n compromise on the basis of the cease-fire pa<‘t signed last January and 
thru the TCC line. These are really what General Mar.slmll praised as a liberal 
and forward.looking charter. 

If we make a comparison, Chlang Kai-shek is violating the cease-fire pact and 
deviating from the PCC line, whereas the Communists are observing the cease¬ 
fire pact ami following the PCC line. Is Chiang Kai-chek trying to annihilate 
the Communists in the liberate*! areas or are the Communists trying to overthrow 
the government? Is it fair if Chiang can ref»>se to accept the two ('omiuunlst 
demands while the Communists must accept Chiang’.s constitution and the posi¬ 
tions of the two troops not in accordance with tlie cea.se-fire pact? 

No Chinese people will believe that the resldent.s of the liberated areas are 
in the depth of their suffering. This is not an acuial fact and is a b!a.<T>hemy 
against the Communist.s. The Communist.s have work.'d for the welfare of the 
l>eoi)lo for the last six years ami have h»iilt tip their reptitntion by their close 
attachment to the iieople. If the Communists agree to the occupation of the 
liberated areas by CTilniig's troops and permit Chiang to force the residents to 
recognize the constitution and to acknowledge his dictatorship, it will be a com¬ 
plete disregard of people’s suffering and the intere.st of the country. Uosides. it 
will not lend to real i>cacc. 

There are many naive p**rsons who are too eager to have peace and who are 
too easily deceivetl by the apparent immicc and do not want to struggle for the 
minimum safeguards for jicace. Chiang Knl-shek has perceived their weaknesses. 
When It was advantageous for Chiang to launch an attack, he would not hesitate 
to attack. Hut when he was defeated and roQulred time to regroup his trooi's, 
for instance (he was in such a pass last January and February), he would favor 
the halting of the war and conducted the so-called peace talks. Let me ask how 
a fair compromise could be reached. Never. A fair compromise must he built 
on a basis which is beneficial to the people. That basis Is the cease-fire pact 
signed In.st January by General Marshall and Chang Chun, Chiang s representa¬ 
tive. and the PCC resolutions passed by Chiang Knl-shek. In General MarshnU’s 
report, be mentioneil the PCC resolutions, but not the cease-fire pact. Tlint was 
not just a slip of hi.s memory. It was his intention to absolve himself of the 
responsibility of appending his signature to a pact and try to find a way out for 
the three man military sub-eommittee and the Peiping executive headquarters. 
This further proves that the US Government has bi*en helping Chiang to extend 
the civil war. It also explains why General Marshall hnte<l very much the propa¬ 
ganda activities carried out by the Communists. Tes, the Communists had since 
last March reiMjatedly pointed out the error of the US policy in Clilna, particu¬ 
larly the garrison of the United States forces in this country, their interference 
in the domestic affairs, and the Invasion of the liberated areas. The Anplng 
Incident alluded to by General Marshall was one of the thirty-odd incidents. 

The Chinese Communists have unrenilttedly exposed and lodged protests against 
American aid to Chiang Kai-shek’s government troops in the form of transpor- 
tatlou, lend-Iease materials, surplus property, warships and airplanes, mllltarj’ 
advisors and technical training, and the colonial policy of the American Im¬ 
perialists (here broadcast was badly garbled). Instead, the Chinese Communists 
were blamed for their being unable to accept the American mediation, something 
we must repudiate. General Marshall thought that the above-mentioned kinds 
of propaganda tend to arouse a bitter hatred of Americans, and are therefore of 
a vicious nature. The truth is tlmt what aroused people is not abstract propa- 
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sanda, but llvins facts. If facts such ns those listed above continue to remain, 
then in tlio ej'es of an inde[»r-ndent and freedom loving people they are vicious. 

General Marshall has now returned to the United States to take up the post 
of Si'cretary of State. I hope that he will, taking the stand of the late President 
Hoosevelt's China policy and for the sake of the traditional friendship between 
and the Interests of the two Chinese and American peoples review again the 
US Chinn policy during the past year. I hope that the United States will not 
repent the past mistakes hnt stop helping Chiang Kai-shek's government in waging 
the civil war, evacimte American troops from Chinn, and not Intervene again 
in Chinn Internal nlTairs, hut readjust the relations between China and the 
United States. In so doing, it will he greatly helpful to the elTorts of the Chinese 
people in their striving for iK*nce, democracy, independence and freedom, and 
will also he beneficial to far faster puce and International cooperation. 

We caimot forget tliis memorable «lay of the first anniversary of the issuance 
of the cease-fire ordtT and the meeting of the PCC. We Chinese Communists 
pledge ourselves to c<mtinuo to fight, nn<l we believe that democratic people and 
our fellow countrymen thnmghout the country will fight for the complete realiza¬ 
tion of the PCC agreements and the PCC lino. We will not cease our efforts 
until the aims are realized. 


118 

Memorandum Entitled ^^Explanation of Several Basic Questions Con¬ 
cerning the Postxoar Intenxatioruxl SituatiorC'' hy Lu Ting-yi^ Chief 
of the Department of Information of tlie Chinese Communist Party ’ 

Sn.1.00/0-2047 

It is now the new year—11M7. We wish to make an nll-sldod examination of 
the whole ititernatlonal situation In order to dispel certain misconceptions in this 
realm. 

During the past year and more and right up to the present time, owing to the 
complicated changes In the situation and to demagogic propaganda intentionally 
spread about widely by the Chinese and foreign reactionaries, tliore are still 
some people In the camp of democracy In China witoso understanding of several 
basic questions concerning the postwar political situation is not in accord, or 
not wholly In occord, with tl»c real state of affairs. These people Include some 
Communists, some left-wing critics, some middle of the road critics. The pur¬ 
pose of this article is to offer a general explanation of these several basic 
questions. 

I. Mao Tze-tu.nq’s PBCoionoN 

10 montJis have elapsed since the victory in the antl-B^sctst war. Tliese 10 
months have been a period of extremely complicated changes In the Interna¬ 
tional political situation. The course of changing affairs has taken many twists 
and turns—one sort of conditions prevailed at the London Foreign Ministers’ 
Conference In September a year before last, tliere was a change at the time of 
the Moscow Foreign Ministers’ conference In December of the same year, In 
February and March of last year another change took plocc, and from September 
of last year yet another change occurred. After tlie many changes of the past 
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1C months we hare ample surety in saying?: The development of the international 
situation is entirely in accord with the prediction of Comrade Mao Tze-tunjr. 

In ‘‘On Coalition Government,” a politicjil report of Comrade Mao Tze-tung 
to the 7th National Convention of the Chinese Communist i^nrty. In April, 1945, 
he made the following prediction of a new world situation following the World 
War II: 

“This new situation differs greatly from that of the first world war and the 
so-called •peacefuT period which followed. At that time there was not a Soviet 
Union like the present one, nor was there such a degree of consciousness as now 
expressed by the people of Great Britain, America, China, France, and other 
anti-Fascist Allies, and naturally there could not he such a present world unity 
headed by three great powers or five great powers. Now we are living in an 
entirely new situation. There now exist in the world peoples and their organized 
forces who have been awakened and united, and are In the course of becoming 
more so. This dcterinines the objective to which the wheels of world history 
are moving, and the path which should be followed to attain it. 

“The defeat of tlie Fascist aggressor countries and the emergence of a general 
peace situation do not mean that there will be no more struggle. The widely 
spread remnant forces of Fascism will certainly continue to tiiake trouble. The 
anti^democratic forces remaining in the camp of the nnti-Fascist war against 
aggression will continue to oppress the people. Therefore after the realization 
of international peace, the struggle between the iinti-Fnscist masses of the 
people and the remnant forces of the Fascists, and between democracy and anti- 
democracy will continue to occupy a major part of the world. A most wide¬ 
spread people’s victory can only be the outcome of a long pt'rlod of energetic 
forces to overcome the remnant Fascist forces and the nntl-democratic forces. 
To attain this is certainly not very quick or very easy, but It will nevertheless 
certainly come. The victory of the anti-Fascist war—the Just World War II— 
has opened the road to victory for the people’s struggle In the post-war period, 
and It is only after such a victory that n stable and lasting pence can be guar¬ 
anteed. This is the bright future lying before the people of the world.” 

I hope all readers will carefully read these words of Comrade Mao Tze-tung 
several times. This will be helpful to comprehension of basic questions concern¬ 
ing the present international situation. 

II. Two Basic Points 

These words of Couirade Mao Tze-tung bring out two basic points: 

1. The victory in the anti-Fascist war has opened way to progress for demo¬ 
cratic forces Id all nations. The extent of progress of these democratic forces 
will be incomparably greater than after the first world war. The attack by the 
tint I •democratic forces on peoples of all notions must of necessity come. But 
tlie democratic forces will In necessity of things be able to overcome the anti¬ 
democratic forces, secure their own victory and \vln a firm and lasting Interna¬ 
tional peace. There are the two necessities here: (1) that the antl-deinocratlc 
forces will of necessity attack and (2) that the democratic forces will of necessity 
be victorious. 

Thus, all erroneous i> 08 simlstic contentions are swept clean away. These 
pessimistic contentions are: alleging that the extent of the progress of the 
democratic forces after World War II Is smaller than that after World War I; 
allegations about “super colossal” reactionary strength of the American imper- 
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Jallsu) and Cliiang Kai-.shek and about how they will oppress the people of China 
and the whole world till they will be unable to draw a breath; alleging that the 
World War III Is inevitable or will soon arrive; that a firm and lasting peace 
cannot be attained, etc. All these points of view are obviously erroneous. The 
reason for couinilltlng those errors have been misled by the temporary and out* 
side ai)[>earance of might of international and internal reactionary forces or been 
blinded by reactionary propaganda thereby underestimating the strength of 
the people. 

2. The struggle between the forces of democracy and anti-democracy will cover 
a greater part of the world. That Is to say, In the world there Is a socialist Soviet 
Union In which there has long been no nntl-dcmocratlc forces and therefore 
there Is no Internal struggle between democracy and anti-democracy. Other 
places In the world besides the Soviet Union—that is the whole of the capitalist 
world—Is filled with struggle between democracy and anti-democracy. Thus, 
following the World War II, the actual dominant political contradiction In the 
world between democratic and antidemocratic forces Is within the capitalist 
world and not between the capitalist world and the Soviet Union and also not 
between the Soviet Union and the United States. Speaking more concretely, the 
present dominant contradictions In the world are contradictions between the 
Amerlcnn people and the American reactionaries, the Anglo-American contradic¬ 
tions and the Slno-Amerlcan contradictions. 

Thus, the propaganda of the reactionaries In Chinn and abroad Is thoroughly 
confuted so that nil good hearted people will not be misled by such propa* 
ganda. Stich demagogic propaganda is: that actual dominant political con¬ 
tradiction in the present world Is between capitalist and socialist countries, that 
the Sovlot-.\merIcnn contradictions are dominant and the Anglo-American and 
Sitio-Amcricnn contradictions arc secondary; the socialist and capitalist coon- 
irles cannot peacefully cooperate, the Soviet-Amerlcan war is inevitable, etc. 

We will elucidate below’: 1. Who are antl-democratlc forces? What is their 
present and will bo their future? 2. Who are democratic forces? What Is their 
present and will be their future? 

III. WoRiJ) Reactionaries, Their Smokescreen and Their Real AcrmriES 

After the World War II, the American imperialists took place of the Fascist 
Germany, Italy and ,7npnn becoming a fortress of the world reactionary forces. 
So-called reactionary forces are precisely the American imperialists with addi¬ 
tion of reactionaries in various conntrles (Chinn's Chlnng Kal-shck, Great 
Britain's Churchill, France's DeGaulIe, etc.) and other Fascist remnants (Spain’s 
Franco Government, Japan’s Yoshldn cabinet, Germany's von Papen and Schacht, 
etc.). The reactionaries of all countries and the Fascist remnants have now all 
become traitors directly or indirectly supported and protected by the American 
imperialists selling out the people of all countries. 

Tlio American wartime industrial production has more than doubled In com¬ 
parison with prewar figures. During the war, American monopoly capital under¬ 
went tremendous development. At the same time, a batch of warlords arose in 
America. After the conclusion of the war, this batch of monopoly capitalists 
and militarists, this bloc of extremely small handful of fanatical aggressors, 
advocated a policy of Imperialist aggression to expand markets, wrest away mar¬ 
kets, colonies and seint-colonies of other capitalist countries, primarily oppressing 
the great colonial imperialist countries England and France and oppressing 
China while at the same time exercising a sole domination over Japan and Latln- 
Amerlca. The American imperialists are carrying out this aggression under 
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slogans of “oi)eu door policy and equal opix>rtunity*’ etc. to be in an OTonvholming 
position to drive others away and moDopollze the market. In addition to all 
this, the American imperialists are undertaking large-scale military preparations 
against all capitalist countries, colonies, and semi<*olonial countries, \indor all 
sorts of pretext. Their military bases are spread over many countries, outside 
the Soviet Union. The American lini>oriansts have through “i^eacefur' means 
occupied many “rearl Harbors** in various countries, saying on the other hand 
that this is to “prevent another Pearl Harbor.** 

In February ami March of lb4b, the world reactionaries scheinod to incite 
a war against the Soviet Union. Tiiis was characterized by tl»e reactionary 
speech of Churchill. This spe<>oh has nrousi^l a great vigilance *>f the people as 
it should. But ChurchilTs agitation has met with the opposition of the iXHiple 
of the whole world. The attempt of the reactionarie.s has suffered a bitter 
defeat. 

The ‘‘anti-Soviet war*’ propaganda launched by Churchill was regarded as a 
treasure and inherited by the American imperialists. Why the American im¬ 
perialists love this kind of propaganda? Their pu>ix>^^* is tmt to launch an 
antl-Soviot war at present, but to use it as a smokescreen in order to carj*y out 
their large-scale aggressive actions abroad aiul oppression of the American 
pctople at home. 

What Is the meaning of the “antl-Sovletisrn**? Hitler's “anti-Sovietism” 
meant enslaving of the German pcoide and invading whole Europe. The Fascist 
Japan's “anti-Sovietism** meant oppressing the Japanese i>t‘oplo txiul aggressing 
countiie.s on both sides of the Pncihe. The American roactionarlos’ “antl- 
Sovletisin” at present only means enslaving the American pcniple and world 
domination. 

But the anti-Soviet slogan of the American renctionarle.s at present differs 
from that of the former Fascists Germany and Japan. Germany is close to 
Soviet Union. In addition to other conditions, Fasci.st Germany was able to 
attack the latter. Japan is also near the Soviet Union, tawing to the fact that 
Its strength was weaker than Fascist German^*, Fascist Japan couhl only attack 
China and the Pacific and was defeated before it hud time to invade tiie Soviet 
Union. The Unlte<I States Is far away from the Soviet Union with a large area 
lying between. In this neutral area, there are capitalist countries, colonial 
and seml-coloninl countries of three continents, Europe, Asia, and Africa. In 
addition to other conditions. It is very difficult fur tlic United Slates to attack 
the Soviet Uulou: therefore the actual tueauiug of the “anti-Soviet** slogan 
of America at the post-war period is only to oppress the American i>eople and 
invade through “peaceful” means all countries besides the Soviet Union, 

Certainly there Is a coutrodiction between the American monopoly capital and 
warlords on the one side and the Socialist Soviet Union on the otlior. It is n 
contradiction between the new and old world, Is one of the world basic contra¬ 
dictions. The social and political system of the Soviet Union is much stronger 
than the American capitalism. The Soviet Union is the defender of world 
peace. Ambition and graft of the American and world reactionaries are Im¬ 
possible to be realized as long os the Soviet Union exists, therefore the American 
and world reactionaries hate the Soviet Union, and they certainly will i>erslst 
In an anti-Soviet struggle. But anti-Soviet propagiiudn is one thing and anti- 
Soviet W'ar Is another. We cannot say that the American imperialists do not 
want to attack the Soviet Union; but the American iinporiallsts cannot attack 
the Soviet Union before they have succeeded in suppressing and putting under 
their control the American people and all capitalist, colonial and seml-colonlal 
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countries. To oppress and put under tbeir control these countries is impossible. 
Therefore, the contradiction l)etweeD the United States and Soviet Union, though 
it Is one of the basic contradictions, is not an imminent one, not a (l<*inlniint one 
in the present political situation. This has been proved by the development of 
events during the past IG months. The actu.al policy of the American imperialists 
is to attack through "peaceful” means the American people and oppress all 
capitalist, colonial and semi-colonial ct»untries. However, the American im¬ 
perialists will keep under cover these activities tliat tliey are actually doing. 
The American imperialists have no way to attack the Soviet Union, yet they are 
talking loudly about the anti-Soviet war, obviously the slogan Is only a smoke¬ 
screen. 

Why do tlie American imperialists use this smokescreen? Why should we 
expose this smokescreen? The purpose of the American iinperiallsts In smoke- 
screening is to divert the attention of the American people, the broad masses of 
all capitalist countries besides America and all colonial and seinl-colonlal coun¬ 
tries so that tliey will be off guard against attacks of the American Imperialists. 
With the unpreparedness of the American people and the other countries, the 
American Imperialists can more easily fascistlze their own country and turn 
other countries into American colonies and dependencies. If we fail to expose 
tills smokescreen of tlie American Imperlnllsm or we fail to pay due attention 
to this important work, we will more or less be lured into the trap of the Amer¬ 
ican Iniperlalists or he a mouthpiece speaking for the American Imperialists, the 
common enenu*. Therefore, we should not be fooled by tlie smokescreen of the 
reactionaries and lose our own Judgment, bewildered by such demagogic propa¬ 
ganda as: "The dominant contradiction in the present world is between capitalist 
and soclali.st countries”, “the World War HI Is Inevitable", etc. The only 
road to follow and the only duty for each and every one In the democratic comp 
to fulfill is to expose the reactionaries’ smokescreen and to coll the people In 
America, In all capitalist, colonial and soml-colonlal countries to fight for their 
own existence and to resist the attacks and aggressions of the American 
imperialists, their real enemies. 

IV. WORM) DK«(Ha.vTic Strength 

Standing against the world reactionaries—the imperialists of America and 
tlieir runniiig dogs In various countrIe.s—Is the world democratic might. 

Besides the Soviet Union, which is tlie main pillar, the world democratic forces 
are made up of three sections: the broad masses of the American people, the 
broad masses of the people of all capitalist countries besides America, and the 
broad masses of the people of all colonial and soml-colonlal countries. In terms 
of class make-up. tliey Include everyone from workers and farmers right up to 
patriotic clomoots and advocates of pence among the bourgeoisie. 

The American pcbple made heroic contributions during the antl-Fascist war. 
Tlie object of their self-sacrificing struggle Is the winning of world peace and 
democracy and happy life for themselves. After the conclusion of the war, 
however, the American people were faced with the following situation: After 
the defeat of foreign reactionaries loomed domestic reactionaries. They were 
precisely those monopoly capitalists who fattened on speculation and Ill-gotten 
rlclies during the war. In the field of domestic policy this batch of monopoly 
capitalists and their reactionary spokesmen in the government raise prices of 
goods to press down living standards of the people, crack down on strikes In order 
to cancel people’s liberties, encourage antl-SovictIsm to divert attention of the 
American people so that they will be off guard against attacks of the monopoly 
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capitalists. In tlie flclil of foreign poJicy, (he Aiuerican reactionaries do not 
call themselves ‘•isolationists^ but rather ••internationalists’*, hut these •‘in- 
ternntioualists”, liowever, are international aggressionists nD<J not democratic 
international cooperationisL^. Tliese reactionary elements linve tJjeir men in 
both American Democratic and Republican parties. The world aggression of those 
reactionaries has seriously spoiled the reputation of America, ruined the inter¬ 
national friendship and is brewing a danger of war. 

This is why the American people, inrtuding enlightened members of American 
bourgeoisie represented by Wallace, will certainly rise for a determined struggle 
with reactionaries. 

CapiUiUst countries outside of America, principally England and France, 
suffered great wounds from war and compared to America they are second or 
third class countries. They are objects of the aggression l>y the American Im¬ 
perialism. The law of uneven development of cnpitaiism forces them resolutely 
to resist tlie Aiueri<'an oppression. 

Tliese capitalist countries are now struggling for economic recovoiy from 
wounds of war and are at tlio same time in the following situation: On the 
one hand is the democratic movement of the people of ilieir own country, and 
tlie demand for independence and autonomy on tlie part of colonies and semi¬ 
colonial countries and on the other is a savage aggression of tlie American im¬ 
perialism. The line being taken by tlie reactionaries like Churchill and de Gaulle 
within those countries Is to rely on America to oppose the democratic moTemont 
of the people of their own country and the independence movement of tlie peoples 
of colonies and semi-colonies. The price paid for this reactionary line Is that 
it inevitably leads these countries sinking to tlie |)oslilon of American ^lependen- 
cies, The people in tliese capitalist countries have another line: winning the 
democTOtie and social reform for their own country and granting colonial and 
semi-colonial people’s independence and autonomy and cooperation with the 
Soviet-Union, In order to resist the aggression of the American imperialism and 
maintain the national Independence. Ileyoud all shadow of doubt, the people’s 
line will be victorious. This lino will obtain the endorseinent of all classes of 
people Including enlightened members of the bourgeoisie. On the other hand, the 
line of reactionaries must certainly fail, because It will moot with the opposition 
of the whole nation. 

Take the most Important among those capitalist countries—Great Britain for 
Instance. In the post-war period, she Is exerting her efforts to effect economic 
recovery, Her exports are gradually rising and this is something about which 
the American Imperialist elements ore not happy. The American iinperinllsui 
Bchomcs to break the sterling Idoc by exploiting the need of England for loans 
and in the name of so-called ‘^defense against Soviet Union’s attacks” wants 
England to enter Into a military alliance with her. These are all serious prepar¬ 
atory steps for swallowing up England. England’s far-flung dependencies and 
colonies—Canada, South [Africa], Australia, Atlantic Islands, Middle-east, Pales¬ 
tine and Arabia, Eg3i>t and Mediterranean and Anally India, Burma and else¬ 
where—are all scenes of American Iroperlollstlc attacks on England under the 
American Imperialist policy of the world domination. In certain places, these 
clashes have already become or are brewing up armed struggles. In the future, 
the possibility exists of America’s looltlDg aggressive wars against other capitalist 
countries (flrst of all Great Britain)* 

The Attlee-Bevio Cabinet which continues the Conservative Party’s foreign 
policy in Great Britain has done many evil deeds In concert with the American 
Imperialism and on many questions has expressed a mutual sympathy and 
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understanding or a common action with the American Imperialism. The policy 
of American Imperialism, however, cannot but force the English people gradually 
into consciousness. The gradual increase of votes In the British Lower House 
against Bevln’s foreign iiolicy is a proof of this. In circumstances of dally 
growing consciousness of the British people, it will be very dllBcult for Great 
Britain to continue her pre.sent foreign policy and the time for her to change her 
foreign policy is already not distant. 

Thus It Is with England and it will be even more so with France. In circum¬ 
stances of dqily growing con.sclousness of the French people, France certainly 
will not follow the road of AmeTicnn imperialists. 

The American imperialistic policy of aggression on all capitalist countries 
must of necessity arouse the opposition of these countries. After the second 
World War, there are no grounds therefore for the so-called “capitalist enclrcle- 
ment.s of the Soviet Union”. Just the contrary, because of the peaceful demo¬ 
cratic International policies and policies of peaceful competition and the friendly 
commerce with all countries on the part of the Soviet Union and because Eng¬ 
land, I-tance and other countries must re.sist the American aggression, escape 
blows of the economic cri.sls and furthermore restore their economies, these coun¬ 
tries must cooperate and trade with the Soviet Union. So-called capitalist en¬ 
circlement therefore docs not e.Tlst. 

The American policy with regard to all colonial and seml-colonlnl nations Is 
to transform them Into American colonies or dei>endoncles. The American Im¬ 
perialistic policy towards Chinn is a typical example. There Is no difference In 
nature between the policy of American Imperialism towards Chinn and the policy 
of Japane.se Fascists toward Chinn, although there are differences In form. The 
venomous treachery of means employed by the American Imperialism however 
surpasses that of the Japanese imperialism. After the defeat of the Japanese 
Imperinlism, America supports Chinng Knl-shek and other reactionaries In op¬ 
pressing the Chinese people. In Japan, it supports To.shidn and other reaction¬ 
aries In oppressing the Japanese people, and helps them to revive the policy of 
aggression towards China. At the present time the reactionaries of both China 
and Japan arc occupying the same position ns running dogs of America, and the 
peoples of both Chinn and Japan arc In the same position bearing oppression of 
the American Imperialism. The self-defense war now being waged by the Chinese 
people against Chinng Kai-shek and the American Imperialists is, In Its nature, 
a war for the motherland. It is on nil national war obtaining the full support 
of tho entire nation. This kind of war for the motherland bns been taking place 
In Indo-Cbina, India, Iran, Greece etc. These t>nrs are fought against the Ameri¬ 
can linpcrlnllsm and Its running dogs In various countries. They arc directly or 
indirectly against the American imperialism and for winning a world ponce and 
democracy. 

Tho contradiction between the American imperialism and the democratic forces 
in the capitalist world is not being slackened, but instead is growing and 
developing. 

When the American economic crisis arrives, the American Imperialists, because 
of this, tighten up their attacks, these contradictions will become sharp. Such a 
period Is not far off because the American economic crisis will arrive this year 
or next. 

V. United Front on World Scale 

The world antl-democratlc forces are tbe American Imperialists and reaction¬ 
aries la various countries. Since the world antidemocratic forces are In unison 
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attacking the Anierican people, the peoples of various capitalist countries, col¬ 
onies and semi colonial countries, the peoples of America, various capitalist 
countries, colonies and semi-colonial countries must also act in unis4m to form a 
World-Wide united front against the American imperialism ami reactionaries in 
fill countries. This world-wide united front, this colossal army coiiii)rising well 
over one billion people is precise!}’ the world democratic might. 

This world-wide united front cannot possibly be of any other character than 
that of a united front hunting for world peace and democracy and indo|K»ndence 
of all nations against the American Imperialism and Its runriing dogs in various 
countries. This unite<l front will undoubtedly have the sympathy and moral sup¬ 
port of the socialist Soviet Union. 

This united front on o world scale will clmracteri/o a new page In world his¬ 
tory: that i.s the history of world from the crnl of soc'ond world war down to 
today when the stable and lasting p<*ace of the world is ensured. Tlie Chinese 
niovemetit for independence, peace and ilemocracy is an important part of this 
chapter of world history. 

Within each capitalist country, colony and s^ini-colonlal country, there will 
be an extremely broad united front as in China against the American Ini- 
I>crialists and the reactionaries within each country* 

The iiuinediato cardinal task before the peoples aiul democratic forces of all 
countries is a struggle for the realizaii<m of this world-wide united front and 
an united front within each country. 

VI, I{Kr..\TlVK StRKNGTJI of FtUKXS 

Facts in more than one year following the victory in the anti-Fnscist war 
prove that the rate of Uie world progress is very fust, and some events have 
developed faster than we had exi>ected. The sco|>e of development of demo¬ 
cratic forces in all countries of the world is far greater tlmn that after the 
world war one. 

The progress of people In the capitalist world during the past year and more 
Is manifested] in: 1, lirm establlshuient of new democratic regimes in various 
countries of the eastern and southern Europe; 2, progress by leaps and bounds 
of the peoples of England and France: 3, the flourishing devidopment of the 
^struggles of the tK^oples of colonies and semi-colonial countries with China at 
their head for iodependcnce and autonomy; 4, the rapid leftward trend of 
the peoples of Germany* Italy and Japan; 5, the high tide of American strike 
movement and the occurrence of Wallace Incident (the Wallace Incident ex¬ 
presses a split among the American bourgeoisie, just as tbo British I,4)banr 
Party's opposition in England expressed a split among the British bourgwisie) : 
6 , a broad development of democratic forces in all countries of Svouth America. 

The scope and speed of the progress of people and the development of dem¬ 
ocratic forces In the capitalist world is really startling. 

The international position of the most progressive country In the world—the 
socialist Soviet Union—has risen greatly. At present she is devoting all her 
strength to the peaceful constructive w’ork of a new Five Tear Plan. The com¬ 
pletion of her first year's industrial production plan one month ahead of Its 
schedule shows that it Is entirely possible to complete and overfulfil! this now 
plan for construction. Struggle of the Soviet Union in the realm of small 
nations achieved great victories in the recent foreign ministers conferences and 
the United Nations Assembly. A plot of American and British rcnctlonaries to 
isolate .the Soviet Union following Churchill's reactionary utterances of March 
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last year has been smashed. Victories of the Soviet Union in economic cou* 
SI ruction and in foreign policy will greatly influence the history of worl<l 
develoimient, and will be beneficial to peoples of all countries. 

The world reactionary forces are outwardly strong, but hollow Inside. More¬ 
over. they are becoming daily more isolated. The American imperialism reaches 
the highest peak of the capitalist development, but precisely because of this, it 
is weaker than the capitalism in any earlier period. The higher they climb, 
the harder they fall—the American economic crisis which will arrive this year 
or next cannot hut be turbulent in its nature. The reactionary foreign and do¬ 
mestic policies of the American lmi)erlalists will necessarily lead, and have led, 
to the opposition of broadest mns.ses of people both within nud without the 
country. This will daily result in the masses turning against them and their 
allies deserting them. All running dogs of the American lmi>erialists in various 
countries, as for example. China’s Chiang Kai-shek, cannot but become traitors, 
and in iheir countries meet with the opposition of the entire nation. Therefore 
they cannot but rapidly Isolate themselves, turned against by the masses and 
deserted by their allies. It is thus with Chinn’s Chiang Kai-shek and with re¬ 
actionaries of all countries. The reactionary forces will collapse in the long 
run. They really npp<*ar very ferocious for a time, and can even friglitcn the 
feebU'-iniiidod people out of their will, so that they express pessimism and dis¬ 
appointment. lose their self-confidence, and oven give In and surrender to reac¬ 
tionaries. Uiit tlie broad masses of people and all men of strong will cannot 
be friglitoned away. Tlio people in the course of their own practical experience 
will recognize not only the reactionary nature of the reactionaries, but also their 
feebleness. They will recognize that attacks of the reactionaries on tl>e people 
can be smashed. 

To sum up: the world progress, successes of the Soviet Union, and the American 
crisis are three factors of decisive slgnlflcance in the history of future develop¬ 
ment of tl»e world. 


VII. Road to Victory 

Tlie present lime Is still o period when the world rcaellou can be codty, 
baring Its fangs and extending its talons. This Is primarily because struggles of 
the peoples In the various countries have not entered a higher stage and at the 
same time this Is also because the American economic crisis has not yet arrived. 
But even In this kind of period, the reactionary forces have already revealed 
that they are hollow within and outwardly strong. When struggles of the 
pcople.s of all countries reach a higher development and the American economic 
crisis has broken out, that will be the time when the grand arrogance of the 
reactloimrles will collapse. This Is already not far distant. Before the arrival 
of this time, the people of each country will meet with dilRcultles, and in indi¬ 
vidual countries and regions, may even meet with very serious difficulties. Diffi¬ 
culties of tills kind, however, can and must be conquered. The present task Is 
for every one to exert all efforts and to overcome these difficulties. 

Following the development of three factors—world progress, Soviet successes 
and American crises—the dcmocmtlc forces will become even stronger and the 
relative strength of the democratic and anti-democratic forces will become more 
benefleiat to the people. But It la not to be imagined that the reactionary forces 
will voluntarily abdicate to the democratic forces. Therefore before we hove 
attained what comrade Mao Tze-tung calls “broadest victory of the people” and 
the “ensurance of stable and enduring pence”, there Is still a long and tortuous 
struggle ahead. The Chinese Communists and the Chinese people will fear no 
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difficulties. They will fight on till the complete victory of the deniocrntlc cause 
and winning: of the peace and independence of their nation. We have the 
strongest confidence in this brilliant future, but the world bourgwisie on the 
other hand have completely lost confidence in iheir future. The terrorism whipt)ed 
up by the anti-democratic forces in various countries after the war agaiust th** 
forces of people, their terror at the strength of the Soviet Union, their fanatical 
oppre.ssion of the peoples, their horror of the truth, their complete reliance on 
lies for a living—these all are manifestations of their complete loss of oonlideii«*e. 
Ir is certainly not accidental that all newspapers of the Chinese bourgeoisie ex¬ 
press an unprecedental (lessitiiism and disapimintment with regard to their 
future. 

In general, everything has changed after the second world war. and is still 
continuing to change. How strong the people have bec‘ome—how consclcms, lu^w 
organiZ(*d, determined, and full of confidence! How maniacally siivago the reac¬ 
tionaries have become—outwardly strong yet inwardly feeble, turned against 
by masses and deserted by their allies, devoid of all confidence in their future! 
It may be forecast categorically that the face of China and the worhl will b(? 
vastly different after three to five more yeai*s. All comrades of our i«irty and 
all people of (Jhina must resolutely fight for a now China and a new world. 
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Statement of the Central Committee of the Chinese Com^nunist J^arty^ 

Fehrunry /, 101^7 


893.00/2-747 

The Political Consultative Conference, comprising all major political parties, 
groups and prominent social figures, convened on January 10, 1040 in accordance 
with stipulations of the summary of Kuorointang-Commiinist talks In Chungking 
on October 10. 1045, is universally recognized by the pe<iple of the entire country 
and world powers as the highest political body in China. Until Chinn has a 
really democratic Dationul purliameiit, all important internal and diplomatic 
affairs which would be passed by a parliament in democratic countries should 
pnss through this Conference or obtain agreement of major i)oliticul parties and 
groups before they can be regarded as effective. 

Since January 10, 1940, however, Chinese Kuoinintang government has not only 
enacted many arbitrary domestic measures but has also many times singly con¬ 
ducted diplomatic negotiations of a serious nature with certain foreign govern¬ 
ments. In the course of understandings both oral and written, scK^ret and open, 
without these agreements and understandings having been passed by the Political 
ConsulUitlve Conference or consulting opinion of this party and other parties and 
groups participating In Political Consultative Conference. These diplomaUc nego¬ 
tiations Include loans from foreign governments, continuation of Lend-Lease, buy¬ 
ing and accepting of munitions and surplus war materials, forming of treaties 
regarding special rights Id commerce, navigation, aviation and other economic and 
legal special rights. 

These negotiations and agreements request or permit foreign land, sea and 
naval forces to be statloncxl in or operate on the seas, waterways, territories, 
and Id the air of the country, and to enter or occupy and Jointly construct or 
make use of military bases and points strategic to the national defense. They 
furtberzDore request or permit foreign military and other personnel to partlcl- 
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pnte In organization, tr.iining. transportation and military operations of land, 
air and naval forces of the country, and to become conversant with military and 
otlier state secrets of the country. They also permit such serious matters as 
foreign intervention In Internal affairs. 

Those measures of the Chinese Kuomintang government are completely con¬ 
trary to the will of the Chinese people and they have plunged and will continue 
to plunge China into civil war, reaction, national disgrace, loss of national rights, 
colonization and crises of chaos and collapse. In order to rescue the motherland 
from this calamity, to protect national rights and interests and the dignity of 
the rolltlcal Consultative Conference, the Chinese Communist Party solemnly 
states: This party will not either now nor In the future recognize any foreign 
loans, any treaties which disgrace the country and strip away its rights, and any 
of the above-mentioned agreements and understandings established by the Kuo- 
inlntang government after January 10, 1946, nor will it recognize any future 
diplomatic negotiation of the same character which have not been passed by 
Political Consultative Conference or which have not obtained agreement of this 
party and other parties and groups participating In the Political Consultative 
Conference. This party furthermore will absolutely not bear any obligations 
for tbe above-mentioned. 
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Article hy Mao Tec-tung^ Chairmon^ Commemorating the ^8th 
Anniversary of the Chinese Communist Party * 

July 1,1040, means that the Communist Party of China has passed through 28 
years. Like n man. It has Its childhood, youth, manhood, and old age. The 
Communist Party of China Is no longer o child or a youth In Its teens, but is an 
adult When a man reaches old age, he dies. It Is the same with the party. 
When classes are eliminated, all the instruments of class struggle, political 
parties, and the state apparatus, will, as a result, lose their functions, become 
unnecessary and gradually wither away, end their historical mission, and travel 
toward the higher plane of the society of mankind. 

Wc are quite different from the political party of the bourgeoisie. They are 
afraid to talk of abolishing classes, state authority, and tlie party. But we, 
liowevor, openly declare that we struggle hard precisely for the creation of con¬ 
ditions to accelerate the elimination of these things. The Communist Party and 
the state authority of the people's dictatorship constitute such conditions. Any¬ 
one who does not recognize this truth is no Communist. 

Young comrades who have just joined the party and have not read Morxiam- 
I>onlnism may not understand this truth. They must understand this truth 
before they can have a correct w’orld outlook. They must understand that all 
mankind has to travel along the road of eliminating classes, state authority, and 
party. The question is only one of time and conditions. 

PREPMIATIOR FOB WORLO COUUUNISU 

The Communists in the world are more Intelligent than the bourgeoisie. They 
understand the law of tb^ existence ond development of things. They under¬ 
stand dialectics and sec farther ahead. The bourgeoisie do not welcome this 

* Broadcast by tho New Cbiaa News Agency on June 80, 1049: reprinted from Central 
tnteltigenco Agency. Foreign Broadcast Information Branch, Daily Report of Foreign 
Radio Broodeaete, Far Bast section, Jnly 1, 0,1949. 
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trutl)» because they do not want to be overthrown by the people. To be over¬ 
thrown—like the Kuoiiiintaiig reactionaries bein;; overthrown by us at present 
and like Japanese iuiiK^riulism having been overthrown by us and peoples of 
various countries in the past—is painful and is inconceivable to the overthrown. 

For the working class, laboring iieople, and Communists, the question is not 
one of being ovcrtlirown but of working hard and creating conditions for the 
natural elimination of classes, state authority and the political party, so that 
mankind will enter the realm of world Conununisin. We have here touched on 
the persi>ective of the progress of iiKinkind to explain the following questions. 

Our party lias passed tiirougli 28 years. Everybody knows that tliey were 
passed not peacefully but under didicult surroundings. We had to fight against 
enemies within the country and abroad and within and outside the party. 
Thanks to Marx, Engels, Lenin, and Stalin who gave us weapon.s. These weu]K>us 
are not machine guns but Marxism-Leninism. 

Lenin in his book 'Left-wing* Communism—An Infantile Disorder,** written 
In 1020, described how the Russians sought for a revolutionary theory. After 
several decades of hardships and tribulations, they eventually discovered Marx¬ 
ism. Many tilings were the same or similar in China and Russian before the 
October revolution. The feudal oppression was the same. The economic and 
cultural backwordness was similar, lioth countries were backward, and China 
Is even more backward. Progressive people struggled hard to seek for revolu¬ 
tionary truth to bring about national recovery. This was the same. 

Wlstebn Te-vcuincs Souout 

Since China lost the Opium War in 1840, the advanced Chinese underw*ent 
countless tribulations socking for the truth from the Western countries, liung 
Hsu-cbunn, Kang Yu-wei, Yen Fu, and Sun Vat-sen represented this group of 
people who sought for truth from the West before the birth of the Communist 
Party of China. 

At Umt time, the Chinese who sought for progress read all the books that 
contained new Western teachings. The students sent to Japan, England, Amer¬ 
ica, Franco, and GerniaDy reached a surprising number. Efforts were made to 
learn from the West. The old examination system of olDclaldom was abolished 
and schools multiplied. 

What I learned In my youth were also such things. They were the culture of 
Western bourgeois democracy, or the so-called new school of learning which 
Included the sociological doctrines and natural sciences of that time and which 
wore antagonistic to the culture of China's feudalism, or the so-called old school 
of learning. For quite a long time, people who learned the new knowledge wore 
confident believing that it was sure to save Chinn. Apart from people of the 
old school, very few of the new school expressed doubt. To save the country, 
the only way is to enforce reforms, and to enforce reforms, tlie only way is to 
learn from foreign countries. Of the foreign countries at that time, only the 
Western capitalist countries were progressive. Tlioy had successfully estab¬ 
lished the modern bourgeois state. 

The Chinese also wanted to learn from the Japanese. To the Chinese of that 
time, Russia was backward and very few people wanted to learn from her. This 
was bow the Chinese learned from foreign countries during the period from the 
40'8 of the Klneteeoth Century. 

Imperialist aggression shattered the dream of the Chinese to learn from the 
West. Really strange, why do teachers alw*ays Invade students? The Chinese 
learned much from the West, but what they learned could not be put Into effect. 
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Their ideal could never be realized. The conditions of the country worsened 
day by day. the environment was such that the people could not live. Doubt 
sprang up. grew, and developed. 

Tlie First World War shook the whole world. The Russians carried out the 
October Revolution, creating the first .socialist country in the world. Under the 
leadership of Duiin and Stalin, the revolutionary energj- of the great Russian 
proletariat and laboring |K-opIe, which had lain hidden and could not be seen 
by foreigners, suddenly erupted like a volcano. The Chinese and all mankind 
then lookeil differcntl}' at Russians. Then, and only then, the Chinese from the 
fields of Ideology to life entered an entirely new era. The Chinese found the 
universtil truth of Marxism-Leninism which holds good everywhere, and the 
fa<-e of Chinn was changed. 

Possibility for Wobui Communism Ckkated 

The patterns of the Western bourgeoisie, the bourgeoUs democracj*. and the 
pattern of the bourgeois republic all went bankrupt In the minds of the Chinese 
p(*ople. The bourgeois deuiocrncy gave way to the people’s democracy under 
the leadership of the proletariat, and the bourgeois republic gave way to tlie 
pi'ople’s republic. A ptissihility has thus been created to reach socialism and 
Communism through the people’s republic, and to attain the elimination of 
cla.sses and attain world Communism. 

Kang Yu-wel wrote a book about world Commtinism, but he did and could not 
find the road to it. The bourgeois republic existed In foreign countries but could 
not exist in China, because Chinn Is a country oppressed by imperialism. The 
only road to the elimination of classes and to world Communism Is through the 
people's republic under the leadership of the working class. 

All other things had been tried and had failed. Of those who yearned for 
something else, some had fallen, some had awakened to their mistake, and some 
arc changing their minds. Events developed so swiftly that many people felt 
surprised and the need to learn anew. This state of mind of these people is 
understandable and we welcome such good Intentions to learn anew. 

The vanguards of the Chinese proletariat learned Marxism-Leninism after 
tlie October Revolution and established the Communist Party of China. Follow¬ 
ing tlii.s, It entered Into iK>Utical struggle and traveled a zigzag path for 28 years, 
before gaining a basic victory. 

From the experiences of 28 years, just as from the ‘'experiences of the 40 years” 
In the will of Sun Ynt-sen, a common conclusion has been reached, namely: “The 
firm belief that to attain victory wc must awaken the masses of the people and 
unite ourselves In a common struggle with those peopU>s of the world who treat 
us on the basis of equality.” 

Run Ynt-sen has a different world outlook from us, and stnrted out from a dif¬ 
ferent . . . standpoint to observe and deal with problems, but ou the prob¬ 
lem of how to struggle against Imperialism In the 20’s of the Twentieth Century, 
ho arrived at a conclusion which was In basic ngreemont with ours. 

“Travel tue Road oy the Russians” 

The Chinese found Marxism through the introduction of the Russians. Be¬ 
fore the October Revolution, the Chinese not only did not know Lenin and Stalin, 
but also did not know Marx and Engels. The gunfire of the October Revolution 
sent us Marxism-Leninism. The October Revolution helped the progressive ele¬ 
ments of the world and Chinn to use the world outlook of the proletariat as the 
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instruDK^nt for observing the destiny of the country and reconsidering their own 
problems. Travel the road oC the Itiisslans—this was the conoluslnn. 

In 1919 the ‘*Mny 4** moveiin^nt occurred in Cldtia. and the Communist Pnrt.v 
of China was formed in 1921. Durintr his period, Sun Yat-sen came a<’ross the 
October Revolution and the Coinmuni'^t Party of China. He wtdoome^l the Oc¬ 
tober Revolution, welcomed Russian help to Chinese, and weh oined the Coinmunist 
Party of China to cooperate with him. 

Sun Tat-seo died, and Chinng Kai-shek ean^e into ix»\ver. During the long 
period of 22 years, Chiang Kai-shek tlrasged ('hina Into hopeIes.s straits. At this 
I)erIod, the antifascist Second World War. with the Soviet Union as Its main 
force, defeated three hig Imperiali.st |>ovver.s. weakened two other hig imperialist 
powers, and only one Imperialist country in the wf»rhl. the Untti^d States of 
America. sun\*red no loss. However, the domestic crisis of America was very 
grave. She wanted to enslave the entire worhl. and .she aided Cldang Kai-shek 
with arms to slaugliter several miUions of Chinese. Under tiie leadership of the 
Communl.st Party of China, the Chinese people, after having driven away Jap¬ 
anese impi.'rialisrn, fought the people's war of liheration for 3 years and gained 
a basic victory. 

T^vo Basic Experiences Gained 

Twenty-four years have elapsed since Sun Yat-sen*s death, and under the 
leadership of the Coinmunist Party of China, Chinese revolutionary theory and 
. practice liave made big strides forward, fundamentally changing the features of 
China. Up to the present, the Chinese people have gained the following two 
basic experiences: 

1. To awaken the masses in the country. This Is to unite the working class, 
the pea.sant class, the potty bourgeoisie, and the national bourgeoisie Into a unito<I 
front under the leadership of tlie working class and develop into a state of 
the i)eo]»lo's democratic dictatorship, led by the working class, witii the alliance 
of workers and peasants as its basis. 

2. To unite in a common struggle with those nations of the world who treat 
us on the basis of equality and the peoples of all countries. This is to ally 
with the Soviet Union, to ally with the new democratic countries of Europe, ond 
to ally with the proletariat and masses of the people in other countries to 
form an international united front, 

“You loan to one side.” Precisely so. The -10 years* experience of Sun Yat- 
sen and the 28 years’ experience of the Communist Party liave made us firmly 
believe that in order to win victory and to consoliilute victory, we mgst lean 
to one side. The experiences of 40 years and 28 years show that, without excep¬ 
tion, tlio Chinese people cither lean to the side of imperialism or to the side 
of socialism. 

No Third Road Exists 

To sit on the fcoce is impossible. A third road docs not exist. We oppose the 
Chiang Kai-shek reactionary clique who lean to the side of linpcrialism. Wo 
also oppose the illusion of u third road. Not only in Chinn but also to the 
world, without exception, one either leans to the side of lini)erialism or to the 
side of Bocialism. Neutrality is a camoullage, aud a third road does not exist. 

‘•You are too provoking.” We are talking of how to deal with domestic and 
foreign reactionaries, that is, imperialists and their running dogs, and not of 
any other people. 

With regard to foreign and democratic reactionaries, the question of provoking 
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does not arise, for whether there Is provoking or not does not make any difference 
as they are reactionaries. 

Only by drawing a clear line between reactionaries and revolntionaries, only 
by exposing the designs and plots of the reactionaries, arousing vigilance and 
attention within the revolutionary ranks, and only by raising our own morale 
and taking down the arrogance of the enemy can the reactionaries be isolated, 
conquered, or replaced. 

In front of a wild beast you cannot show the slightest cowardice. We must 
learn from Wu Sung, (one of the 108 heroes in the famous historical novel, 
“All Men Are Brothers") who killed a tiger on the Chingyang Ridge. To Wu 
Sung, the tiger on the Chingyang Ridge will eat people all the same whether you 
provoke it or not. You have to choose between the alternatives of either killing 
the tiger or being eaten by It. 

Drpr.OMATic Relations Based on Equality 

“We want to do business." Entirely correct. Busino.'^s has to be done. We 
only oppose domestic and foreign reactionaries who bami'er us from doing 
bii.slness, and do not . . . people. It should be known that It is not any other 
than Imperialists and their lackeys, the Chinng Kai-shek reactionary clique, who 
hamper us from doing business with foreign countries and even hamper us from 
establishing diidomatlc relations with foreign countries. 

Unite nil forces at homo and abroad to smash domestic and foreign reaction* 
arles and there will be business, and the possibility of establishing diplomatic 
relations with all foreign countries on the basis of equality, mutual benefits, and 
iniiluai respect of territorial sovereignty. 

"Victory Is also possible without international aid." This Is an erroneous 
thouglit. In the ora when Imperialism exists, it Is impossible for the true people's 
revolution of any country to win its own victory without assistance in various 
forms from international revolutionary forces, and It Is also impossible to con* 
solldate the victory even when It is won. The great October Revolution was thus 
won and consolidated ns Stalin had told us long ago. It was also in this way 
that the three imperialist countries were defeated and the ... in East 
Europe liberated. This is and will be the case with the People’s China at 
present and in the future. 

Let us think It over. If the Soviet Union did not exist. If there were no victory 
of the antifascist Second World War, and especially, for us, no defeat of Japanese 
Imperlnllsni, If the various new democratic countries of Europe did not come Into 
being, if. there were no rising struggles of the oppressed nations In the east, if 
tliere were no struggles of the mosses of peoples In the United States, Britain, 
France, Germany, Italy, Japan, and other capitalist countries against tlic reae* 
tlonary clique ruling over them, and If tjierc were no sum total of these things, 
then the International reactionary forces bearing down on us would surely be far 
greater than that at present. 

Could we have won victory under such circumstances? Obviously not. It 
would also be Impossible to consolidate the victory when It was won. The 
Chinese people have had much experience about this. The remark made by 
Sun Ynt-sen before his death about Joining bonds with international revolution* 
ary forces reflected this experience long ago. 

No Need roa U. S.*BRin8H Am 

“We need the aid of the British and American Governments.'* This Is also a 
childish thought at present At the present time, rulers in Britain and the United 
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States are still imperialists. Will Uiey extCDcl tbeir aid to a jM^ople's state? If 
we do business with these countries, or supposing that these countries are willing 
in the future to lend us money on the condition of mutual beiielits, what is the 
reason for it? This is because tiie capitalists of these countries want to make 
money. The bankers w.'iut to gain interest in their own crises; there is no aid to 
the Chinese people. 

The Communist parties and progressive parlies and groups in these countries 
are now working to bring about business with us, and even to esbiblish diplomatic 
relations with us. This is well meant, this is aid, and this cannot be spoken 
of in the same breath together with the acts of the bourgeoi-sie in these countries. 

During his lifetime, Sun Yat-sen had many times appealed to the iniptuiulist 
countries for aid. Tlie outcome was futile uJid instead u»et w iih merciless attacks. 


In his lifetime. Sun Yut-seu received international aUl only once and that was 
from the USSR. The reader can refer to the will of Dr. Sun, in which he did not 
ask the people to look for aid from imperialist Countries, but earuestly bade them 
“to unite with those peoples of the world who treat us ou the basis of equality.” 
Dr. SuD had had the experience; he had been duped. We must remember liis 
words and not be duped again. 

Internutiounlly, we belong to tlie antlimperialist front, beaded by the USSR, 
and we can only look fur genuine friendly aid from that front, and not from the 
imperialist front. 

“You are dictatorial.’' Yes, dear gentlemen, you are right aud we are really 
that way. . , . The experiences of several decades amassed by the Chinese 

I)eople tell us to carry out the people's democratic dictatoi-ship, that is. the right 
of reactionaries to voice their opinion must be deprived, and only the people are 
allowed to have the right of voicing Uieir opinions. 

Who are the ''i>eople'’ at the present stage in China? They arc the working 
class, the peasants, the petty bourgeoisie, uud tl>e national bourgeoisie. Under 
the leadership of the working class and the Communist Party, these classes unite 
together to form their own state and elect their own government to enact dicta¬ 
torships over tlie lackeys of imperialism—the landlords, the bureaucratic class, 
and the Kuomintaug reactionaries and their bcuchuieu, representing these classes 
to oppress them aiul only allow them to behave properly and not allow tliem to 
talk and act wildly. If they talk uud act wildly they will be prohibited and 
punished immediately. 

The democratic system is to be carried out witbin the ranks of the people, giving 
them freedom of speech, assembly, and association. The right to vote is given 
only to the people and not to the reactionaries. These two aspects, namely de¬ 
mocracy among the people and dictatorships over the reactionaries, combine to 
form the people's dictatorship. 


No Bencvolence fob Beactionabies 

Why should It be done this way? It is very obvious that if this Is not done, 
the revolution will fall, the people will meet with woe and the State will perish. 
"Do you not want to eliminate State authority?” Yes. but not at present. We 
cannot eliminate State authority now. \Vhy? Because Imperialism still exists, 
the domestic reactionaries still exist, and classes In tlie country still exist. Our 
present task Is to strengthen the people’s State apparatus, which refers mainly 
to the People's Army, People’s Police, and People’s Court, for national defense 
and protection of the people’s interests, and with this as condition, to enable 
China to advance steadily, under the leadership of the working class and the Com¬ 
munist Party, from an agricultural to an Industrial country, and from a new 
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democratic to a socialist and CommuDist society, to elimionte classes and to 
realize world Communism. The Army, police and court of the State are instru¬ 
ments for classes to oppress classes. To the hostile classes, the State apparatus 
is the instrument of oppression. It is violent, and not “benevolent.” “You are 
not benevolent” Just so. We decidedly do not adopt a benevolent rule toward 
the reactionary acts of the reactionaries and the reactionary classes. 

We only adopt a benevolent administration among the people and not toward 
the reactionary acts of the reactionaries and reactionary classes outside the 
people. 

Tile People's State protects the people. Only wljen there is the People's State 
is it possible fur the people to use democratic methods on a Nation-wide and 
all-round scale to educate and reeducate themselves, to free themselves from the 
influence of reactionaries at home and abroad (this influence is at present still 
very great and will exist for a long time and cannot be eliminated quickly— 
NONA) to unlearn the bad habits and thoughts acquired from the old society 
and not let themselves fall on the erroneous path pointed out by the reactionaries, 
but to continue to advance and develop toward o socialist and a Communist 
society. 

The methods we use in this flold arc democratic, that is. methods of persuasion 
end not coercion, ^\llen people break the law, they will be punished, Imprisoned, 
or even sentenced to death. Hut these are some Individual cases and are dlfTerent 
in principle from the dictatorship over the reactionary class as a class. 

Reeducation Work 

After their political regime Is overthrown, those of the reactionary classes 
and the reactionary clique will also bo given land and work and a means of living 
to reeducate thoinsclvcs anew through work, provided Uioy do not rebel, disrupt, or 
sabotage. If they are unwilling to work, Uie People’s State will compel them 
to work. 

Furthermore, political work, propaganda, and educational work will bo carried 
out among them, and moreover, carefully and ndc<|UQtely. as we did to capture 
ofllccrs. This can also be said to be benevolent administration, but this is what 
wc enact through compulsion to those of a formerly hostile class, and It ... be 
iiicntloned, beside concrete education work among revolutionary people. 

Such reeducation of the reactionary classes can only be carried out in the State 
of the People’s democratic dictatorship. If this work Is well done, the main 
exploiting classes of China—the landlord and bureaucratic capitalist classes— 
will be finally eliminated. 

As for the remaining exploiting class, the national bourgeoisie, much appro¬ 
priate education work can bo carried out among many of that class at the present 
stage. When socioHsm is realized, tliat is when the nationalization of private 
enterprises will be carried out, they can be further educated and reeducated. The 
people hove in their hands a powerful State apparatus and are not afraid of the 
rebellion of the national bourgeois class. 

The grave problem Is that of educating peasants. The i>casant economy 
le scattered. According to the experiences of the Soviet Union, It requires a 
very long time and careful work to attain the socialization of agriculture. With¬ 
out the socialization of agriculture, there will bo no complete and consolidated 
socialism. 

Betratai. of Sun Yat-Skn 

And to carry out the socialisation of agriculture, a powerful industry with 
State-owned enterprises as the main component must be developed. The State 
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of the people’s deiuocratic dictatorship iiuist step-by-step solve this problem of 
the industrializaiiun of the country. This article will out go too much into the 
economic problem, which will not be dealt with here in detail. 

Ill 1924 n well-known manifesto was iiassed by the Kuouiintnng First National 
Congress, which was directe<l |)ersoiiaUy hy Sun Yat-son and participated in by 
Couiumnists. The manifesto sljiteil: *‘The so-called democratic systems in coun¬ 


tries of modern times are often monofUiUzed by tlic bourgeois class ami turned 
into an instnimont for oppressing the coinuion iieople. But the democracy of I be 
Kuomintang is the common posse>sioii of the common people in general, and is 
not the private possession of a minority.’’ 

Except for the question of who is to lead and who is to l>o U*d, the democracy 
mentioned here, when viewed as a general political program, is consistent with 
the people’s democracy or new democracy mentioned by tis. 

Chiang Kui-shek betrayed Sun Yat-seu and used the dictatorship of the bureau¬ 


cratic capitalist class and the landlord class as an instrument for oppressing the 
common people of China. This counterrevolutionary dictatorship remained In 
force for twenty* . . . years and was only overthrown by the Chinese common 
people under our leadership now. 

The foreign reactionaries who vilify us for carrying out a ••dictatorship*’ and 
“totalitarianism” are in fact the very people who are carrying out dictatorship 
and totalitarianism. They have been currying out the dictatorship and totali¬ 
tarianism of one class, the bourgeoisie, over the prololariat and other people. 
They are the very people referretl to by Sun Yat-sen as the bourgeois class in 
countries of luodcru times who oppress the eoinuiun people. Chiang Kai-shek’s 
counterrevolutionary dictatorship was learned from these reactionary fellows. 

Chu Hsi, a philosopher of the Sung Dynasty, wrote many books and made 
many speeches about which we have forgotten, but there is one sentence we have 
not forgotten, and this is: “Do to others what others do unto you.” This is what 
we do. That is, do to Imperialism and Its lackeys, the Chiang Kai-shek reaction¬ 
ary clique, what they do to others. Simply this and nothing more. 


iMPOKTANce or WOUKI.VO CI.AB8 

The revolutionary dictatorship and the counterrevolutionary dictatorship are 
opposite In nature. The former lenrne<l from the latter. This learning Is very 
important, for If the revolutionary iH'ople did not Icam the methods of ruling 
over counterrevolutionaries, they w’oiild not be able to muiiitaln their regime, 
which would be overthrown by the reactionary cllqm>s at home and abroad. 
The reactionary cliques at home and abroad would then restore their rule in 
China and bring woe to the revolutionary people. 

The basis of the iwoplc’s democratic dictatorship is the alliance of the work¬ 
ing class, the peasant class, and the urban petty-bourgeois class, and Is mainly 
the alliance of the working class and the peasant class because this class con¬ 
stitutes 80 to 90 percent of the Chinese population. It Is mainly the strength of 
these two classes which overthrows imperialism and the Kuomintang reactionary 
clique. The passing from the new democracy to socialism mainly depends on 
the alliance of Uiese two classca 

The people’s democratic dictatorship needs the leadership of the working class, 
because only the working class is most fur-slghted, Ju^t, unselfish, and richly 
endowed with revolutionary thoroughness. The history of the entire revolution 
proves that without the leadership of the working class, the revolution Is bound 
to fall, and with the leadership of the working class, the revolution is victorious. 

In the era of Imperialism, no other class in any country can lead any genuine 

844938—49-49 



728 


U. S. RELATIONS 'WITH CHINA 


revolution to victory. Tliis is clearly proved by tlie fact that tUe Chlne.sc 
national bourgeois class led the revolution juauy times and failed. 

The national bourgeois class is of great imixirtance at the present sUige. 
luiporiallsm i.s still standing near us. and this enemy is very tierce. A long time 
is rcHiuired for Cliiiia to realize true indeimiideiiee economically. Only when 
China's Industrios are develoiH'd. and China no longer deijciuls on foreign coun¬ 
tries economically, can there be real inde|x‘ndcnce. 

'i'lie proportion of China's modern industry in tlie entire national economy Is 
still very small. There are still no reliable llgures at present, but according to 
certain <latn. it is estimated that modern industry only occupies about 10 percent 
of the total production output in tl>e national «*coiioiny of the whole c<mntry. 

To cojio with imiierialist oppression, and to raise the backward economic status 
one stej) higher. China must utilize all tnhan and rural capitjilist factors which 
are beneficial and not detriinontal to the national economy and the iteople’.s 
livelihood, and unite with the national bourgeoisie in the common struggle. 

Capitalism Will I'i.ay Mi.nob Part 

ciir [iresent policy is to restrict capitalism and not to eliminate It. But the 
nalii)Mal bourgeois class cannot be the leader in the revolutionary united front, 
and also cannot occupy the imiin jK*sltion In the state. The national bourgeoisie 
class cannot he the leafier of the revoluthm and shcmld not occupy the main 
position ill the institutions of the state, la-cause the social and economic status 
of the national bourgeois class has dctormhiiHl Its feeblenes-s. Its lack of fore¬ 
sight. its lacking ill boldness, and fear of the masses by many of (hem. 

Sun Yat-sen adv«K’ated •'awakening tlie masses'’ or "helping the peasants and 
workiTs." Who is going to iiwnken and help them? To Sun Yat-sen this meant 
the petty bourgeoisie and the national bourgeoisie. But this Is in fact un¬ 
feasible. Sun Yat-sen’s years of revolutionary work was n failure. Why? 
Because In the era of Imiiorlalisin It Is imiHissible for the petty bourgeoisie and 
national bourgeoisie to lend any real revolution toward success. 

Our ',»8 years were entirely different. Wo had plenty of invahmhle experiences, 
and tlie following were our three main exixM'lencos: 1. A party with discipline, 
armed with the tlieorles of Mnrx. Engels. Ix?nln, nnd Stalin, employing the 
methods of self criticism, and linked up closely with the masses; 2, nn army 
led by such a party; 3. n united front of vnrlous revolutionary strata nnd groups 
led by sueh a party. 

Those mark us oIT from our predecessors ... on these three things we have 
won the basic victory. We have traversed tortuous paths and struggled against 
rightist and leftist nnd opportunistic tendencies within the party. 

Difficult Road Aiirad 

Whenever serlou.s mistakes wore committed In these three things, the revolu¬ 
tion suffered setbacks. The mistake.s and setbacks taught ns, making us wiser. 
Thus, we were able to do better work. Mistakes arc unavoidable for any party 
or person, but we demand that les-s mistakes are committed. Wlien a mistake 
Is rnininitted, correction must be made: The quicker nnd the more thoroughly 
the better. 

Our experiences may he summarized and boiled down Into the following single¬ 
point—the people’s democratic dictatorship based on the workers’ and peasants’ 
alliance led by the working class (through the Communist Party—^NCJNA). This 
dictatorship must unite In concert with international revolutionary forces. 
This is our formula, our main oxporlencc, our main program. 
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In the 2S ]oj\^ years of the party we have only clone one thins, and that is, we 
have won the basic victory. Tins is worth celebrating becaa>e it is the p*.‘ople’s 


victory ami u victory in a large ccointry like ('hina. 

But there is plenty of work before us. and like walking, what has been done 
in the past is simply the first slcf) in tho 10.(KK>-mile-loug luarch. Itoinnants of 
the enemy have still to be wiped out, and the grave task of economic const r ml ion 
lies before ns. 

Some of the things with whh'h we are familiar will soon he laid aside, and 
we are compelled to tackle things with which we are unfamiliar. This Is difficult. 
The iinperiaU.«ts bank on the belief that we are unable to tackle our economic 
work. They look on and wait for our failure. 

We niu.st overc'ome difficulties, ami master what we do not know. We must 
learn economic work from all who know the ropes (no matter who they ar<^— 
NONA). We must ackiiowle<lge them as our teachers, and learn from them 
restjectfully and earnestly. W’e must not pretend that we know when we do not 
know. Do not put on bureaucratic airs. Stick to it, ami eventually It will be 
niasterwl in a few months, one or two years, or three lo five yea is. 

At first, many of the Coininunlst.s In the U S.S.H. also did not know how to <lo 
•H'^momle work, and the Imperialists also waitei! for their failure. Hut the 
Communist Party of the Soviet Union won. Umler the leadeishlp of lAuUn and 
Stalin, they not only could do rovcdutlonary but also rwinstruetlon work. They 
have already built up a great and brllUant Socialist .<«tate. 

The Communist Party ot the U.S.S.R. is our best teacher, from whom we must 
learn. W'e can wholly rely on the wea|K>n of the people's democratic dictatorship 
to unite all p<M>ple throughout the country except the reactionaries, ami advance 
steadily toward the goal. 
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Nankino, ifof/ 20, /.9^7, 


In a move to bring under some semblance of control the 2-wceks-old sorle.s 
of rice tind sludcMit demonstrations and disorders, the Gorornment on May 18 
promulgated a scries of decrees forbidding public mass demonstrations and 
setting up clianncls for the presentation of grievances. Coincidentally, the 
Geuoralissimo Issued a statement calling for discipline and tlie application of 
the processes of law. The background and development of this niouiillng crisis 
appear to be as follows: 

As already reported in previous despatches, the first outbreaks were looting 
of rice shops in areas as widespread as Shanghai and Chengtu, but predominantly 
In the lower Yangtze Valley. These outbreaks closely followed a spectacular 
Increase In the price of rice, with the merchants refusing to sell accumulated 
stocks. In self-defense the rice dealers then began to organize Uiemselves. 
Effective action by the police has reduced the number of rice riots and held 
them under control. 

In the meantime, unrest In the University has Increased to such a point that 
practically ever>’ academic center In the country is on strike. Tlie demands 
in the original University donionstratlons w’ere somewhat fanciful In that they 
comprised such things as protesting the elimination of a course on navigation 
in the curriculum of the Hangchow Christian College, protests against examinn- 
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tlons which arc now scheduled, and demands for removal of certain colleicea from 
one city to another. As the demonstrations spread, demands become more basic ; 
now they are principally for an Increase of Government subsidies to students 
and immecliate termination of the civil war. 

(Jlvlnc added weight to the current seriousness of student demands Is that 
the majority of sympathy among faculty members is with the students. The 
highlight in protests by professors came In the form of a manifesto issued by the 
faculty of the government’s National Central University in Nanking which 
strongly condemns government neglect of education, small appropriations, and 
attempts to control ncadeniic freedom of thought. The manifesto demands 
higher pay for teachers, larger appropriations for education and purchase of 
hooks and scientific instruments. It further warns that unless there is a drastic 
revision of basic policy, placing education on a more Important level, the educa¬ 
tional system of China is rapidly heading for disaster. 

Demonstrations are estimated at between 3 and 10 thousand students each. 

Leadership and motivation of the demonstrations have shown definite signs of 
changing. Most competent observers believe the original impetus was given by 
the CC-CC cli{|ue which was desirous of inciting a series of distirdcrs which would 
in time publicly discredit a political science Kroup-<lomlnatod government by 
proving It incapable of maintaining order, and in the long run provide the justi¬ 
fication for a strong-arm, right wing government coming into power either through 
a coup d’etat or through sweeping the elections to be held this fall. All this has 
coinclde<l with growing public agitations f(»r a new pence movement. Aside from 
repeated demands for pence in the liberal and Independent press, two outstanding 
cxumpics are the request by three members of the Peoples' Political Council that 
Communist representatives be invited to attend the session which convenes on 
May 20, and a petition signed by 13 members of the Legislative Tuan that the 
. government forthwith offer new pence terms. With this kind of public backing 
It is now apparent that leadership in the disturbances organl 2 e<l by tlie CC-CC 
clique Is passing Into the hands of the Democratic League and the Communists. 
I’lils development can hardly be displeasing to the CC-CC clique, which can now 
claim that lack of public order Is ottributnblc to their enemies. Just how much 
of the agitation Is now under Communist leadership is debatable, but It must be 
assumed timt the Communists are present and. If not already active, are prepared 
to exploit the situation should it become necessary or desirable. 

Chang Chun's government Is facing an important test. Having banned demon- 
slrntlons on May 18, several Uiousand Shangbni students on May 10 proceeded to 
disregard the order and demonstrate for pence. No measures were taken against 
them. On May 20, students in Nanking organized n demonstration to demand 
pence at the opening session of the PPC. The government sUitioned troops 
around Nanking University to prevent movement In or out Other university 
students, under the leadership of the National Central University, organized a 
movement to “liberate” tliolr fellow students. They marched Into the Nanking 
University, Joined forces with students there and marched out Again no action 
was taken by either police or soldiers beyond some blank rifle Are. As the stu¬ 
dents marched on the national ossembly hall, where the PPC was meeting, they 
were confronted by barricades, fire hoses, and blackjacks which resulted In some 
disorder and a few Injuries to students, as the PPO hastily adjourned for the 
morning. 

Large bodies of students are still assembled in the vicinity of the national assem¬ 
bly hall confronting barricades manned by police and gendarmes. It remains to 
be seen what action the government will take in face of this public flouting of 
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its authority, but It Is apimreot that there is iii iraiu a sluUout movement of 
considerable proportions which if not halted soon will tend to expand and con¬ 
tribute to further deterioration of the already parlous i>ulitico*<H‘onoiinc situation. 

J. Lkightus Stuaut 
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The Amha-'<sador in China {Stuart) to Secretary Marshall 

S93.00/e-447 

Nanking, June J947. 

Wide-spread and comprehensive action by the government was responsible 
In largely forestalling the projected develop^^oiit of ibe June 2 general student 
strike. This action took the form of numerous arrests, the imposition of martial 
law in many localities and concentration of force in areas whore trouble was 
expected. Symptomatic of government intentions was a meeting between Gen¬ 
eralissimo and ncadeniic members of the rrC, in which the latter stated that 
they were doing all they could do to prevent demonstrations but that if they did 
take place they begged the government to avoid use of violence. The Gt^neralls- 
simo replied that he had personally issued orders against demonstrations and 
that, therefore, there would be none, but that If there were, any measures nee- 
ossary would be taken to put th(*m down. The Generalissimo further stated that 
the student movement was obviously Ounmunlst-led and Inspired and. therefore, 
must be dealt with on those terms. The unfortunate coincident, from the student 
standpoint, that June second was date proclaimed hiSt year by Communists ns 
anti-civil war day was also responsible for causing many students to question 
advisability of carrying out their original plans on scheduled date. This argu¬ 
ment was effectively used, particularly in Nanking, by faculty members In per¬ 
suading students at least to delay. 

Week-end action and developments wore In brief as follows: In Shanghai 
martial law was imposed and student arrests reached the 200 mark. There was 
a rally on the campus of Chlaotung University but no violence. In Canton there 
was a fracas between students and unidentified elements resulting In several In¬ 
juries. Nothing hapi>ened June 2. In Nanking Uiere was a large and obvious 
increase of garrison strength, plans for June 2 were cancelled and a peaceful 
rally was held at the National Central University on June 3. At Hankow, on 
June 1, students clashed with the police, resulting in three deaths and many 
injuries among the students. Following this, Hankow faculties went on strike. 
In Chungking there were some 1.500 arrests, including approximately 20 reporters 
from independent papers. Tientsin was quiet. In Peiping communications wore 
cut between the city an<l Yenchlng and Tstghua universities. Barbed wire barri¬ 
cades wore erected around universities within the city confining students to cam¬ 
puses and, as far as is know*n, one was killed and several were Injured trying 
to break out. 

These somewhat antl-cllmactlc developments and superficial success of the 
government In preventing wide-spread disorders should not be taken as indi¬ 
cating that Impetus of student discontent has been diffused or destroyed. Evi¬ 
dence indicates that, If anything, students are mure determined than over to make 
their views known and to ensure that their rights and security shall In the long 
run be secured. Educated opinion in Nanking is that the government will con¬ 
tinue its repression, mostly through medium of arresting ringleaders, but that 
this in the end will prove Ineffective because too many students are now aroused 
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nnd in the face of repression are becoming increasingly cohesive in the drive 
for obUiiiiing their objectives. This opinion believes tlint sometliing Ims now 
boon started which cannot be destroyed by force, especially as o<onomic and 
military iK.sitlon of the govermnent deteriorates during the summer months. 
There is also evidence that increasingly faculty members sympathize with 

student aims. 

t T rtriTiTrtV StITART 
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T^ie Ambassador hi China {Stuart) to Secretary Marshall 


503.00/5-3047 


NankixOt 3/01/ SO , 


The Peoples Ihditical Council on May 20 by a large majority passed a resolu¬ 
tion inviting Chinese Communist representatives to come to Nanking for dis¬ 
cussions on ways and mean.s of bringing about the termination of civil war. 
The Resolution rea«ls as follows: 


‘Tn view of the fact that pence is tlm unanimous desire of all the Chinese 
l«‘ople. and of the delegates to the Peoples Political Council who have decided 
to »1<» their utmost to solve the present national crisis. 

We have tlierefore resolved to ask the delegates of tl>e Chinese Communists 
to atteml the PPC meeting to discuss national affairs.” 


It has been broadcast on all government radios. 

This resolution points up one phase in the growing agitation, particularly among 
leftwing nn<l intellectual circles, for a negotiated peoce. Tiie first aspect of this 
movement is that many, perhaps oven mo.st, of tliose Involved in the agitation 
are sincere In their professed belief tlint the flrst essential step to the solution 
of any of Chinn's muUitmliuous problems is jxmee. It is perhaps unfortunate 
that none of the groups or lenders involved have so far brought forth any con¬ 
structive suggestions as to how this commendable objective Is to bo accompHsbed, 
nor has there been any suggestion tlint the Communists In their present and 
relatively favorable position may not be amenable to compromise. 

The second aspect is that the government, since the agitation has arisen and 
presuiimbly having a fairly realistic imdor.stnndlng of what the Communists 
could or could not be expected to do, may not be uUogetlier displeased that the 
peace movement lias developed as it has. If the words of prominent govern¬ 
ment spokesmen can bo taken at their face vnlue, they must believe that any 
overtures of peace negotiations would be either Ignored or repulsed. Hence It Is 
not unreasonable to assume the probability that tlic PPC resolution combined 
with similar agitation In the Ix^gislallve Yuan will in the predictable future 
be followed by a formal government ofTor to the Communists for negotiations. 

J. Leighton Sthart 
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The Amhassador in China {Stuart) to Secretary Marshall 

803.00/7-147 

Nanking, July 1 , 10 ^ 1 . 

Communist military successes, the shrinkage of railway mileage In Nationalist 
hands, the depreciation and depiction of Nationalist equipment and supplies, the 
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increasing: friction between southern militriry for<*es niul civil administrators 
on one band and northern troops an<i the local civil population on the otlier, 
reports of n projected witlnlrawal of Nationalist forces to intramural China and 
the abaDdoiirnent of Manchuria to tlie Ooinnniidsts, rumors of the early return 
of Marshal Chan;: Ilsueh-lianL^ to Manciuiria, anil the **xpandins economic stag¬ 
nation .suf:;:est the followin;: observations: 

The recent Cornnniiilst drive has met with liitU* Nationalist resistance. N<irfh- 
osist Combat Command sources and military observers admit that many Nationab 
ist withdrawals were premature and without military necessity. The weirds 


‘*strate;:jc retreat'* have lost nil si;:iiifican<‘e. 


As a rc.sult the ('ommunists pos¬ 


sess almost complete Initiative and are able to mancMiver practic ally at will. If 
S.supiiJgkai with its tpirrlson of 17.000 falls, the Communists .should be able to 
prex’t^ed succ’cssfully against bypassed Chan;:chun and Kirin and thereupon gain 
unimpairc^d control over 00 percent of Manchuria. The fall of Yingkpw wovild 
leave only ports on the west coast of the Liaotung Gulf in Nationalist hands. 


The only railway of any appreciable mileage in Nationalist hands is the Teiping- 


Liaotung main line. 


The Communist drive eastward through .lehol is thre^atening 


even thesc‘ meager holdings and should tliis drive he succ*essful and contact l>e 


e.stnhlisluM] between tbe.se forces and those now in the vicinity of Yingkow, Man- 


c'huria will ho effectively cut off from land and water communleatlon with China, 
and Mukden Itself will he virtually In a state of siege. Nationalist military 
Intelligence has been outstandingly deflcdent. The Northeast Combat (^)minatid 
is seemingly in almost c'omjdete ignorance ot ('ommunist plans and Is therefore 
being ron.stnntly outwitted. Northeast Combat C'ommand hoadcpnirtors ofli<‘ers 
admit they had no Intelligenee of the re<a»nt Communist drive on ('liangcdiun and 
then southwards, even though It Is now known that such plans therefor had lieon 


formulated three months prior to the oi)onlng of tlie drive. 

Rivalry (If not enmity) between General Ilslmig Shih-liul, the Generalissimo's 
representative, and General Tu Li-mlng, commanding the Nortlieast Combat Com¬ 
mand. is openly discus.sed and the abseiiee of closely Integrated military and 
economic planning in Manchuria is attributed to it. 

Ry holding the Initiative, the Communists are able to keep the Nationalists 
Kctirrylng over the countryside, thereby cnii.«lng depreciation of Nationalist 
motorized mobile equipment and depletion of sorely needcnl supplies. Com- 
muniBt transport on the other hand consists almost wholly of draft animals. 
Persons in direct contiict with the Nationalist troops In rural areas state there 


arc Insufflclent small arms and ammuiiitlon to arm Jill ronibatant troops now 
In the field. The.se reports are so consistent, some, lliougb not necessarily full, 
credence must bo given them. The Communists also arc underanned, but by 
guerrilla tactics and surprise night atUicks they arc able to cause greater loss 
of weapons and expenditure of ammunition by tlie Nationalists than by 


themselves. 

Nationalist southern military forces and civil aduilnistrjitors conduct them¬ 
selves In Manchuria as conquerors, not ns fellow countryiuon, and hJive liiipo.sed 
a ^•carpet-bag*' regime of unbridled exploitation upon areas under their control. 
If military and civil authorities of local origin were in control, they too would 
probably exploit the populace, but experience has shown that Chlne.se authorities 
of local origin, In general, never quite stninglo a goose laying golden eggs, and 
furthermore, It Is a human trait to be less resentful toward exploitation by one’s 
own than toward that by outsiders. The result of this Is that the countryside 
Is so antagonistic toward outsiders ixs to affect the morale of non-Manchurian 
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troops and at the same time arouse vindictiveness In southern military officers 
nml civil administrators. 

Nationalist withdrawals toward Mukden have progressively cut off Nationalist- 
held areas from the pront food producinp regions In Manchuria, thereby causing 
a potential Nationalist food shortage which was already apparent in extensive 
grain lioarding and speculation. Puerile efforts have been made toward price 
control and to combat lioarding, but in general, the results of these efforts have 
been largely to enforce the requisitioning of grain at bayonet point for controlled 
prices and to enable the resale of requisitioned grain at black market prices for 
the benefit of the pockets of rapacious military and civil officials. The common 
man is being cruslicd between the rising cost of living and the depreciating 
currency. (The cost of living index of May. 160 percent compared to 100 percent 
in April.) Locni currency Is pegged to Chinese National Currency and has not 
only fallen with CNC, Imt also because of the wholesale exodus of families of 
Nationalist ofilcliils and the resulting flight from local currency incidental to 
frenzied buying of CNC and gold bars. The black market value of the U. S. 
dollar at Mukden is now TP dollars 3.300 against TP dollars 1.000 March 1. 

Little goods move between Mukden and its hinterland. Business is rapidly 
approaching a standstill, exports from Manchuria have practically disappeared 
and Imports liave reduced to a trickle of the normal. Almost nil capital has 
been expended In long-range Inve.stment since the Nationalists took over Manchu¬ 
ria and no such capital, government or private, Is being Inve.stcd today. All com¬ 
modity markets are purely speculative. 

The evidence is growing daily that the people of Manchuria not only are 
prepared for but nre keenly desirous of a change in the government. But what 
change? Most are undecided even though voluble In discontent of the present 
way of living and the trend of events. It Is safe to state that the ovorwheltnlng 
majority In the nation are ns dissatisfied with, dislike and would welcome free¬ 
dom from the present Nationalist regime. A like majority fear and would 
therefore not welcome the Communist regime. Many talk “revolution” even 
aloud In public places, but few are able to define their conception of revolution 
other than ns change from the present way of living and even fewer envisage 
revolution Involving anued resistance. There seems no likelihood that an armed 
uprising would bo more than abortive, at least until the national morale and 
lullUary might has sulTered devastating deterioration. One platform on which 
Mnncims seem almost unanimous Is “out with Hellion (outsider) Chinese and 
Manchuria for the Manchus.” The return of Ma Chan-shan lent heart to those 
who look to restoration of Manchu rule under a “native son,” but his rcloga- 
tlnn to figurehead status in a position of impotence has dampened their hopes. 
Eyes aro today turned toward the possibility of the return of the young Marshal 
to power in Manchuria. UIs vices, weaknesses and *‘pla.vboy” tendencies ore 
known but he Is nevertheless associated In the minds of the people with pros¬ 
perity and progress which Manchuria enjoyed under Chang Tso-lln regime. 
Ho or some other pre-Manchu leader could serve as o central figure for rally¬ 
ing the Manchu people. Such a change would in all likelihood herald the return 
of warlordism to Mnnchtirla, but even so Manchuria would remain Chinese with 
iiominni allegiance at least to China and not a “Manchu peoples republic” as It 
may become If the Communists succeed In sweeping the Nationalists back into 
Intramural China. 

There Is every reason to believe thot punitive military action against the 
Communists, unless succccxlcd by overwhelming military occupation will not 
save Monchuria to China. It Is high time for Nanking to be realistic and to 
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replace Its present impotent disliked regime iu Manchuria with one which will 
be supported b; the local population and would thereby serve to weaken the 
Communist movement. It may bo. and some think that it is, too lute to accom* 
plish this purpose. Without some such effective measure there are many indl* 
catlODS that it will be only a matter of some months, perhaps six to nine, 
before Manchuria will be lost. 
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The Ambassador in China {^Stuart) to Secretary Marshall 

803.00/4-547 

Nanki.no, April 5, i947. 

Review of the labors and accomplishments of the Third rieimry Session of 
the Kuomintang C<*ntral Exwutive Committee reinforces the tentative conclu¬ 
sions which I .suggested In niy report of March 23. The two principal {Kiints of 
interest were: (1) the efforts of certain factions within the KuoniinUuig to 
obstruct reorganization of the gaverninont and (2) the struggle for p<*wcr and 
position, mainly between tlie COClique and Uto Political Science Group. 

On the first point, the Generalissluio, supported by the Political Science Group 
and liberal elements, was successful in blocking the drive to stop reorganization. 

In the struggle between factions, the Generalissimo emcrgtHl in a stronger 
position than ever before and higher In the esteem of bis party. At the same 
lime the COClique also seems to have emerged in a stronger iHisitlon, to the 
detriment of other fuctioos; but full confirruation must awnit the publication 
of personnel to the State Council and the Yuan. Evidence of his political 
astuteness, as well as the strength of his roots lii the past, is found In his present 
trip to his home to sweep the tombs of his ancestors which he can combine with a 
brief period of •‘absent treatment*' for the third parties. He stopped off for a 
few hours in Shanghai for business in couuectloD with his position as President 
of the Executive Yuan. 

The CC-ClIque (the most fanatically antl-Coinrounlst group la China) is far 
and away the most disciplined Kuomintang faction, and because of its compre- 
hoosive organization, reaching into every hsicn in tho country, is able to fulfill 
the Generalissimo's needs In this phase of his struggle with the Communists. 

The tragic paradox of his position, of which he may be unaware, l.s that he Is 
being com polled by circumstances to utilize the qualifications which the C(!J-CUque 
can offer. At the same time this clique exploits Us preferred position to render 
more firm its hold on the Party and the couiilry; and with time the Gonerallsslmo 
therefore may well become less and less able to dispense with them or to circum¬ 
scribe their activities, wliich can only serve to aggravate those social conditions 
basically giving rise and strength to the Communist movement. 

TTiere are many evidences that the Chon brothers are now attempting to Insert 
themselves into the economic field and that Chen Li-fu desires to become Vico- 
Chalrmao of the National Economic CounclL 

It Is more difficult to estimate the position now of other groups, such as the 
Political Science Group, Sun Fo and other liberals. Certainly General Chen 
Cheng, and probably parts of the military cliques, went along with the COClique 
and will continue to do so. The Political Science Group was Instrumental In 
helping to unseat T. V. Soong, though iu the process it fallcnl in Its objectives 
to consolidate its hold on financial affairs because the COClique was successful 
In gaining headsldp of Central Trust Though having failed to control the 
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Party, the Political Science Group did block CC attempts to nullify the process 
of reorganization. In this struggle it was supported by Sun Fo and his followers. 
The most serious Political Science Group concern now is economic. Wong Wen- 
hno has said that if Chen Li-fu did become Vice-Chairmsm of the National 
Economic Council. It would be impossible for him. ami iH*rhaps for others around 
him, to continue on the Council. Such an eventuality w<.uld be somewhat 
balanced hy what now appears to be the certainty that Sun Fo would ho Vice 
ITesidont of the re<pr«anized State Council and General Chang Chun President 
of the Executive Yuan. These factors, of <-ours<', must remain t<) a certain extent 
speculative until appointments arc aetually announced since the Generalissimo 
gives his complete confidence to no one. 

On halniice, it would appear that the struggle will he c<*ntinuiMl hctween the 
liberals who will control most of the high government positions and have a 
iimjor interest in the woiioniic world and the CC-Clique largely controlling 
the Party organization and an Innuential swtlon of the army. Jind attempting to 
inject itself Into linnnce. During the Central Executive ('ommittee the liberals 
showed their fundamental laek of cohesive organization and their uiiwllUngness 
or iuuhllity to defend each other publicly against the unrelenting CC attack. How 
far thl.s coiiipi tpinise.s their staiuling can only be demonstrated wlien reorganl/.a- 
tlon has been accoiiiplished. 

lleceiitly Chen Li-fu has shown some Interest in plans for basic agrarian reform 
and restriction of corruption within the Party, which arc, after all, the two 
measures which can offer a social as opposed to a military solution of the Com¬ 
munist question. Various liberal elements wUhln the Parly who accept the 
inevitability for the lime being of CC-Cllquo InHuence are encouraging this In¬ 
terest on Ills part. It roiimlns to be soon how siiecessful they cun be but account 
must bo taken of Id.s past record and the known narrowness of his economic 
and political views. Those who know him well are by no means sure that he 
really understands the urgency of the agrarian problem In China or the measures 
which could reform it. 

The economic proposals which Clien Ll-fu svibmltted and which were passed 
by the Central Executive Committee are being made subject of a dispatch. 

The imlUlcal resolutions arc comprehouslvo, skillful and well designed to se¬ 
cure the avowed intention of tightening Party control and discipline in the face 
of pressures and dlslntegratloi. arising from the civil war. It is reported that 
CC-ClIque Is putting Its main i-ffort in preparing for the elections wiilch will pro- 
code implciiientntlon of the Constitution on December 25, 1047. 

In necordnnee with the Central Executive Committee resolution, preparations 
proceed for termination of the period of political tutelage. The Executive Yuan 
has approved ten basic laws on organization and elections. Negotiations on re¬ 
organization arc iiroccetling slowly. In the interim a game of political musical 
chairs being played hy the third parties, the Social Democrats have finally agreed 
to enter the government, though Carson Chang himself will not; and it is now 
the turn of the Youth Party to be difHouU and increase its demands. Based on 
the experience of the last few months, it Is by no means impossible that the 
positions of these two minor parties will shortly bo reversed. The Foreign Min¬ 
ister remarked the other day on the irony of a situation where the Qencralisslmo, 
liaving been made self-conscious about his ability to dictate imlitical settlement 
and consequently reluctant to use bludgeoning tactics, finds himself in endless 
political dickering which only delays that reorganization which his liberal 
advisors have been urging on him. 
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Summaj^y of the Manifesto Ismcd hy the Kuomintang Central 

Executive Committee^ 


803-00/3-2547 

Tlie present plenary session of our parly bas taken place just a year after tbe 
conclusion of the secon<l plenary session. During the year, the greatest accom¬ 
plishment in China's i>olitlcal deTeiopmeut was the convocation of the National 
Assembly and the promulgation of the Constitution of the Kepuhlic of China. 

It is three months since the promulgation of the constitution. We rejoice that 
Ihedatc for the institution of constitutional government is drawing near and that 
our long-cherished desire of nation building is nearing realisation. Dut as wo 
surrey the present situation in our country, we cannot help feeling deeply re¬ 
gretful that our nation is still beset with difilctdlles and we realize all the more 
keenly the weiglitiness of our responsibility for the national revolution. 

Now, the plan for broadening the basis of the govornineiit Is being carried out. 
Reorganization of tlie national government will end the ]M)litical tutelage of the 
country under our party. Henceforth, the Government of China will no longer 
be the sole resiwnsilillity of one party. And the status of our party and its rela¬ 
tions with the government will also differ from those in the past. Hut the sincere 
efforts of our party in promoting the welfare of our country and tbe people must 
be pushetl vigorously forward. 

In the light of the internal situation of our country, we wish to enumerate 
below flve Important tasks on wiiich we should concentrate our eflTorts in the 
future: 

1. Complete preparations for the institution of constitutional goveromeDt and 
the drafting of a pattern for nation building. 

The consistent objiKJtlve in our party’s struggle for the past 50 years has been 
the destruction of all obstacles standing in the way of democracy and the build¬ 
ing of Chinn based on Three People’s Principles. After eight years of armed re¬ 
sistance Dr. Sun Yat Sen’s Thn*e Peoide's Principle.^ are now subscribed to by the 
entire nation. During tbe current interim period pn^ccnling constitutional gov¬ 
ernment, the formulation of laws and regulations pertaining to the enforcement 
of the constitution, the guarantee of liberties and rights of the people, the revision 
of existing laws and regulations, the e.stahlishment of the systems of central and 
local governments and the bohling of elections are all basic measures for laying 
a sound foundation for constitutional government. Our party should sincerely 
cooi>erate with other parties and they should help one another in advancing the 
welfare of the nation. Meantime, our members should go into and among the 
masses and help educate them In constitutional government* 

2, Remove alt obstacles to national unification and consolidate the foundation 
of the country. 

During the past year, the national government issued cease fire orders three 
times and carried out continuous mediation aud negotiations. But the Obincso 
Communists, pinning tlielr Implicit faith In armed force and acting In violation 
of good faith took advantage of the government's tolerance, and each time when 
the government made a concession, they carried out general mobilizations In 
their illegally occupied areas. Now they have launched an all-out offensive and 
wherever their military force reaches, the people are either displaced from 
their homes or are plundered and killed. As a consequence, unity of the country 


* RclcMed by the Central News Agency, Nanking, Mar. 24, 1047. 
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is undorminod nnd economic reconstruction and rehabilitation are likewise hin¬ 
dered l)ecause of tlie Communists’ wanton and systematic destruction of com¬ 
munications. For the sake of preserving the existence of the country and the 
nation, and for the sake of delivering the people from their present state of 
distress, this plenary session deems it iniix>rative that the national government 
should take resolute and si>eedy measures to suppress the armed rebellion. 

3. Carry out the principle of people's livelihood and stabilize national economy. 

Another serious obstacle to the development of our nation is economic malad¬ 
justment. This plenary session considers tlmt the only way to remedy this 
situation is to carry into effect the principle of people's livelihood by reforming 
our economic policies. Thus, all the economic policies of tlie government must 
lie aimed at promoting the welfare of the masses, including the farmers. Eco¬ 
nomic rehabilitation and reconstruction must not be confined to large cities bnt 
extensively pushed to ail rural areas. Further, there should be rational admin¬ 
istration of finance. Improvement of procedures for extending loans to productive 
enterprises nnd extensive establishment of cooperatives. At the same time, the 
nation ns a whole should sincerely observe all the laws and ordinances pertain¬ 
ing to the enforcement of emergency economic measures. 

4. Uphold internalloiinl justice nnd strive for world iicace. 

The supremo objective of our foreign pidicy has always been the maintenance 
of national Imlcpendcnce and equality nnd the promotion of international Justice 
nnd pence. The stand we take in our relations with others conforms with our 
traditional spirit of "not to oppress the weak nor fear the strong.” 

Our country has never harbored any ambition of dominating the world. Nor 
will It permit Itself to become a pawn in International relations. It Is the firm 
belief of our party that an independent, free nnd strong China Is the *inc qua 
non to the maintenance of world peace. As long ns world pence Is not ensured, 
Chinn will not bo aide to pursue her task of national reconstruction unhindered. 

At presi'nt, the world situation is In a slate of confusion nnd Instability, but 
the wisdom gained by mankind through the tragic sacrifices made In the recent 
world war should he the main force for estahllsbing world peace nnd security. 
We fervently hope that the United Nations Organization will grow quickly and 
become strong and that through it all international complications may find their 
satisfactory solution. 

5. Vitalize the educational program so as to build up the potential strength 
for national reconstruction. 

What Is generally regarded ns a matter of great regret In our work of national 
reconstruction is the inadequacy of our educational measures and the slackening 
of school discipline. 

The youths of our country are dissipating their energy In empty nnd vague 
political activities. To build up the nation, It Is necessary to have persons 
specialized in various kinds of technical professions. But many young men 
today cannot set their mind at pence to receive practical technical training. The 
government should henceforth lay greater emphasis on education. 

Our party, having dedicated itself to the cause of national revolution, thinks 
only of duty and minds, not power. To whatever is of benefit to the country, we 
will address ourselves, even at the coat of our lives. It behooves our comrades 
to resolutely keep faith in their mission, sincerely do their duty, rectify their 
shortcomings, strive to improve themselves, serve the people and be loyal to the 
country. Thus, we may not fall short of the expectations of the founder of our 
Bepublic, the martyrs of the war of resistance and our distressed fellow country¬ 
men In the postwar period. 
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127 (a) 

StatenheM hy President Chiang Kai-shek Announcing the Reorgani¬ 
zation of the State Council^ 


863.00/4-2047 

The reorganization of the State Couucil, which takes effect Monday is another 
step In the transition from Kuoinintong tutelage to constitutional government 
in China. It gives representation on the nation*s lugliest i>onc 3 * making body 
to minor parties and to independent. 

The composition of the State Council under this reorganization is as follows: 

The Presidents of the Executive Yuan (ex-olticio)—five seats. 

Kuoiulntang 12 seats; Democratic Socialist party—4 seats. 

Young China Party—4 seats; Independents—4 seats. 

At present the Yuan Presidents arc all Kuomintang members, so that the 
total Kuomintang scuts number 17. But assumption of these p<>sts by members 
of other parties or by IndeiJendents automatically would reduce the Kuomintang 
ropreseiiCation. 

It was originally planned that the memhorship of the State Council consist 
of 40, with the Kuomintang inembers numbering 20. At present 29 seats have 
been occupied. If the remaining 11 should be filled, the Kuomintang member* 
ship will be 17 out of 40, or loss than half. 

Id the case of the Democratic Socialist and Young China Parties, the Iridl* 
vidua]s were selected by the groups themselves. In the case of the Independ¬ 
ents, 1 made the selections after consultation with the individuals concerned. 

TJie broadening of political representation on the State Council follows the 
election of minority i)arty members to the Legislative and Control Yuan and 
the establislu^d multi-party government. The next step is the forthcoming 
reorganization of the Executive Yuan under the new Premier, with Cabinet 
ministries assigned to minority parties and Indeiwiidents as well as the 
Kuomintang. 

The effect of the reorganization on the Chlno.se Government Is as follows t 

Control of the Government, hitherto exclusively under the Kucunintang, Is 
broadened to control by the KMT, the Democratic Socialist Party, the Young 
China Party, and Independents. The State Council will direct China’s affairs 
during the transitional period, carry out the mandates of the last National 
Assembly, and prepare for the inauguration of constitutional government on 
December 25, 1047. 

China's postwar political history has been divided into two phases, First, 
came an attempt with American inodlotlon to persuade the Communists to 
Join the government and merge their army into tlie national army. 

Hie second phase began with the National Assembly. The participation 
by the Democratic Socialists, the Young China Party, and Independents Id that 
body and in the adoption of the constitution meant that tliey supported the 
government's effort to bring In the constitutional era. 

The world Is not static. China's need for peace and reconstruction becomes 
more urgent every day. China must push vigorously ahead to achieve unity by 
the quickest means possiblq. Progress toward democracy and constitutionalism 
cannot wait indefinitely for the Communists. 

- 'f4 

*B«]eated by the Central Newt Agcocy, Nanklag, Apr. 18, 1847. 
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If the Chinese Coiiiiminist Party abandons its policy of seizing power by 
force and coopenit*.*s to ncldeve the unity of the nation, It still has the oppor¬ 
tunity to join the governnient and iMirticipate in the work of national recon¬ 
struction. For the sike of Chinas suffering i)eople. it is lu)i>ed that the Com¬ 
munists will change their present attitude of open rebellion. 

127 (b) 

Text of the Political Program of the National Government of China* 

803.00/-I-1847 

The National Government of the Chinese Republic, with a view to establishing 
constitutional government and promoting democracy has since the political con¬ 
sultation conference (January IIMO) decided to reorganize the government and 
to invite indivi<lunls from political parties and groups other than the Kuomln- 
tang, as well as lndei>ondents. to participate. More than one year's persistent 
efforts have just resulted in a jointly formulated and ai:r*H>d upon procedure for 
immediate completion of the government reorganization. Reslde.s, a polltlcaV 
program for the National Government after tlie reorganization, evolving from 
comprehensive and careful dellheratloiis by all parties concerned, has Just 
been ai>proved, re.siwctlvely, by the standing connuittec>s of the Young Cldna 
Party, the Democratic Socialist Party and the Clilnese Kuomlntang; it has also 
been agreed upon by the Indeiwndents who took juirt in the dlscu.sslous. The 
etnbodiinent.s of the political program, which will be adhered to jointly by the 
reorganized National Government, are ns follows: 

One. The prt)gram of peaceful nutlonnl reconstruction shall be the guiding 
principle of ndiuinlstration for the reorganized National Govorninont. while all 
particiimllug parties and independents shall be jtdntly responsible for completing 
the interim procedure for inauguration of constitutional govermnent. 

Two. Cooiwratlon among the various parties and groups shall bo based upon 
the principles of “political democratization” and “DnllonaUzutlon of armed 
forces” under this cuiiimon principle, no efforts will be spared toward political 
progress and national stability. 

Three. In order to promote world peace and uphold the United Nations 
cluirter, Chinn should pursue a foreign policy of equality and good nclghborll- 
ness, without discrimination, toward all friendly nations. 

Four. SetlUMueiit by political means slmll remain the basic principle for 
solution of the Chlnc.sc Communist problem. If only the Chinese Communists 
show willingness for iience and the railway system can be completely restored, 
the govcrnineiit will seek iintlonal itcncc and unity through i)olitlcal channels. 

Five. The responsible Executive Yuan system shall be enforced ns an experi¬ 
ment, in accordance with the spirit of the provisions of the constitution. The 
Executive Yuan should abide by any decisions of the State Council and assume 
full responsibility for their execution, thus conforming to the principle of “au¬ 
thority and responsibility". Equal respect should be accorded to the functions 
aud powers of tlic Legislative Yuan. In presenting a bill to the Legislative Yuan, 
the Executive Yuan authorities shall be present to offer explanations, thereby 
insuring cooriUuation between the executive aud legislative authority. 

Six. Pendifg the inauguration of constitutional government any nomination 


* PubllBbcd by the Govemmoat on Apr. 17,1047. 
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to the presidency of the Executive Ynan shall be mode by the President (of the 
Hopublic) with the previous concurrence of the various parties. 

Seven. Provincial adminlst rat ions shall be govt*rtied by principles makini; a 
clear distin<‘tion between the niiliUiry and civil authorities and allowing exi)Odien- 
cies as local conditions warrant. In matters of personnel, and legislation, a 
thoroughgoing checkup will be made and reform instituted in order to enable 
the provincial governments to attain the highest degree of elBclency possible. 

Eight. All laws proiniilgatiHl and all institutions establistu^l to meet the needs 
of political tutelage stiall, after reorganization of the National Government, be 
rescinded and abolished. 

Nine. Thoiumgh adjustments shall be made in the tax system and financial 
setup, the procedure of levying taxes shall be simplified, and the categories of 
land tux and additional levies shall be reduced, in onler to alleviate the burdens of 
the people. 

Ten. Strict guarantw shall be accorded lo the people’s freetloin of person, 
freedom of speech, freedom of publication and freedom of assembly. Any illegal 
arrest or interference shall l)c strictly forbidden. Where restrictions are <leemed 
es.seritlQl for the luaintenance of smdal order or to avert a crisis, laws governing 
such restrictions shall be approved by the State Council. 

Eleven. Foreign loans henceforth to bo contracted shall all Im» earumrked for 
purposes of stabilizing and improving the people’s livelihood and of production 
and reconstruction. 

Twelve. As far as po.ssible, there should be particiimtlon of political parties 
and indopemdents in the political councils or pruvisiuiml councils of the provinces, 
municipalities and bsiens. Local governments in the various provinces should 
also include representatives of various parlies and independents, ba.siHl on the 
principle of ‘‘selection of the able and efflclent.'* 


127 (c) 

Statement on April 2Sy J0Jf7<y hy the Chinese Minister of Information 

{Feng) 


803.00/4-2347 

I am happy to be able to uniioiiiice that one-parly rule in China lias come to an 
end today. The Kuomlntung has fulfilled Its promise of handing over the 
political power to the people and carrying out Its program for establishing con¬ 
stitutional government after the tutelage period. The formal completion of 
the process came with the Inaugural meeting of the new multiparty State Council, 
at which the Executive Yuan was reorganized to locludo representatives of other 
parties and Independents. 

This action, following the election of members of different parties to the Leg¬ 
islative and Control Yuan, means that the multiparty transition govemiiient 
has now been fully set up and Is ready lo govern the country In the spirit of 
the constitution until the new government provided by that charier is elected. 

The composition of the Executive Yuan Is as follows: President, Chang 
Chun; Vico President, Wang Yung-wu; Minister of Interior, Chang Ll-shong; 
Minister of Foreign Affairs, Wang Sblh-chieh; Minister of National Defense, Pol 
Oheng-hsI; Minister of Finance, O. K, Yui; Minister of Economic Affairs, Li 
Huang; Minister of Education, Chu Chla-hua; Minister of Communications, 
Yu Ta-wel; Minister of Agriculture and Forestry, Tso Sbun-sheng; Minister of 
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Socinl Affairs. Ku Clicng-kanR: Minister of Food, Kn Cheng Inn; Minister of 
Water Conservancy. Hsueh Tu-pl; Minister of Justice. Hsieh Kuan-shcng; Min¬ 
ister of Land. LI Chlng-cbal; Minister of Public Heaith. Chow I-chun; Chair¬ 
man of National Re.sources Commission, Wong Wen-hao; Chairman of Mongolian 
and Tibetan Affairs Commission. Hsu Shih-ylng; Chairman of Overseas Chinese 
Affairs Commission. Liu Wei-chih; Ministers without Portfolio. Chang Nal-chlh, 
LI Ta ming. Chlang Yiien-tlen, Mlao Chia-min. Peng Hsueh-Pel. Lei Clien. 


127 (d) 

Inaugural Radio Speech hy the President of the Executive Yuan 

{ChangY 


S03,00/4-2347 

My fellow countrymen, four months have passed since the promulgation of 
the Constitution of the Republic of China. The Kuomlntang Is now in the 
process of concluding its jwlitical tutelage. It has broadened the basis of the 
Government. Furtheriuoro, In accordance with the spirit of the Constitution, 

It has advanced the practice of the responsible Executive Yuan system. 

The next eight months will be a period of transition from political tutelage 
to constitutional democracy. The government must complete preparations for 
Implementation of the Constitution. It must seek to restore national unity 
and stability. At the same time it must exert Its utmost to resolve the serious 
dnnnclnl and economic problems of the moment. These tasks are extremely 
ditOcuIt. On their accomplishment depends the fate of the country for genera¬ 
tions to come. 

It Is with much apprehension, and awareness of my own limitations, that I 
am assuming the premiership at this hour. Fortunately, we have ns our highest 
guiding principles the “fundamentals of nation reconstruction” which wore laid 
down by Dr. Sun Yat-sen, father of the republic. For pollUcnl and economic 
reforms during this period, we have also the sound resolutions adopted at the 
recent Third Plenary Session of the Kuomlntang Central Executive Committee, 
As to the administrative policies to be followed after reorganization of the 
government there Is an agreement reached among the different parties and 
nonpartlsans. These will enable me, under the leadership of the President and 
In deference to public opinion, to attempt the execution of a difficult task. 

We can well anticipate the possible difficulties and obstacles born of long years 
of war. However, I shall Imgrudge no effort or labor. Nor shall I be influenced 
by personal loss or gain. 1 will give what 1 have and what I om in the Interest 
of national unity, democracy, peace and reconstruction. On my assumption of 
ofDce today, I wish to outline o few of my administrative policies and appeal for 
the solidarity and cooperation of my countrymen. 

The first ond foremost need for China today Is Internal stability and unity. 
This Is the prerequisite to national reconstruction. Ever since V->J Day, the 
Government has, with the greatest seal and patience, been seeking a political 
solution of the Chinese Communist problem. During the past year, on instruc¬ 
tions of tlie President, I have time and again participated in the negotiations 
for peaceful unification. Unfortunately, the situation has deteriorated so that 
today the Chinese Communists aro in an all-out armed rebellion against the 
state, thus slamming the door for further negotiations and nullifying all past 


t Released at Ministry of Information press conference, Apr. 28,1947. 
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efforts toward peace. In order to restore social order and snfepoard national 
unity the GoTcrnment is constrained to take eff^'ctive military measures to quell 
the rebellion. It is the challenge of the time. It is the demand of the people. 
It Is, above all, the duty of any government. In discharging this grave rcspon* 
sibillty, however, the Government has not failed to realize the serious conse¬ 
quences or the pains and sufferings necessarily involved. It is my fervent hope 
that such military measures will quickly bring about a fundamental solution, 
eventually by political means, of the internal strife and thus .successfully restore 
national unity. 

Eight long and difllcult years of war have sappetl China’s economy, and have 
made life miserable for ber people. Another year of internal disturbances has 
rendered the financial, social and economic crisis ot the country more acute than 
ever before. 

As a move to weather the present crisis, the Government has already promul¬ 
gated a set of emergency economic ineasure.s. These will continue to he enforced. 
In removing the causes of the crisis, the Government will have to carry out step 
by step the ei'onomlc program already formulated. In view of the general 
depression and suffering throughout the country, it Is impi^ratlvo that past 
mistakes should not be repeated. SjKHial caution must be taken in policy 
making. Piecemeal action should bo avoided, and emphasis must be placed on 
measures for a fundamental solution. Matters not iminedlatoly related to the 
balancing of the budget, the stabilization of currency, or the requirements of the 
people’s livelihood are not to tax the attention of the Government. Progre.ss 
should be sought through stability. Above all, no effort should be spared to 
encourage privately operated economic enterprises In order to divert idle capital 
to productive channels. And the basis for all progress and reform is the faith 
and confidence the Government is able to inspire. 

As for political reform, the Government will take the responsibility to revitalize 
the administrative machine. It will uphold strict discipline, eradicate corruption, 
and break up bad habits of shoddiness and procrastination in order that 
administrative efficiency may be increased. 1 appeal to all responsible offlclaLs 
of all levels to carry out Government policies, and to set personal examples of 
self-dlscipllno, selflessness and fairmlndedness. In this way, the rule of law may 
be secured, and a wholesome political atmosphere created. 

The guarantee of civil freedoms and rights Is a most essential item In the 
preparation for constitutional government. The Government will. In accordonce 
with the constitution and the new administrative policies, safeguard all civil 
freedoms and rights according to law. At the same time. It Is my hope that all the 
people of the country will fully respect the divinity of the law, enhance their 
law abiding spirit, and realize their responsibility towards the state. In so doing, 
freedom and law will go hand In hand, thus ensuring the successful development 

of a constitutional democracy in Chinn. 

In the field of foreign relations, what China sincerely hopes to see Is a peace¬ 
ful, righteous, friendly and cooperative world. The Chinese Government there¬ 
fore reaffirms Its consistent stand to live at peace with all friendly nations of the 
world. Towards her wartime allies such as the United States, the Soviet Union, 
Great Britain and France, China will spare no effort to perpetuate the friendship 
and comradeship cemented through a common struggle for a common cause. In 
the case of any unsettled problem that may adversely affect friendly relations, 
she is willing and prepared to seeks a reasonable solution through customary 
diplomatic channels. In the Interest of world peace she will also exert her utmost 
to Increase mutual understanding and harmony among her allies. 


844636—40-60 
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For the settlement of the various pending postwar issues among nations aiul 
the estahlishment of the pence, oriler and coopt^ratlve relations of the world, 
(’birm will not fail to conlrihtite her share of the responsibility. Nor will she 
permit im)iairiiient of the standing she has secured in the family of nations. She 
will .support I ho United Notions Charter, abide faithfully by treaty obligations, 
and rcspcK.*t the legitimate rights and interests of friendly stale.s. She Is equally 
determined to jueservc her own sovereignly and independence as well as her 
own status among nations. 

A most crucial moment has arrived in China’s history. On her hands there 
are a host of practices, either to be initiated or to be refonued. However, Cliino’s 
potential is vast, and her entire populace is enthusiastic for an onlerly govern¬ 
ment. While we should in no wise under-nite our present dilBcultles and 
<dista< le.s, I see no ground for pessimism and skepticism about the prospect of 
Cbiria’.s renaissance if only we can marshal and organize the will and strength 
of tile whole pej»ph* f<n‘ developing the potential of the country. 

Out of the timitifarious tasks pressing for attention and action, the Govern* 
merit will select the iimst essential ones and tackle them energetically and solidly. 
Kach of us. individually, must shake off his inertia, faithfully observe the laws 
and regulations and take part in the rectrvery. Government can lend the way, 
hut there must he patriotic and energetic cooperation by all the people to make 
leadership su<*cessfnl. 

Should It so haptuni that the laws and decrc^e.s of the Government are not 
faithfully enforced, <rr should the sufferings or wishes of the people have escaped 
the attention of the (juveriiroent, I hope that public opinion will prevail to help 
repair the shortcomings. The Government will welcome any constructive, 
helpful and concrete suggestions. 

Although 1 shall make no claim of achlevenrcnts throughout my thirty years 
of military and civil service, I find It gratifying that I have never permitted 
myself to overstep the confines of the law for piTsonal reasons or expediency. 
Nor has personal gain or loss ever boon in my consideration. 

As I assume office today, at this time of national distress, I fully realize the 
grave rosponsihlllty on my shoulders. I shall do my duty to my country, faith¬ 
fully and loyally. I shall try to repay the sympathy and fulfill the Qsplratlona 
my fellow countrymen and party comrades have shown for me. Animated by a 
spirit of 80 lflc.s.sness and confident of the people’.^ cooperation, I liope this Govern¬ 
ment will successfully restore national unity, complete the preparations for 
constitutional government, surmount the economic crisis, and ameliorate the 
people’s livelihood, 


128 

27/c Ambassador in China. (Siitart) to Secretary Marshall 

803.00/4-1047 

Nanking, .IpriT 19, 1947 

It Is too cnrly to nssess with any accuracy the eventual effect of State Council 
reorganization announced April 17, and any such assessment must he approached 
with caution In the light of a series of past Chinese Government reorganizations 
which have been largely for external effect and have brought little effective 
change to the Chinese domestic scene. 

The Embassy's Initial impression, however, Is that the caliber and standing 
of Kuomlntnng appointees Indicates real effort to place In positions of power 
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and rcsponsibiJity the most capablo and moiWru of the Party. It is 

iiulw<l promising that in the case of Kuomiiitang app<nntees there is a notable 
esolusion of persons closely alliliated with the CC-CliQue. A possible ojccoptlon 
to this is the apijoiiilment of \Vu Chuug-hsin sometime governor of Sinkiang 
province. 

It is also encouraging that the Political Sc*ieme Onmp is well represented by 
its most prominent and ablest luemhors inchaling Chang Thun, Wong Wen-hao» 
Wang Chung bui, and Wan Shih-chieh. Chen Pu-lei and Chiang Mon-Uu, 
altliough not generally considered as members of tlie Political Science Group, 
may be expected to support Political Science Group policies. 

The appointment of Sun Fo as Vice President of the National Government is 
no doubt intended to strengthen the progressive or liberal elements and to set 
the pattern to the Government. The inclusion of Sbao Li-tze and T. V. Soong 
Indicates at least a drift away from the trailitional aspects of Chinese political 
conservatism. 

Chu Chen. Yu Yu-jen. Tai Chl-tao, Chang Chi. and Chou Lu can be best 
classitied us Parly elders^ faithful to the Generalissimo and essentially con¬ 
servative in political outlook, but generally accepted us being in support of high 
stnndrird.s of public luornlity. 

A dis^ippointing asi>ecl of the armounceinent was the failure to change any of 
the i'residents of the Five Yuan, with the exception of ('hang (liun, who replaces 
T. V. Soong as President of the Ex<*outive Y’uan and relieves the? Gcncralissiino 
of his temporary assumption of the office. It had been originally planned that 
('hang Chun-inai (Carson Chang), leader of the Social Democratic I'arty, would 
be appiMiited President of the .IiHlIclal Yuan and (hat T.seng Chi, leadcu* of (he 
Youth Party, would be given the iiresldency of one of (he other four Y'uun. The 
final refusal of Carson Chang to accept olfice in the Government, oven though 
sanctioning the partielpation of his parly made it iuip4>.ssilile to carry out this plan 
and for the time being ut least all Yuan Presidencies reinuln in KuuininUing con¬ 
trol. 

Ill the case of the Social I>einorrntlc Party, even in the final stages of reorganl- 
?.atlon of the State Council, there was continued reluctance on the part of mem¬ 
bers of the party to join the government and on tlie evening of April 17 It was 
only possible for the Social Democrats to name three members of their allotteil 
four. It Iius been announced (lint they will appoint the fourth member as soon 
as possible. 

Youth Party and Social Democratic Party appointees arc largely unknown 
nuantltlc^. They represent In the case of the Y'outh Party u group of 
Sjcechuan scholar-hind lords who have teiidcHl In the past to bo ainilated with 
the right vrlng of the Kuoinintang. The Social Democratic Party appointees are 
a group of elderly scliolar.s wUlmut lmi)or(anl political following In the country. 

On the other hand, the Independent apjiointees offer considerahio promise, par¬ 
ticularly in the case of Chen Kwun pu (K. P. Chan), the most able private banker 
Id China with a high reputation for his sUUesnuinllke Judgment and probity Jn 
New York and Washington ns well ns China. Wang Yun-wu, present Minister of 
Economic Affairs, seems also a satisfactory appointment as an IndeiKUident, Both 
K. P, Chen and Wang Yun-wu are sympntljotlc to the Political Science Group and 
will tend to strengthen Its position In the State Council. Mo Teh-hul has ob¬ 
viously been ai)poin(ed because of his long affiliation >vith events In Manchuria. 
Pao Erh-han (Uurklmu), a Turkl and present Vlce-Cliulrnmn of the Slnklaiig 
Provincial Government Is no doubt Intended ns a placatory gesture toward the 
minorities of tlie northwest In this same general connection It will be noted that 
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among the Kuomlntang appointees there is included Chang Chin-butuktu, a 
Tibetan. 

In summary, the cuinposition of the State Council is ns regards the Kuomlntang 
and independents ns good as could be expected in the circumstances. Whether or 
not the State Councii, whicli will constitute itself on April 23, if its members can 
reach Nanking by that date, will assert itself in such a manner as to bring about 
substantial social and economic reform in China remains, of course, a question 
depending upon many factors not the least one being the attitude of the Generalis¬ 
simo toward it and his ability to control the Kuomlntang ns the stiii dominant 
political party in Chinn. 

It Is interesting to note that at the same time ns the appointment of Kuomlntang 
State Councillors, a separate political committee of the Kuomlntang was estab¬ 
lished. The Secretary General of this committee is Chen Ll-fu and it is a safe 
assumption that this committee will have an important role in controlling the 
Kuomlntang political niacliine and estnbii.shing party policies. 

Eleven seats in the State Council have been left vacant for the Democratic 
League and the Comiminist Party in the event that they wish to Join the Interim 
government. On the night of April 17 Ixt Lung-chi ninde known to the Embassy 
that Democratic Longue participation was at this time ‘impossible’’. Further¬ 
more, it seems extremely unlikely that there will be any Communist participa¬ 
tion in the government between now and the end of the year when the new 
constitution comes into force. 

Tlie reorganization of the Executive Yuan which will be carried* out by the 
State Council will offer some indication of how assertive and energetic the 
Council will bo and In what direction the government may be expected to move. 
Concessions to the CC-Clique, bowcrcr. because of its control of Kuomlntang 
machinery, may be expected to ensue in this reorganization. 

In face of the magnitude of Chinese internal problems, aside from the existence 
of a state of civil war. to expect too rapid change would he unrealistic, but the 
calibre of Kuomlntang and Independent appointees to the State Council offer 
reasonable ground for hope that there will be an effort made to achieve healthy 
and substantial change. Such change will come slowly, however, and In the 
process it must be borne in mind that the CC-Oltque, while at the moment not 
in the forefront, is still substantially in the control of the Kuomlntang party 
machinery. The Inclusion of non-KuomIntang groups at least offers promise for 
the stimulation of political activity and the development of nou-CommunIst 
opposition, but in the final analysis the major imponderable is whether or not 
the Qcnorallssimo will be capable of seeking and being guided by the advice of 
llbcrnl-progresslve public servants rather than acceding to the reactionary 
henchmen personally loyal to him. 

• StUAbt 

129 

The ATnbas8a<U>r in China {Stitart) to Secretary Marshall 

803.00/7-647 

Nanking, July 5, 19^1 

Following fa the text of the resolution on general national niobtltsation passed 
by the State Council July 4: 

With a view to delivering the people from Communist-held areas, safeguarding 
the existence of the nation, and consolidating national unity, it Is herein pro- 
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posed that a natlooal general oiobilization bo enfcjrced to queU the rebellion of 
the Chinese Commiinists and reiuore obstacles to deniocracj', thereby Inaiqturat- 
iDg coDStitutional government according to schedule and implementing thoroughly 
the program of peaceful national reconstruction: 

Following the conclusion of the war. the government Immediately embarked 
upon rehabilitation In order that reconstruction niiuht be launched to resuscitate 
the people. Admitte<Uy, not all of Its administrative measures succeeded as 
expected. 

With regard to the acts of the Chinese C^uumunist Party in carrying out its 
regional domination through its own arm>\ ravaging towns and cities, and 
staging armed rebellion against the state, the government consistently and 
steadfastly held to the policy of political settlement and. to seek its materialIza- 
Uon, exercised utmost tolerance and made most liberal concessions. 

Since October last year* however, the Chinese Communist Party have re¬ 
nounced the coase-fhe orders issued by the Government, l)c»ycotte<J the National 
Assembly, and furthermore, rejected the Government proposal to send a repro* 
seotative to Yenan for peace negotiations. Lately, the Chinese Communists, 
through their propaganda organ, flatly turned down the peace proposal initiated 
by the People's Political Council. 

While the Government is concentrating on the reorganization of the army the 
Chinese Communists are expanding their armed forces to coerce the people. 
While the Government is engaged In rehabllllatioii and reconstruction the Com¬ 
munist rebels are everywhere obstructing the work and destroying communica¬ 
tions and industrial and mining enterprises. W'hlle the Government Is devoting 
itself to the realization of democratic rule and the preparation for Inauguration 
of constitutional government, the Communist rebels are advocating democracy 
and persecuting people at the same time. 

In recent months, the Coniniunlst rebels launched large-scale offensives against 
National troops In North and Northeast China to prevent the Government from 
taking over notional territory and sovereignty. Their intention of destroying 
the nation is evident and their rebellious actions of instlguting riots to disturb 
social peace and order are obvious. 

The Communist rel)els. In openly starting their all-out armeil rebellion, have 
practically ostracized themselves from the people of China. In fact, they have 
long considered themselves as an armed rebellious group rather than a po¬ 
litical party. Apparently they are ready to go any length to antagonize the 
nation. They are so obdurate and Incorrigible that the Government's policy to 
achieve peaceful national reconstruction can no longer be realized through po¬ 
litical means. 

The suffering of our compatriots in Communist-devastated North China and 
regions near Communist-held areas Is dally aggravating. The Government 
should no longer fall to redeem Its negligence and remain callous to the people's 
afflictions. The people of the nation, In order to live and work peacefully, 
must tnako every effort to remove this greatest obstacle to national reconstruc¬ 
tion. Otherwise, they cannot safeguard the foundation of the nation and 
stabilize social order to ensure security for the country and the people. 

It is the duty and responsibility of the Government to acblevc unity in the 
nation and safeguard the survival of its people. If the Communist rebellion 
Is not speedily suppressed, not only constitutional democracy cannot be realized, 
but unity and security of the nation will not be ensured. It is, therefore, with 
great reluctance that the Government has determined to quell the Communist 
rebellion. To remove the obstacles In the way of constitutional democracy, and 
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to attnin tho final aim of national reconstruction, wc must intensify our cam* 
paign against tlie Communists and, at the same time, redouble our efforts in 
reconstruction, whioli are to be aebieved only through a singleness of purpose 
and marshalling of national resources. 

With this purpose in view, it is proposed that the State Oiuncil order n 
national general tnohUization and encourage the people to help in its execution. 
Plans concerning the acceleration of economic reconstruction, thi* reform of 
local governments, the mohni/.atlon of maniKiwer and resources, the improve¬ 
ment of fond and conscription administrations, the maintenance of social order, 
the mitigation of the people's sufferings, the protection of their basic riglits, 
the practice of thrift, the Increases of agricultural and industrial production, 
an<l the ninoUoratlon of the treatment of officers and men shall be carefully 
drafted by the competent authorities and enforced in accordance with law. 
The competent authorities shall also be instructed to guard against abuses in 
the execution of those plans. • 

Stuart 
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Central News Agency Bulletin Dated July 5, 1047* 

803.00/7-847 

GonernJ ChnOf^Chun, Prosldont of tlio Exorullve Yunn, (loclarcd in an exclusive 
iiitcrview witli Central News this cveniiijr that the covernment Is determined to 
restore national unity throuRh the suppression of tlio Communist rebellion and 
to accomplish national reconstruction anil rejuvenation by hard self*exertlon. 

General ChanR said that the Executive Yuan received Instructions from the 
National Government yesterday to enforce national Rcnernl mobilization, to 
remove obstacles to democracy and to carry out tlie peaceful ri*constructlon policy. 
Tills is an important step taken by the government for 8pee<llng up national 
reconstruction and It will bo put into execution tininedlately, General Chang 
added. 

Explaining the reason why the government should enforce a national genera) 
mobilization to quell the Communist rebellion, Genoral Chang said that the gov- 
emment is deeply concerned over the sufferings of the people and is forced to 
take military action immedinloly to quell the Communist rebellion which, other¬ 
wise, would probably destroy the whole nation. 

Ciiinn had hoped to embark u|>on national reconstruction, to democratize her 
government and to iiidnstrinlizc her economy liumcdlately after the Slno-Japanese 
war, General Chang recalled, but unfortunately, during the war the Communists 
took advantage of national grievance, expanded their armed forces which after 
the war have constituted a serious obstacle to the reconstruction of the country. 

The protracted i>cnce negotiations between the government and the Communists, 
the convocation of the Political Consultation Conference and the mediation of 
American friends have all failed to stop the Communists* sinister ambition to 
seize political power by military force, General Chang remarked. During the 
past two months, the Communists hove further intensified tlielr subversive activ¬ 
ities, starting open armed rebcllton, persecuting the people and destroying what¬ 
ever construction work the government has done, he added. 

Tho significance of the general mobilization Is to rally the national will and 
strength to speed up political and economic reconstruction by removing all 

■ Transmitted by the Ambassador from Nanking, July 8,1047. 
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obstiicles. General Chant: .4sserted. It is a stnitiKle beUveen the canstruetlve 
force aucl destructive force as Nvell as a strut:t;le between the deinucratio force 
and the anti-demooratio force. It i.« quite unexiiwted that China in llio course 
of national roc'onstrui tion should have to pas.s thrcaigli such n period. Now that 
it has been f<irced tipon us. we must rally our national strength to overcome all 
dillicuUies. We are iletennined t^^ restore natiotial unity through the suppression 
of the Couiinunist rebeilion and to accomplish iintiounl reconstruction through 
hard self-exertion. Tlie stronger Is our will the shorter will be this difficult 
I>eriod, General Chang opined. 

The national general mobilization Is more jKisiiive for national reconstruction 
than for the sup|»ression of the Coiuuiuiiist rt^bellion, (General Chang said. When 
the nation is striving for peace and unify, the Pnunier said, all the people should 
plac*e the interests of the state above their own. Tlie government should respect 
the rights and fiwdonis of the pcniple and the people should also respe<*t law 
and strengthen their sen.se of responsihility toward the state. 

During the |KU*iod of national getuH'al niobillzution. the government will see 
that all orders are faithfully and promptly carried out he stiid. Government 
officials shotild win the conlidenoe and coopt^ratiem of the pecqile and coordination 
among various government departments should he further strengthened. Corrui>“ 
tion and delinquency among government offielais and arme<l forces should be 
wljK'd out, Geiiernl Chang emphasiztHl. 

Itoviewing the history of national revolutitui, General Chang expressed the 
belief that Clilna’s national rooonstruotlon can net or be obstructed by any renc* 
tiormry force. Now that the guverninent has determined to suppress the Com¬ 
munist rel>ellion and ciinsolldate national unity, tlie in^ople all over the country 
are expected to support the government's |Mdicy and contriiiute ibeir share to 
bring tlie task to consuniiuation, Gcuieral (Miang conclude^]. 


131 

Roilio Broadcast on Jvhj 7, 10J^7y by Prenident Chiang Kai-shek^ 

803.00/7-1147 

FtUo\c^<:o\inirymcn: 

On this, the tenth anniversary of the Double Seventh, I feel called upon to 
earnestly inform you of the following iimjor happenings since the conclusion 
of the war: the change of uur national situation, the crisis confronting our na¬ 
tion as a whole, and the factors that will determine our destiny. 

It was primarily to defend her domain, recover the Northeast and preserve 
her sovereign anti territorial Integrity that China fought the Japanese aggressor. 
She will never attain her war aim so long as her sovereignty and territorial 
administration in the Northeast remain uiirestored. nor will the death of milUons 
of Chinese soldiers anti civili,uns be vindicated. The responsibility, therefore, 
falls equally on the shoulders of the survivoi^s. 

Id tlie Northeast, as everybody knows, there were no Chinese Communist 
rebels prior to the Japanese capitulation. In the one and a half year, however, 
since National troops entered that part of the country to take over sovereignty 
there. Communist rebels at different times launched ilvo offensives against Na- 

•• lOBued by the National Govemraent Information OOlco, Nonklng, July 7, 1047. 
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tioiial troops. They besieged and attacked areas already taken over by the 
Ouverument. carved up the territory, and slaughtered the populace. 

Lately, the Comumnlsts’ reply to the peace proposal from the People's 
Political Council was 8rst. a barrage of vltuperatives through their propaganda 
machine, and then a series of fanatical thrusts outside of the Great Wall. The 
latest Communist offensive in the Northeastern provinces, because of Us unprece¬ 
dented inagnltude. Is especially slguillcaut. Since early May, the Communists, 
In powerful thrusts, have tltrown more than 300.000 men against various strategic 
bases. Finally, they focus.sed their attacks on one single locality, Szeplngkal, 
employing a Uirce that outmimbeivd the flefenders ten to one. The battle raged 
for 18 days and nights. 

Thanks to the fighting stamina of our forces developed during the war against 
Japan, the Invading Comiiiunlsts were given a decimating blow. Their plot to 
encircle Changchun and Kirin and seize Shenyang (Mukden) was crushed, and 
the tide of war turned in our favor. 

Under no circumstances, however, will the Comimmlst rebels abandon their 
consistent, lnsl«lions design of ruining their own fatherland. It cannot be con¬ 
ceded that the Szt‘plngknl victory may linve fundauicntally remove«l the crisis 
facing the Northeast. Everyone knows well just how the Chinese Communist 
rebels entered the Northeast and how the various rebellious units there were 
organized. 

The Chinese Communists patently are heir to Imperialistic Japan and tlie 
“Manchoukuo" puppets, and they are now In the process of carrying out the 
pernicious plot to dlsUntegrate China which was left unfinished by tlielr Japanese 
predecessors. Tliat plot would not permit restoration of Nortlieast sovereignty to 
the Clilnese imtioii nor would it allow the Chinese nation to enjoy territorial 
and administrative Integrity. 

Worse still, the Chinese Communists have even made a cat’s paw of remnant 
Japanese troops to ravage our territory and people at their coimuand. In per¬ 
version, inullgnancy and treachery, the Chinese Communists Indeed are worse 
tlinn any bandit, traitor or puppet In Chinese history. 

Fellow-countrymen, we must realize that. In thus engaging In armed rebellion, 
the Communists aim to disintegrate all of China and our whole nation. They 
seek total elimination of our national spirit and hereditary virtues, eternal 
enslavement of our race, and the complete deprivation of the basic human 
attributes of Independence and freedom. 

Should the Communists, Indulging In such bestial acts of destroying human 
instincts and suppressing human ethical concepts, be allowed to continue to exist, 
the Chinese nation would in the near future suffer the disaster of national 
extinction with Indiscriminate, wholesale massacre, collective banishment and 
eternal slavery for all the composite racial groups. 

The aim of our National Revolution is to build a new, Independent, free 
China—of the people governed for the i>eoplc and by the people—on the basis of 
the Three People’s Principles. To build such a nation requires, first of all, na¬ 
tional unity and peace. Without national unity, however, there con be no 
national peace. Nor can tbero be democracy nnd liberty. National unity Is all 
the more Important for the people’s welfare. Therefore, If national unity cannot 
be achieved, the Ideal of national reconstruction will remain Illusory and the 
Principles of Nationalism, Democracy and People's Livelihood can never be 
realized. The people naturally cannot enjoy normal life when their land Is being 
devastated, their economy monopolized, their production destroyed and their 
communications disrupted by the Communists. 
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You may still remember my earuest apin^al to the Communist Party after 
V“J Day: **With the devastating? war barely ended, there should not be any 
civil strife.** No responsible government or patriotic Individual would let the 
country and the people fall into another war when they are still suffering from 
the ravages of a large-scale war. 

We have never attempted to castigate communism as a theory or ideal. We 
continued to hope that the Communists might follow the course of democracy, ns 
Che Communists in Great Britain and the United States have done for so many 
years, by appealing to the electorate for support of their platform. We have been 
consistent for the past ten years, and even more so in the last year and a half, in 
our attitude toward the Comn^unists. W^e have practised extreme tolerance and 
we have made substantial compromises and concessions, in the hope that the 
Curnmnnists would refrain from disrupting national unity, carrying on military 
regional domination, and UDderDiiniDg the foundation of the nation, and that 
they would contribute their share In natioual reconstruction. The Government 
was willing to give full consideration to their opinions. But no peace talk, no 
mediation, has succeeded in dissuading the Communists from staging n rebellion. 
We had no way of nppejiling to tholr coDscionce to give up their destructive policy 
in the interest of the nation and the people. 

The activities of the Communist rebels in the past year or so were centered in 
the destruction of communication lines, industrial and mining plants and the 
already-depleted farms. Every attempt of the Government to appeal for i>eoco 
and every Issunnoc of a ceaso-hre order only brought further expansion and 
attacks of the Communist rebels, which added more difflcultles to the National 
Armies and increased the sufferings and sacrifices of the people, thus creating 
unparalleled difficulties In our postwar social revival. Now, all fellow country* 
men can rest assured that the Communists, whose rehelllous character does 
not seem to change for the better, have no faith in repentance, and apparently 
are detertnined to rebel to the lasL Their ambition and intrigues will not be 
halted until the country is ruined and the world us a whole menaced. If we do 
not discern the treacherous plots of the Communists, and If we are not deter¬ 
mined to quell their rebellion, not only will the people's livelihood be Impover¬ 
ished, but the whole country will be disintegrated. 

It was the pre-do term inc<I policy of the Chinese Communists to rebel against 
the Government after the conclusion of the war. After V-J Day, they openly 
launched the so-called '‘Join-the-army movement,** •‘social struggles,” and “peo¬ 
ple's liquidation,” In the rebel areas. They looted what food and clothing they 
could find in order to conserve their rebollious strength. Not even the old 
men and women or the children are spared from their terrorism and wantoness. 
Youngsters in rebel areas must either follow their dictates or perish, and burial 
alive or torture are meted out If the slightest opposition Is shown. If a man 
escapes from rebel control, his whole family Is executed, Thousands upon 
thousands of our compatriots in rebel areas have become sacrifices to the Com¬ 
munists, who have opposed the Governiiient aud monuced the people. 

In provinces away from the front, especially In large cities of Central and 
South China, there are still many who do not realize the gravltj* of our national 
crisis and the vicious and sinister terrorism of the Communists. They are 
deluding themselves Into false security. They must realize that If it had not 
been for the struggles of our soldiers to quell the Communist rebellion, they could 
not maintain their normal living and would be placed In the same tragic con¬ 
ditions as people in North and Northeastern China. Therefore, If we weaken 
the strength of the National Army, we will deprive the people of their right to 
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exist. B<*oause the people remote from the front are not aware of the realities 
of the situation, the Communists instisate their reaetlonary elements everywhere 
to «lisseininnto anti-eivil war nn<l anti-conscription of foo»l an<l sohllers slocans 
in an attempt to <-onfiise right nn<l wrong, drug people's minds, bewilder the 
inasses and finally weaken the national foiintlntion. This has been done to 
prevent us from mustering our man power and resources for suppressing the 
Communist rebellion and hastening reconstruction. 

W»> can say that our pwiple are being poisoned by Communist propaganda. It 
is evidt'iit that the Communists, in order to implement their plot to betray the 
country and the people, are trying to blintifold us and deaden our conscience. 
The aim of the Communists is to confuse the people so they will Ignore their 
national consciousness and the disaster which confronts them and lose their faith 
in self-improvement nn<l independence, thus falling spiritual captives to the 
Communists. 

The existing confused situation Is what the Communists hoped to create, 
.\n old saying goes: "A lilrd nesting on a falling bough is unaware of imminent 
disaster." As a matter of fart. If the ne.st eventually falls, none of the eggs 
will remain unbroken. Fellow-countrymen, procrastination now will bring death 
in tile near future. It will be too late for regret If we fall into the same pit 
as our <-ompatriots in the rebel areas. Our country and tbe destiny of all our 
peojilo face such a serious crisis that 1 cannot delay calling upon you to bo on 
the alert. 

Fellow-counfrymeii, there are two ways before us and we must Immediately 
choose between them. The first is to vaclllato before the ravages and devastation 
of the Coinmunlsts ami our whole people will perish. The other is to face the 
fiu't.s realistically, put down the rebellious eleinent.s and salvage our nation ns 
well ns ourselves. Shall we choose to quell the Communist rebellion with con¬ 
certed elTorts, so ns to protect our sovereignty, hasten national unity and attain 
the goal of freedom and democracy? Or, shall we procrastinate before Com¬ 
munist vnndnlisin and see our villages pillaged, our kinsmen humiliated, our 
children compelied to heconio Instruments of betrayal, and ovcntunlly our national 
life mined? We must remember how our compatriots arc passing their days 
in North and Northeastern Chinn. 

The people In the Northeast undenveiit more than a decade of Japanese subju¬ 
gation and enslavement. But since the war ended, Communist terrorism, suppres¬ 
sion, looting, and massacring have superseded imperial Japan's despotic rule. 
During the war, people of North Chinn sustained the greatest losses and under¬ 
went the severest tribulations. After the war, Instead of having a breathing 
spell, they were again overrun, this time by the Communists, and thrown Into 
another dark abyss. In their recent offensives the Communists made the ‘‘peoples’ 
iniltlia’’ spearhead the attacks. Wherever the Communists hit, they looted and 
took prisoners, not sparing even dogs and poultry. Their wantonness surpassed 
even that of the Japanese. Whenever the Communists occupy a place, tons of 
thon.snnds of the Inhabitants at great risk move into the Qovcmmcnt-controUed 
areas to find shelter, leaving their homes and property behind them. Their 
lamentations are the most tragic human utterances. How can tliose of us remote 
from the front who have the some ancestral origin, remain Indifferent to their 
lot. The aim of the Communist rebels is to exterminate the country and en¬ 
slave ns all. We must suppress the Communist rebels, otherwise wo shall undergo 
the same sufferings in the near future. 

With our rebabllltatton work yet to be completed, I am fully aware that our 
people in tbe recovered areas are leading a hard life. At any rate, they ob> 
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%-iously fire far better off ♦’laii their brethren in rebel areas where personal 
frt*edom, physical or spiritual, is absolutely forbidden. No whisperings are 
allowed even between father and son, husband and wife. 

Therefore, not only doe.s our suppression of the Coiniminist rebels help to 
save our compatriots in the rebel areas, hut it also helps to save ourselves. If 
we let the Communist rebellion .spread uncliecked, we would bt* inviting ruin. 
The ambition of the Communists is obvious, and it is our responsibility to quell 
them. 

We suffered cruelly and sacrificed the lives of millions of soldiers and civilians 
during our war against the Japanese invaders. If we let the Coiurouiiist rebels 
attain their goal of destroying the Government and erasing the history of our 
war of resislanee, tlius completing the unfinished la.sk of the Japanese to ex- 
terudnato China, how can the losses we suffered iluring the war be redeemed? 

Supiircssion of the Communl.st rebellion, therefore, is aimed at preserving the 
highc.st intere.sts of the state and the basic rights of existence, democracy, and 
liberty of the people. Our struggle against the Communist rebels is as sacred as 
was our resistance against the Japanese aggressor. 

The call to crush tlie Comiimnist rebel.s is a continuation of the unfinished 
tfisk of national reconstruction after our war against Japan. This is necessary, 
us I have told you. if we are to pre.serve the fruits of victory. Such a struggle 
is inevitable if we are to secure imtlonal independence and liberty. This being 
the case, the National troops who Imve fought and died for the cause should 
be resi)eclod by the people the same as those who fought anil died in the Sino* 
Japanese war. Our 450.U00.(K)0 people must not shirk the responsibility of sup- 
pb'ing suflk’ient food and iiiuniliuiis to the National troops at the front. In this 
task of saving the nation and protecting the i>eople, all i>ersons in areas at the 
front and in the rear should share tliclr Joys and sorrows and decide to live 
and die together. 

rellow-countrymen, the Communist rebels' auibltloii has been completely ex¬ 
posed in the rec*eiit battles in the Nortlieust. The national crisis has become more 
and more serious. Our people should not harbor the illusion that they may 
avoid participating In the struggle through some lucky occurrence or temporary 
peace. We must concentrate on onr strength and redouble our efforts In sup¬ 
pressing the Communists and reconstructing the nation, so as to elliniiiatc the 
seeds of misfortune for our future generations. We must achieve national gen¬ 
eral mobilization with the same spirit as we did during the war of resistance, 
and we must multiply our efforts In cllmlnuting the deficiencies we had during 
the war of resistance. We must not hesitate to contribute all our maniMiwer, 
materlul strength and lives, if necessary, to the war of suppressing the rebellion 
In a common effort to save our country and people. Only in this way can we 
preserve the fruits of our victory over Japan, achieve national independence and 
liberty and retain the hope of again securing social iieaee and order. 

Fellow-countrymen, the National Government has issued an order for the 
enforcement of national general mobilization. The purirose of the order Is to 
awaken tl>e people of the whole country to unify their purjiose and concentrate 
tljelr efforts for the struggle. We must call on all patriotic Chinese to rise for 
the salvation of their country and thcmselve.s. 

All the measures taken by the Government will be In accordance with law. 
The Government has implicit faith in the people's patriotic conscience and will 
lot the people themselves serve the country spontaneously on the basis of the 
prlDclplc of nationalism. Every compatriot must love the country and the 
people, observe national laws and perform his duty. He must make every effort 
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to contribute bis part in tlie suppression ot the Communist rebellion and the pro¬ 
motion of national reconstruction. 

The nation's social leaders should pulde the people In promoting the cause In 
every possible way. Our youths in particular, upon whom our national existence 
depends, must discern right from wrong and fair from f»)Ul and promote national¬ 
ism to safeguard national existence. Unless the youths of China are willing to 
be Communist Instruments and are indifferent about national extinction, they 
must recognize that they are descendants of Huang Ti and nationals of the Re¬ 
public of China. If they wish the nation to achieve independence and existence, 
so that they may have freetlom of thought without oppression by the Commu¬ 
nists, they must be determined to face the national crisis. Those who go to 
schools should devote themselves to study, and those who are engaged In agri¬ 
culture, industry and business must devote themselves to production, so as to 
increase national strength. Everybody must play his part aud do his duty In an 
effort to stabilize social peace and order in the rear. 

Our people must know that the nation-wide Communist rebellion is coordinated 
and linked up witli tlie Communists' wen-planned destruction of social order. 
Ever since the beginning of our resistance against the Japanese, the Communist 
Parly has consistently disparaged the war efforts of the Government with vitu¬ 
perative propaganda In an effort to undermine the Government, This was done 
to arouse di.scord between the Government and the people, weaken our strength 
in the war, relegate the international position of the nation, erase the history of 
our war of resistance, minliiilze the iwople's faith in winning the war and deaden 
the people's patriotism. 

The Communists not only spread rumors and Instigate riots In schools, among 
the people, in factories and in financial markets, but they also openly declare 
that such riotous and destructive actions are "the second front" as distinguished 
from "the first front," military operations. Tlieso two fronts are interdependent, 
so that military operations cau disturb the community in the rear and riots In the 
rear can affect the troops at the front. This is malicious intrigue, and I must 
call it to your attention so that you may take timely precautions, 

I can assure you that the Government’s enforcement of national general mo¬ 
bilization will be In accordance with law. All military and administrative or¬ 
gans will respect the basic rights of the people. But anyone who disregards the 
national crisis and principle of nationalism, ond who is willing to take part In 
the work of "the second front," disturbing social order and jeopardizing public 
safety under Communist direction, will be punished by the Government accord¬ 
ing to law, which is responsible for the lualiitcnance of national existence and 
people’s welfare. 

At this time, when the war of suppression against tlie Communist rebels Is 
developing and National trooiis are fighting nt the front, all our patriotic coun¬ 
trymen must struggle with one object In view,—unified strength, definite aim 
and positive efforts.—so as to solidify our military strength and achieve early 
suppression of the rebellious forces. 

The Government's policy regarding the present situation can be seen In the 
resolution of the State Council. The national general mohlllzutlon bos been pro¬ 
mulgated not only for the suppression of the Communist rebellion, but also for 
notional reform and reconstruction. Therefore, 1 wish to point out the following 
two matters: 

First, we must work for national reconstruction. To carry the reconstruction 
work to completion, wo must concentrote today on the suppression of the Com¬ 
munist rebellion by marshalling our spiritual and physical strengUi, thereby 
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rMlizJni? internal unity. We must at the same time intensify our efforts to in¬ 
crease agricultural and industrial pro<luction so as to frustrate the Communist 
Intrigue to underuune the national economy by throwin;? obstacles in the way 
of reconstruction. 

The projrress made in the promotion of and the preparatlcm for the inaugura¬ 
tion of constitutional democracy will not be impetied by the suppression cam¬ 
paign. The Communists renounced constitutional demtKrracy by boycotting the 
National Assembly and obstructing the progress of national reconstruction, al¬ 
though they have proclalme<l that they are dedicated to democracy. From this* 
we can see that the Communists are fundamentally oppo.se<l to the enforcement 
of constitutionalism in Chinn and to the accomplishment of national reconstruc¬ 
tion. If the Constitution is enforced in Chinn, the Communists will have to re¬ 
linquish their military forc<‘s, and they will be deprived of their chief reliance, 
rebellion. 

If China adopts political democracy, the people will become masters of their 
own destiny, and dictatorship of the proletarian, advocated by the Communists, 
can never be realized. Following the institution of constitutional democracy, 
the Government will embark on the necessary work of economic reconstruction, 
and the Communists will be unable to create social disturbances and capitalize 
on them to establish a Soviet regime. 

It Is on this basis that I want to emphasize to my fellow-countrymen, and 
especially to those who arc actually striving for the realization of freedom in 
China and the democratization of our Government, that to attain constitutional 
democracy wo must first eliminate the Communist rebels whose principles run 
counter to constitutional democracy and peaceful reconstruction. To save China 
from terror and chaos, we are duty bound to expedite the preparations for con¬ 
stitution enforcement, carry out completely the Principle of People’s Livelihood 
and safeguard the people's basic rights. This being our consistent policy, we 
shall never slacken our efforts toward its realization. 

Second, we must exert our utmost to effect administrative reforms. We have 
committed ourselves to a dual political program: to quell the Communist rebellion 
and Introduce governmental reforms. Admittedly many defects exist in our ad¬ 
ministration. Weaknesses con also be found In our way of life. Immediately 
after the conclusion of the eight-year war, the Communist rebellion began, thus, 
wo have been given no time to put our bouse in order. Our material resources, 
already drained by the w'or, are practically exhausted. The defects and weak¬ 
nesses in the Government and in our way of life, \vhlcli first made their ai>* 
Iiearance In the war, have now become more apparent- The sufferings of the 
people have Immeasurably increased. Unless drostic reforms are introduced, 
China may not be able to exist In the family of nations. Therefore, political, 
educational, economic and social reforms, which should be made, shall not be 
delayed until the conclusion of the suppression campaign, but will be Initiated 
right away. 

We should seek to Increase our national strength, mitigate the peoples suf¬ 
ferings, and concentrate our will power to effect a thorough going reform so as 
to overcome all dlfilcultles confronting us. Constructive criticisms and sugges¬ 
tions from the people on our political and economic policies and especially ways 
to alleviate the people’s afflictions will be sincerely received by the Government, 
and measures for Improvement will be instigated. It Is also expected that people 
will report, with substantial evidence, mistakes made by governments of all 
levels, so that reforms may be made. 

It was for the purpose of concentrating our efforts to effect an over-all reform 
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nn«l romove all obstacles in the way of national reconstruction tliat national 
yenernl mobilization was ordered. It is therefore positive rather than negative 
in nature: it is nation-wide rather than local in scope. It is obligatory not only 
for the people, but for governments of all levels to seek improvement. 

Pedicated to natioiial revolution. I have struggled for the existence of the 
<ouDtry and the people, the realization of the Tliree People’s Principles, unity 
in the nation and the inauguration of constitutional democ-racy. I have never 
been mindful of per.soiial gains or losses, glories or eclipses. All I can offer you 
is my sincerity to save the country and the people. I caimt>t betray our founding 
father and o\ir martyrs. I cannot betray the cause of national revolution, for 
whicli I Imvp fought so long. I cannot betray the soldiers and the civilians wlio 
died in the War of Itesistance. 1 must preserve to the best of my ability Uie 
acluevements of the eight-year war. I must lead the nation to crush the enemies 
who are obstructing the realization of our principles, destroying national unity 
ami InferfcMltig witli our efforts for peaceful rt*constructlon. I shall not waver 
till the llnal aim is achieved. 

My fellow-cotiiitrymen! On this solemn occasion, I call for a rededlcatlon 
to the unfltilshcd task of national reconstruction and a revival of tlie same 
.spirit and energy manifested when we fought against the aggressors. At the 
conclusion of the war I said that the task of national reconstruction w<»uld 
he ten times more difUcult than tlie military victory. In view of the necumu* 
lated effects of internal trouhle.s and external aggressions over the last hundred 
years and the inllrm basis on which this Ilcpuhllc was founded, wo cannot make 
a new, Indepedent, powerful and prosperous China In a day. But we can count 
on onr long history, large impnlntlon and the moral strength of our people. I 
am sure with those assets we shall bo able to destroy tlie force that is bumpering 
our reconstruction. 

If only the entire population will rise up against the Communist rebels ns 
tliey did against the .lapaiu'se, If only they will use the same determination 
and persevornnee to deni with the Communist insurgents as they did In the War 
of Resistance, (hen the suppression of the Coininunist rebellion can he effected 
wltliin a short period of time. Once this great dlfllcuUy Is overcome, and the 
final obstacle removed, Chinn will enter upon a glorious stage. We should not 
he distracted by Communist propaganda or dismayed by present difllcultics, but 
should retain our sctf-confidcncc. 

I hope we shall always remember our unninching faith In ultimate victory 
during the War of Resistance and our strong determination to carry the work 
of national reconstruction to completion. By quelling the Communist rebellion 
and overcoming the last obstacle, we can expect to nccompllsb the Impor¬ 
tant task of national reconstruction, and vindicate the sacrifice of soldiers 
and civilians who died In the War of Resistance and in the suppression campaign. 

132 

Tfic Ambassador in China {Stuart) to Secretary Marshall 

808.00/7-2147 

Nankinq, July 

Following was published in Central News Agency English Service, dated 
July 10: 

“Following is the text of ‘The Outline for the Implementation of Mobilization 
to Suppress Rebellion and Complete Constitutional Government* which was 
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adopted by the State Council toilay (Job* 18, 1047), to become effeetlYe immedb 
ately: 

“Article 1. This outline has been formulated in accordance with the stipu¬ 
lations of the proj^rani f<ir the enforcetnent of national ^rcneral mobilization 
to suppress the Comnnmist rebellion, remove obstacles to democracy and realize 
constitutional govcrniiiont as scheduled, which was adopted by the Slate Coun¬ 
cil, and the provisions of the National General Mohllizatioii Act (pronuiljzate<l 
by the National Goveriuuent on March 104*-^, and put into effect on May r>, 
11)42). 

“Article 2. Enforcement of constitutionnl goveruinent and ctmducting of elec¬ 
tions in connection therewith shall all be expedited as .stipulattni. 

“Article 3. Maiii>ower nwessary for military, labor an<l tdher services re¬ 
quired to suppress the rebellion shall be fully iuobiii7H.*d. Any action to evade or 
obstruct such sendees shall be punished in accordance with law. 

“Article 4. All materials re<iuired to suppress the rehcdlioii, including food¬ 
stuffs, clothing, medicine, oil, coal, iron ami steel, tninsportatitm and coiiimunl- 
cation equipment, and other supplies needed hy the uiilitury, shall he iminedi- 
atedy mohilized. Any action to evade or obstruct requisitioning of surh supplies, 
hoard them or profiteer from them shall be punished in accordance with law. 

“Anick* 0. Close cooperation shall be iiiaiiitalned botweeD management and 
labor in all enleri*rises. All disputes shall be mediated or arbitrati*<l in accord¬ 
ance with law. Sabotage, me in-outs or any other actions hampering produc¬ 
tion or disturbing social order shall be punished iu accordance with law. 

“Article i>. In order to stabilize the people’s livelihood, the governiuent may 
Institute restrictions or controls over market prices of daily necessities, salaries 
and wnge.s, the How of materials, u.se of capital and other financial activities. 

“Article 7. The Oovernment shall, In aceunlanee with law, take punitive meas¬ 
ures ugainst assemblies where speeches or other actions incite the people to 
rebellion. 

“Article 8. In areas ri*covercd from rebels, autliorities concorne<l shall con- 
KoU<iatc security measures and inalntaiii s^Kdal order. \Yheu necessary, loans 
may bo extencled, taxes in the areas suspended and social relief and mtHllcal aid 
carried out. 

“Article 9. Itefugws from rebel-held areas shall be given adeipjate relief, 
assistance and accommodation by autboritios concerned. 

“Article 10. Authorities concerned shall direct needs. In case of a shortage in 
capital, government bonks may grant loons in order to Increose supplies. If 
necessary, the Governiuent may exercise control over finished products. 

“Article 11. In ureas free from the Communist rebels, local administration shall 
be revamped and social peace and order safeguarded. To improve the jieople’s 
livelihood, priority shall be given to urgent projects of production, transporta¬ 
tion, irrigation and w'uter conservancy. 

“Artlc4e 12. Kquitable taxation shall be incrcaso<l and unnecessary expendi¬ 
ture curtailed In order to finance the suppression u{ the rebellion. 

“Article 13. Measures shall bo formulated to enforce thrift and Increase effi¬ 
ciency, for observance by both the Government and the people. 

“Article 14. Basic rights of the people sliall bo fully res|H*cted and adequately 
safeguarded. Any iinpiiigeiuent thereupon shall ho strictly prohibited, unless 
necessitated by laws and decrees rcniulred for the implementation of mobiliza¬ 
tion and tbe suppression of the rebellion. 

“Article 15. Where there is need for separate detailed measures for the imple- 
liicntatlon of the outline, such measures shall be drawn up by the Ministers and 
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commissions of the ExecutlTe Yuan coDcernedt and, after their approval by the 
Ynau, promulgated by mandates for enforcemeut. 

“Article 16. Violation of Articles 3 to 7 of the outline or any action that would 

% 

be outlawed and restrained in accordance with the stipulations of these articles 
shall be punished iu accordance with the provisional penal regulations for 
obstructors of National General Mobilir^ation Act (promulgated by the National 
Government on June 29, 1142, and put into force on August 1, 1942), 

''Public functionaries who, In the exercise of authority delegated to them under 
tl)e outline, break the law or neglect their duties shall be punished in accordance 
with law. 

"Article 17. In addition to the stipulations of the outline, the Executive Yuan 
may, in accordance with the provisions of the National General Mobilization Act, 
at any time issue mandates to expedite the suppression of t ])0 rebollloD. 

“Article 18. The outline shall be promulgated for enforcement after approval 
by the State Council." 


133 

Summary of Remarks Made hy Lieutenant General Albert C. Wede- 
meyer Before Joint Meeting of State Council and All Ministers of 
the National Government August SSy 1947* 

121.893/8-2547 TAXATION: 

Approximutely 80 percent of the people of China are hard working peasants, 
their crops are visible and officials can easily appraise the amounts the peasants 
are able to give toward government Corrupt officials in many Instances take 
more than the peasants are able to give and this results Qnally in the peasants 
leaving the land and forming bandit groups. 

Id contrast to the taxation of peasants, Chinese buslno.ssmen and rich Chinese 
resort to devious and dishonest methods to avoid payment of proper taxes to 
their government. It is commonly known that Chinese business llrms maintain 
two sets of books, one showing the true picture of business transactions and the 
other showing a distorted picture so that tliey do not pay ns nmch tax ns they 
should. 

Miutabt: 

For the first year after the war, In my opinion it was possible to stamp out or 
at least to minimize the effect of Chinese Communists. This capability was 
predicated upon the assumption that the Central Government disposed Its mili¬ 
tary forces In such a manner as to insure control of all Industrial areas, food 
producing areas. Important cities and lines of communication. It was also 
assumed that the Central Government appointed highly efficient and scrupulously 
honest officials ns provincial governors, district magistrates, mayors, aud through¬ 
out the political and economic structure. If these assumptions had been accom¬ 
plished, political and economic stability would have resulted, and the people 
would not have been receptive, In fact, would have strongly opposed the Infiltra¬ 
tion or penetration of communistic ideas. It would not have been possible for 
the Chinese Communists to expand so rapidly and acquire almost undisputed 
control of such vast areas. I believe that the Chinese Communist movement 

•Transmitted by the AmbasMidor in China (Stuart) to Sccretarv Marshall. Nanking, 
Aug. 25. 1847. 
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caoDOt be defwited by tbe omploymeDt of force. ToOay Clilua is invatlod 

by au idea instead of strong' military forces from tlie ontsitlo. The only way 
iu my opinion to combat this idea successfully is to <io so with another idea 
that will have stron;:er appeal and win tlie support of the iK>ople. This means 
that politically and economically the Ceiitnil Government will have to reuuAc 
corruption and incompetence from its raitks in order to fjrovide justice and 
equality and to protect the personal liberties of the Chinese p<H>ple, particularly 
of the peasants. To recapitulate, the Central Go\ernmei*t cjiunot defeat the 
Chinese Communists by the employment <if force, but can only win the loyal, 
enthusiastic and realistic su|>iM>rr of the masses of the people hy improving: the 
politk*al and economic situation immediately. The effectiveness and timeliness 
of these iiiii)rovements will determine in uiy opinion whetlier ov not llu^ ('entral 
Government will stand or full before the Communist onslan::hr. 

During the war while serving as the Generalissimo's (*hief-of*SintT, I tried to 
impress upon all Chinese iniUtary ofllcials the importance of re*establishlng 
excellent relationships between oHicers and enlisted men. I exiihnne<l that 
officers must show sincere interest in tbe welfare of th<*ir men both in times of 
war and in peace. Woundcnl must be evacuated from the buttlelield and cared 
for in hospitals or aid slot ions. Offlcei's should visit their men in the hospital 
and find out if they can visit them in any way, Otlicors should play games 
with their soldiers such as basketball and soccer. The junior officers should 
know all of their men in the unit by name. They should talk to them anf) 
encourage them to discuss their problems. Explain to them why they are light¬ 
ing. Explain tbe objectives of their Governinent and encourage discussions. 
This will create a feeling of mutual respect and genuine affection. Discipline 
acquired through feer Is not as elTectivo us discipline acquired tiirough affection 
and mtitual respect. It would be so easy for tbe Chinese onict*rs to win the 
respect and admiration of their men who are simple, kindly and brave and who 
will gladly eiidtire hardships and dangers If they are properly led and cared for. 

CoNscBrpnoN: 

I have received many reports that the conscription of men for military service 
is not being carried out honestly or efficiently. Again, os in taxation i)easunts 
are expected to bear the brunt of conscription, although in tho cities there are 
thousands and thousands of able-bodied men, who should bi* under the conscrip¬ 
tion laws eligible for military service. Rich men's sons by tlie payment of money 
avoid conscription and the sons of rich men are being sent to sehool abroad 
Instead of remaining here to help their country in a time of great crisis. 

Reiatiokbhip Bxt^vcQv Miutaby and CtVlIJAKS: 

I cannot emphasize too strongly the importance of establlsliing and maintain¬ 
ing good relationship between military forces and the civilian population. 
Officers and men in the army and air corps should be very careful to be 
courteous, friendly, cooperative and honest In all of their conlucts with civilians. 
In Manchuria, I was told by many sources that tlie Central Government armies 
were welcomed enthusiastically by the people as deliverers from Japanese oppres¬ 
sion. Today, after several months of experience with these Central Govornmeot 
armies, tlie people experience a feeling of hatred and distrust because the officers 
ond enlisted men were arrogant and rude. Also they stole and looted freely; 
their general attitude was that of conquerors instead of that of deliverers. In 
Formosa tbe reports are exactly the same, alicuatiiig the Formosans from tbe 
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Central Governnient. AH of this is n matter of discipline. Of course If the 
ofiicers themselTcs are dishonest or discourteous, one can hardly expect the 
enlisted men to be otherwise. Good relations between the military forces and the 
civilians are absolutely essential if the Central Government expects to bring 
about .successful conclusion of operations against the Communist.*. At first the 
Communist armies were al.so crude and destructive and made the people hate 
even, but In the past few weeks, they have adopted an entirely new approach 
which requires their ofiicers and men to be very careful in ail their relations 
with civilian communities. You can understand therefore how important It is 
that your own military forces adopt steps iiiunediately to Improve the conditions 
that I have mentioned. 

Promotion in the military service should be by merit and merit alone. Older 
officers or incompetent one.s should he retired and relieved. The retired officers 
sliould realize that tiiey must make room fur the younger ones and they must 
accept retirement patriotically and philosophically. There are ontirelj’ too many 
Generals in tlie Chinese Army. Most of lliem are not well-educated and are not 
well versed in modern combat. Generals should never be used in civilian posts 
of re.spon.sihllity, for example, us governors, mayors and magistrates, except 
I>erliaps as Minister of Defense. Military men sliould not be permitted to belong 
to a iwrticular |M)litlcal party. After the constitution goes into effect on December 
25, they should he p«‘rmitted to cast a vote, in other words, exercise the right of 
suffrage, but no military men should be permitted to hold government office or be 
active iiieiubers of a political luirty. 

Governmknt Oboanization : 

I have carefully studied the existing organization of the government. In my 
opinion n definite clear-cut delineation of the authorities and functions of each 
major division of the government from the State Council on down to sub¬ 
divisions of the ministries, is urgently required. At present there Is an over¬ 
lapping of responsibilities and authorities causing frictions and Inefficiencies. 
Also a tremendous sti'eamliuing program is necessary within each government 
ministry or bureau. There are entirely too many employoos, this would effect 
economy In manpower and in funds and I um sure would bring about efficiency. 
In studying your government organization, for example, I could not determine 
the exact authority and function of the National Assembly and Legislative 
Yuan with regard to the enactment of legislation. There must be a streamlined 
organization otid clear cut enunciation in the duties of all of the ministries and 
bureaus of the government. In April a year ogo I discovered that there were 
well over 00 sections in the National Military Council with duplicating fxinctions 
and conflicting authorities. There was little coordination between the various 
groups or sections. Acttmlly there were some groups within the National Mili¬ 
tary Council that were bandllDg matters which had nothing whatsoever to do 
with national defense matters. Today In the Ministry of Defense we have 
grouped 00 sections under 0 general beads and reduced the personnel about 50 
percent. Actually over 75,000 individuals were eliminated. 

ConaupnoN: 

One hears reports on all sides concerning corruption among government of* 
flclnls, high and low and also throughout the economic life of the country. 
With spiralling Inflation, tlm pay of government officials both in civil service 
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and in military service is wliolly inadequate. I am sure tliat persons who are 
presently practicing dishonest methods would never consider doiie^ so wore it 
not for the fact that they receive Insuflicieiit retijurieratiou to meet the hare neces¬ 
sities of life. Many of them arc not trying to acquire vast fortunes, but are just 
trying to provide a standard ot living commensurate with their position. On the 
other hand, certain rich fainillos, some of whom have relatives in high ptjsitions 
of the government, have been greatly increasing their fortunes. N<»potism is rife 
and in my investigations I have found that sons, nephews and brothers of gov¬ 
ernment officials have been put in positions within the government, sjwnsored 
tlrms, or in private firms to enable them to make huge profits at the expense of 
their government and their people. It would be interesting and revealing if you 
would conduct an Investigation into various large banking organizations and 
other newly created business organizations, to ascertain how much money has 
been made by such organizations and to what Individuals or groups of individuals 
the money has been paid. To reduce corruption. It will be necessary to establish 
an Index of the standard of living and ns the exchange rises the pay of civil 
service and military service must be increased accordingly. I should emphasize 
that I am sure many patriotic and selfless Chinese are eking out a bare existence 
under difficult conditions. They are a great credit to Chinn. However, it must 
be very dlscouniging to tbein to realize that many who alrea<ly had amassed 
great fortunes have taken advantage of the present unfortunate situation in 
China to increase their wealth. 

National Asskts and Resources : 

I have Just completed an extensive tour In England and on Continental Europe. 
I made a survey of conditions in those areas such as I have just completed in 
China. The people In Europe are hungry. They have very limited fuel to keep 
them warm and to run the utilities such ns electric power and to provide water. 
It Is difficult for thorn to obtain as much as 1500 calories n day, which Is barely 
enough to keep a henlthy person moving about. Here in China there are untold 
resources, food, raw materials and manpower. It should l>e at once apparent 
that organization and honest, efficient adminlstrotion will strongly contribute to 
alleviate your problems. 

There are approximately ten million Chinese citizens living abroad. These 
Chinese In many instances are financially able to help their country In this time 
of dire necessity. Also there are many Chinese here In China who have vast sums 
of money invested abroad. They should be required to make a complete report on 
their holdings In securities and capital goods. It has been conservatively esti¬ 
mated In America that they could raise at least one billion United States dollars 
from these sources. China Is far from bankrupt in a financial sense or with 
regard to material resources. China Is practically bankrupt In spiritual re* 
sources. If the people of China really love their country and want It to emerge 
strong and united, they should be prepared to come forward and make any sacri¬ 
fice, including their lives if necessary. Again I should like to emphasize that 
It Is predominantly the poor people, the peasants, who are making groat sacrifices 
and predominantly the rich class who are not coming forward to assist their 
country. 

Punishment and Secbet Police : 

I have had reported to roe many instances of misdirection and abuse in 
meting out punishments to offenders political or otherwise. In Formosa there 
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are many so-called roliticnl offenders who are still In prison without any charges 
or sentences. Some have been released but only after paying large sums of 
money and being required to sign a statement to the effect that they were gnllty 
of an offense against the government. Actually in their hearts and minds they 
did not feel that they were guilty of such offense. Secret police operate widely, 
very much as they do In Russia and ns they did in Germany. People disappear. 
Students are thrown Into jail. No trials and no sentences. Actions of this 
nature do not win support for the government. Quite the contrary. Everyone 
lives with a feeling of fear and loses confidence In the goveniment. 

Restoration and RE:\-:TALrziNo CniNESE Economy 

State ownership should be discouraged. Many Japanese Government and 
private Japanese properties In Formosa, Manchuria and other parts of China 
have been taken over by the Central Government. This was perfectly normal 
procedure, hut the government should dispose of these properties ns quickly os 
possible to private Individuals or groups to encourage free enterprise. It should 
be a standing rule that persons In government service, civil or military, should 
not participate in speculative businesses, in hanking and commercial enter¬ 
prises. 

Final Remarks 

The Government should not he worried about criticism. I think constructive 
criticism should be enctiurngcd. It makes the people feel that they are partici¬ 
pating In government; that they are members of the team. I have mentioned 
corner the terrible economic conditions that e.\lst In England. Criticism of the 
government Is expressed freely In meetings on the streets, and in the press, and 
on the radio. This Is In my opinion a healthy condition. The Government 
should point out that It Is made up of humau beings who are of course fallible 
and can make mistakes. The Government should emphasize, however, that 
once the mistakes are pointed out, effective steps will be taken to remedy them. 
The Government should publish information freely concerning cxT>cndlturea, 
taxation. Let all the people know how much income tax each individual, par¬ 
ticularly wealthy people and big business firms are paying. Announce publicly 
when any oflBclal or any Indlvlduol has been guilty of some crime or offense 
and also Indicate the punishment meted out. By the same token, announce 
publicly the accomplishment or good work of Individual Government activities. 
All of these matters would contribute to confidence on the part of the people in 
the Government. They want to know what Is going on and they have a right 
to know. Open and public ofllclal annonneementB on the part of the Government 
will also serve to stop malicious conjectures and adverse propaganda of oppo¬ 
nents of the Government. 

I realize thot many of the Ideas that I have expressed are quite contrary to 
Ohlnese tradition. However, I have carefully studied the philosophy of Confucius 
and I am sure that all of these Ideas are In consonance with the fine principles 
of conduct that he prescribed. I have confidence In the good sound Judgment 
and In the decency of the balk of the Chinese peoples. 1 hope sincerely that 
you will accept my remarks in the same spirit In which they were given, namely, 
in the interest of China. Anything that I can do to help China become a strong, 
happy and prosperous notion, I would gladly do. Anything I could do to 
protect the sovereignty of China and to Insure her a place of respect in the eyes 
of the world In the family of nations, I would gladly do. 
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Additional Points; 

1. A sign of general frustration on the part of Chinese oflicialdom. 

2. Generalissimo’s dabbling in all strata of govcrninent. 

3. Weak Executive Tuan. 

4. Urge closer relationship with the Geiiertilissimo who should encourage 
criticism. 
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Statement of August 10^7^ hy Lieutenant General Albert C. 
Wedemeyer on the Conclusion of Ills Mission in China 

As promised in the initial press release, Qie inquiry into economic, political, 
military aud social conditiosis has been undertaken without coiunutment or 
prejudgment. 

All tiieuibers of the znissloo hare striven for objectivity and impartiality. 
To that end we have traveled widely to escape inlluences peculiar to any one 
area, visiting ilukden and Fusan, Manchuria: Peiping, Tleut.sln. Tsingtao aud 
Tsinuo lu North China; Nanking, Shanghai and Uunkow in Central China; 
Canton in South China, and also Taiwan (Formosa)* 

Successful eflTorts were made to reach all classes and categories of {H-^ople 
as measureil by economic iiosition, intellectual attainment and divergent political 
viewpoints. Foreign business men aud oMiciuls were interviewed. We have 
seen officials of national and local governments, ine]ni>crs of various political 
organizations, many of whom wore frankly crlticul of the government and some 
of whom were far Left in their views. 

Wo have received approximately 2,000 letters, a small proportion of which 
were anonymous. These letters contained suggestions which we were able to 
follow up advantageously. 

The last week of our stay In China was devoted chlolly to analyzing an 
enormous mass of data and In relating political, economic and other Items together 
to roach sound Judgments and conclusions. 

Varied us were the views, there is one point on which all the hearts and minds 
of China unite: Throughout strife-torn China there Is a pasKlonute longing for 
peace, an early, lusting peace. I wish the means of attaining it were as easily 
discernible. 

After V-J Day the Chinese people rightfully expected to enjoy the fruits 
of hard-earned victory* They endured hardships and dangers and suffered 
untold privations in their efforts to expel the ruthless Invader* 

In Chinn today I And apathy and lethargy la many quarters. Instead of 
seeking solutions of problems presented, considerable time and effort are spent 
in blaming outside influences and seeking outside assistance* 

It Is discouraging to note the abject defeatism of many Chinese, who are 
normully competent and patriotic, and who Instead should be full of hope and 
determination. 

Weakened and disrupted by long years of war and revolution, China still 
IK>8sessea most of the physical resources needed for her own rehabilitation, 
Becovery awaits Inspirational leadership and moral and spiritual resurgence 
which can only come from wltliin CblDn. 

^ Reprinted from the New York Herald Tribune, Aug. 25, 1047. 
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While I am fully aware of the Interests and problems of particular indi¬ 
viduals or groups within the country, I am profoundly concerned over the wel¬ 
fare of the Chinese iK*ople as a whole. It is luy cotjvlction that if the Chinese 
Communists are truly patriotic and interested primarily In the well-being of 
their country, they will halt the voluntary employment of force in efforts to 
impose ideologies. If they are sincere in a desire to help the Chinese people, 
they can better do so by peaceful moans, in lieu of the violence and destruction 
which have marked these tragic mouths. 

Equally important, the existing Central government can win and retain the 
undivided, enthusiastic support of the bulk of the Chinese people by removing 
Incompetent and/or c»)rrupt people who now occupy many positions of respon¬ 
sibility in the government, not only national but more so In provincial and 
municipal sti-uctures. 

There are honorable officials who show high efficiency and devotion to duty, 
who strive to live within ridiculous salaries and such private means as they 
possess, just os there are conscientious businessmen who live up to a high 
code of commercial ethics. Hut no one will inlsundcrstand my emphasis upon 
the large number whose conduct is notoriously marked by greed, Incompetence 
or both. 

To regain and maintain the confidence of the people, the Central government 
will have to effect innuedlately drastic, far-reaching political and economic 
rcfoniis. Promises will no longer suffice. Performance is absolutely necessary. 
It should be accepted that military force in itself will not eliminate Commo- 
iilsm. 

On taking leave, all members of the mission join in expressing sincere 
gratitude for the assistance uniformly given by the Ocnerallsslmo and all 
patriotic Chinese with whom we had contact. All Americans hope and pray 
that China will achieve the unity, prosperity and happiness which her people 
so richly deserve and of wlilch they have been unjustly deprived for so many 
years. 
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Report to President Tiniman hy TAeutenant General Albert G. 

edeineyer^ U. S. Army 


19 September I9i7. 

MEMORANDUM FOR THE PRESIDENT” 

Mr DKAB Mr. I^rrsident: In compliance with your directive to me of 0 July 
1047, the attached “Report on Cbina-Eorea’’ is respectfully submitted. 

In consoimnce with your Instructions, advisors from State, Treasury, War 
nod Navy Departments accompanied me on a two months fact-finding mission 
in the Far East. The principal cities and some rural areas in China and 
Korea were visited. Successful efforts were made to reach all categories of 
people as measured by economic position. Intellectual attainment nnd dlTcrgent 
political viewpoints. Conferences were held wlUi public officials and with 
private citizens in all wolks of life. Approximately 1,200 memoranda from 
Individuals nnd groups were received and considered. 

n All refcrcncei to Korea have been deleted from General Wedemeyer’a report Itaelf as 
Irrelevant to tbla paper. 
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The report includes pertinent data in appendices which may be of Interest 
and assistance to appropriate government departments and agencies. The 
report presents against a global background my estimates of the situations, 
current and projected, in both Chinn and Korea, and recommends what I deem 
to be sound courses of action for achievement of United States objectives in the 
Far East. 

Respeetftilly yours, 

A. C. Wkdemeti», 
Lieutenant General, V. S. Arvip. 


MEMBERS OF MISSION 
16 Juiy-18 September 1947 


Captain James J. Boyle. 

Captain Horace Eng. 

Lt. Colonel Claire E. Uutchin, Jr . 

Mr. David R. Jenkins. 

Mr. Philip D. Sprouse. 

Rear Admiral Carl A. Trexel . . . 

Mr. Melville H. Walker. 

Mr. Mark S. Watson. 

Lt. General A. C. Wedemoyer . . . 


Aide-de-Camp—Secretary, War De¬ 
partment. 

Aide-dc-Camp—Interpreter, War De¬ 
partment. 

Military Advisor, War Department. 

Fiscal Advisor, Treasury Department. 

Political Advisor, State Department. 

Engineering Advisor, Navy Depart¬ 
ment. 

Economic Advisor, State Department. 

Press and Public Affairs Advisor, Balti- 
more^Sun, Baltimore, Md. 

Special Representative of the President 
of the United States. 
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V. S- RELATIONS WITH CHINA 


REPORT TO THE PRESIDENT 
CHINA 

Pakt I—Gerjeral Stnlcment 

Chinn’s lilstory is replete with examples of encroachment, arbitrary action, 
special privilege, exploitation, and usurpation of territory on the part of foreign 
powers. Continiie<l foreign infiltration, penetration or err<»rts to obtain spheres 
of influence in China, including Manchuria and Taiwan (Formosa), could be In¬ 
terpreted only ns a <lirect infringement and violation of China's sovereignty and a 
contravention of the principles of the Charter of the Unite<l Nations. It Is man¬ 
datory that tlie United States and those other nations subscribing to the principles 
of the Charter of tlie I’nited Nations should coinbino their efforts to Insure the 
unimpeded inarch of nil iieoples toward goals that recognize the dignity of man 
and his civil rights and, further, deflnitcly provide the opiKirtunlty to express 
freely Iiow and by whom they will he governe<I. 

Those goals and the lofty aims of freedom-loving peoples are jeopardized today 
by forces as sinister ns those that operated In Euri>pe and Asia during the ton 
years lending to WorhJ War 11. Tlie pattern Is familiar—•‘inployment of sub¬ 
versive agents; iiiflitration tactics; Incitement of dlsonler and chaos to disrupt 
normal cK*onoiny and thereby to undermine popular confidence In government and 
lenders; seizure of authority without referenee to the will of the people—all the 
techniques skillfully designed and ruthlessly Implemontod In order to create 
favorable conditions for the Imposition of totalitarian ideologies. This pattern 
is pre.sent In the Far East, particularly in the areas contiguous to Siberia, 

If the United Nations Is to have real effect In establishing economic stability 
and In maintaining world ponce, those developments merit high priority on the 
United Nations’ agenda for study and action. Events of the past two years demon¬ 
strate the futility of appeasement ba.sed on the hope that the strongly consoli¬ 
dated forces of the Soviet Union will adopt cither a conciliatory or a cooi>oratlve 
attitude, except ns tactical oxiiedlonts. Soviet practice In the countries already 
occupied or dominated completes the mosaic of aggressive expansion through 
ruthless secret police methods and through an Increasing political and economic 
enslavement of peoples. Soviet llternture, confirmed ropentedly by Communist 
leaders, reveals a definite plan for expansion far oxco<HUng that of Nazism in its 
ambitious scope and dangerous implicatlnns. Therefore In attempting a solution 
to the problem presented in the Far East, as well ns In other troubled areas of the 
world, every possible opportunity must be used to seize the Initiative In order 
to create and maintain bulworks of freedom. 

Notwithstanding all the corruption and Incoiniwtencc that one notes In Chinn, 
it is a certainty that the bulk of the people are not disposed to a Communist 
political and economic slructure. Some have become afiiliated with Communism 
In indignant protest against oppressive police measures, corrupt practices and 
nial-administratloD of National Government ofllclals. Some have lost all hope 
for China under existing leadership and turn to the Communists In despair. 
Some accept a new leadership by more Inertia. 

Indirectly, the United States facilitated the Soviet program in the Far East by 
agreeing at the Yalta Conference to Russian re-entry into Mnnchurlat and later 
by withholding aid from the National Government There were justifiable 
reasons for these policies. In the one case we were concentrating maximum 
Allied strength ngalnst Japanese In order to nccelorate crushing defeat and thus 
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save Allied Ures. In the olhor, we were withholding uiiQiiallfied support from 
a government within which corruption and incoinpi'tence were so prevalent that 
it was losing the support of its owu i>eoph*. t'urther, the United States had not 
yet realized that the Soviet Union would fail to cooperate in the accoiiipllshiuent 
of world-wide plans for i)ost-WHr rehabilitation. Our own participation in those 
plans has already nffonled as.sistanee to other nations and peoples, friends and 
former foes alike, to a degree unparalleled in humanitarian history. 

Gradually it has become apparent that the World War II objectives for which 
we and others made tremendous sacrifices are not being fully attained, and Umt 
there remains in the world a force presenting even greater dangers to world 
peace than did the Nazi militarists and the Japanese jingoists. Consequently 
the United States made the decision in the Spring of 11147 to a.ssist Greece and 
Turkey with a view to protecting their sovereignties, which were threatened 
by the direct or inspired activities of the Soviet Union. Charges of unilateral 
action aiul clreumveutlou of the United Nations were made by members of that 
organization. In the light of its purposes and principles such critici.snis seemed 
plausible. The Utiltetl States promptly dwlareti its Intention of referring the 
matter to the United Nations when that organization would be ready to assume 
responsibility. 

It follows that the United Nations should be informed of contemplated action 
with regard to China. If the recoinmondalions of this report an- approved, the 
United States should .suggest to China that she Inform the Uniltsl Nations 
officially of her request to the United States for material assistance and advisory 
aid in order to facilitate China's post-war rehabilitation ami economic recovery. 
This will demonstrate that the United Nations is not being circumvented, and 
that the Unile<l States Is not infringing upon China's sovereignty, but c<intrury- 
wlse is cooperating constructively in the interest of peace niul stability in the 
Far East, concomitantly in the world. 

The situation in Manchuria has deteriorated to sucli a degrin* that prompt 
action Is necessary to prevent that area from becotniiig n Soviet satellite. The 
Chinese Communists may soon gain military control of Manchuria niul announce 
the establishment of a guverniiicnt. Outer Mongolia, already a Soviet satellite, 
may then recognize Manchuria and conclude a “mutual support agreement” wlUi 
a de facto Manchurian government of the Chinese Communists. In that event, 
the Soviet Union might accomplish a mutual support agreemont with Communist- 
dominated Manchuria, because of her current similar agroeiueut with Outer 
Mongolia. This would create a difficult situation for China, the United States 
and tlio United Nations. Ultimately It could lead to a Communist-dominated 
China. 

The United Nations might take Immediate action to bring about cessation of 
hostilities in Manchurio as a prelude to the establishment of a Guardiau.shlp 
or Trusteeship. The Guardianship might consist of China, Soviet Russia, the 
United States, Great Britain and France. This should be attempted promptly 
and could bo Initiated only by China. Should one of the nations refuse to par¬ 
ticipate in Manchurian Guardianship, China might then request the General 
Assembly of the United Nations to establish a Trusteeship, under the provi¬ 
sions of the Charter. 

Initially China might interpret Guardianship or Trusteeship ns an Infringe¬ 
ment upon her sovereignty. But the urgency of the matter should encourage a 
realistic view of the situation. If these steps are not taken by China, Man¬ 
churia may be drawn Into the Soviet orbit, despite United States aid, and lost, 
perhaps permanently, to China. 
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The economic deterioration and the incompetence and corruption In the 
political and military organixatlons in China should be considered against an 
all-inclusive background lest there be disproportionate emphasis upon defects. 
Comity requires that cognizance be taken of the following; 

Unlike other Powers since V-J Day, China has never been free to devote 
full attention to Internal problems that were greatly confounded by eight years 
of war. The current civil war has imposed an overwhelming financial and 
economic burden at a time wljon resources and energies have been dissipated 
and when, in any event, they would have been strained to the utmost to meet 
the problems of recovery. 

The National Government has consistently, since 1927, opposed Communism. 
Today the same political leader and same civil and military offlclals are deter¬ 
mined to prevent their country from becoming a Communist-dominated State 
or Soviet satellite. 

Although the Japanese offered increasingly favorable surrender'terms dur¬ 
ing the course of the war, China elected to remain steadfast with her Allies. 
If China had accepted surrender terms, approximately a million Japanese 
would have been released for employment against American forces in the 
Pnclllc. 

I was assured by the Generalissimo that Chinn would support to the limit of 
her ability an Aiiioricnn program for the stabilization of the Far East. He 
stated categorically that, regardless of moral encouragement or material aid 
received from the United States, he is determined to oppose Communism and 
to create a democratic form of government In consonance with Doctor Sun 
Yat-sen’s principles. He stated further that he plans to mnke sweeping reforms 
in the government Including the removal of incompetent and corrupt officials. 
He stated that some progress has been made along these lines but, with spiraling 
Inllatioi), economic distress and civil war, it has been difficult to accomplish 
fully these objectives. He emphasized that, when the Communist problem is 
solved, he could drastically reduce the Army and concentrate upon political and 
economic reforms. I retain the conviction that the Gencrnlissimo is sincere in 
his desire to nttnin these objectives. I am not certain that be has today sufficient 
determination to do so if this requires absolute overruling of the political and 
military cliques surrounding him. Yet. if renlistlc Unitc<l States aid Is to prove 
effective in stabilizing the situation in China and in coping with the dangerous 
expansion of Communism, that determination must be cstahUshed. 

Adoption by the United States of a policy motivated solely toward stopping 
the expansion of Communism without regard to the continued existence of an 
unpopular repressive government would render any aid Ineffective. Further, 
United States prestige in the Far East would suffer heavily, and wavering ele¬ 
ments might turn away from the existing government to Communism. 

In Chinn [and Korea], the political, economic and psychological problems are 
inextricably mingled. All of them are complex and are becoming increasingly 
difficult of solution. Each has been studied assiduously in compliance with your 
directive. Each will be discussed In the course of this report However, It Is 
recognized that a continued global appraisal Is mandatory In order to preclude 
disproportionate or untimely assistance to any specific area. 

The following three postulates of United States foreign policy are pertinent to 
indicate the background of my investigations, analyses and report: 

The United States will continue support of the United Nations in the attain¬ 
ment of Its lofty alms, accepting the possible development that the Soviet Union 
or other nations may not actively participate. 
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Moral support will be given to nations and peoples that have established 
political and economic structures compatible with our own, or that give con¬ 
vincing evidence of their desire to do so. 

Material aid may be given to those same nations niul peoples in order to ac¬ 
celerate post*war robabilitatloD and to develop economic stability, provided: 

That such aid shall be used for the purposes Intended. 

That there is continuing evidence that they are taking effective steps to 
help themselves, or are firmly committed to do so. 

That such aid shall not jeopardize American economy and shall conform 
to an Integrated program that involves other international commitments and 
contributes to the attainment of political, economic and psychological objec¬ 
tives of the United States. 


Part II—Cbion 
Poliiical 

Although the Chinese people are unanimous in their desire for peace at almost 
any cost, there seems to be no possibility of Its realization under existing cir¬ 
cumstances. On one sale is the Kuouiintang, wliu.se reactionary 1eatler.<hip, 
repression and corruption have caused a loss of popular faith in the Government. 
On the other side. liounU ideologically to the Soviet Union, are the Chinese Com¬ 
munists, whose eventual aim Is admltteilly a Communist state In China. Some 
reiKirts indicate that Communist measures of land reform have gained for them 
the supp<»rt of the majority of peasants In areas under their control, while others 
Indicate that their ruthh>ss tactics of land distribution and terrorism have alien¬ 
ated the majority of such peasants. They have, however, successfully organized 
many rural areas against the National GovorDment. Moderate groups are caught 
between Kuornintang misrule and repression and ruthless Communist totalitar¬ 
ianism. Minority parties lack dynuuitc leadership and slz^ible following. Neither 
the niodcnites, majiy of w*hom are in the Kuornintang, nor the minority parties 
are able to make Uieir influence felt because of National Government repression. 
Existing provincial opposition loading to possible separatist movements would 
probably crystallize only If collapse of the Government were Imminent. 

Soviet actions, contrary to the letter and spirit of the Sino-Soviet Treaty of 
1945 and Its related documents, have strengthened the Chinese Communist posi¬ 
tion in Manchuria, with political, economic and military repercussions on the Na¬ 
tional Government's position both in Manchuria and in China proper, and have 
made more difficult peace and stability in China. The present trend points toward 
a gradual disintegration of the National Government's control, with the ultimate 
possibility of n Communist-dominated China. 

Steps token by the Chinese Government toward governmental reorganization 
in mld-Aprll 1947 aroused hopes of improvement In the political situation. 
However, the reorganization resulted in little change, neactionary influences 
continue to mold important policies even though the Geueraiisslmo remains 
the principal determinative force in the government. Since the April reorgan¬ 
ization, the most slgnlflcaot change has been the appointment of General Chen 
Cheng to head the civil and military administration in Manchuria. Projected 
steps Inclode elections in the Fall for the formation of a constitutional govern¬ 
ment, but, under present conditions, they are not expected to result in a govern¬ 
ment more representative than the present regime. 
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Econ^ymic 

Under the impact of civil strife and inflation, the Chinese economy is disinte¬ 
grating. The most probable outcome of present trends would be, not sudden 
collapse, but a continued and creeping paralysis and consequent decline In the 
aiithurily and power of the National Government. The past ten years of war 
have caused serious deterioration of transportation and conimunlcatlon facili¬ 
ties. mines, utilities and industries. Notwithstanding some commendable efforts 
and large amounts of economic aid. their overall capabilities are scarcely half 
those of the pre war period. With disruption of transiwrtatlon facilities and the 
loss of imich of North Chinn and Manchuria, important resources of those rich 
areas are no li>ng<T available for the rclmbiUtatkm and support of Chinas 
ecouomy. 

Inflation In Chinn has been diffused slowly through an enormous population 
without causing the liumcdiate dislocation which would have occurred In a highly 
industrialized economy. The rural people, 80 per cent of the total Chinese popu¬ 
lation of 450 million, barter food-stuffs for local handicraft products without suf¬ 
fering a drastic cut In living standards. Thus, local economies exist In many 
parts of China, largely insulated froiu the disruption of urban Industry. Some 
local economies are under the control of Communists, and some are loosely 
uiiiler the control of provincial nulhorltles. 

The principal cause of the hyper-lnflatlon Is the long-continued deficit In the 
national budget. Prc.sont revenue collections, plus the profits of nationalized 
enterprises, cover' only one-third of governmental expenditures, which are ap¬ 
proximately 70 per cent inllltary, and an increasing proportion of the budget Is 
financed by the issuance of new currency. In the first six months of 1947 note- 
issue wa.s tripled but rice prices Increased seven-fold. Thus prices and govern¬ 
mental expenditures spiral upwards, with price Increases occurring faster than 
new currency can be printed. With further price increases, budget revisions will 
undoubtedly he necessary. The most urgent'economic need of Nationalist China 
Is a reduction of the military budget 

China's external official assets amounted to $327 million (US) on July 30, 
1947. Privntely-hatd foreign exchange assets arc at least $000 million and may 
total $15(K) million, but no serious nttenvpt has been made to mobilize these 
private resources for rehabilitation purposes. Private Chinese assets located in 
Chinn Include probably $200 million in gold, and about $75 nallllon In US cur¬ 
rency notes. Although China has not exhausted her foreign official assets, and 
probably will not do so at the present rates of Imports and exports until early 
1940, the continuing deficit In her external balance of payments Is a serious 
problem. 

Disparity between the prices of export goods In China and In world markets 
at unrealistic official exchange rates has greatly penalized exports, ns have 
disproportionate Increases In wages and other costs. Despite rigorous trade and 
exchange controls, imports have greatly exceeded exports, and there consistently 
has been a heavy adverse trade balance. 

China’s food harvests this year are expected to be significantly larger than 
lost year's fairly good returns. This moderately encouraging situation with 
regard to crops Is among the few favorable factors which can he found In 
China’s current economic situation. 

Under inflationary conditions, long-term Investment la unattractive for both 
Chinese and foreign capital. Private Chinese funds tend to go Into short-term 
advances, hoarding of commodities, and capital flight. The entire psychology Is 
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speculative and innutioimry, preventing ordinary busiue:;^ planning and handi¬ 
capping industrial recovery. 

Foreign business enterprises in China are adversely affected by tbe ineflQcient 
and corrupt administration of eschange and import controls^ discriminatory 
application of tax laws, the increasing role of government trading agencies and 
the trend towards state ownership of industries. Tbe Chinese Government 
bus taken some steps toward improvement but generally bus been apathetic In 
its efforts. Between 1944 and 1947, tbe untiduflationary measure on which the 
Chinese Government placed most reliance was the public sale of gold borrowed 
from the United States. Tbe Intention was to absorb paper currency, and thus 
reduce the effective demand for goods. Under tbe circumstance of continued lurge 
deficits, however, the only effect of the gold sales program was to retard slightly 
the price infiation and dissipate dollar assets. 

A program to stabilize tbe economic situation was undertaken In February 
1947. The measures included a wage freeze, a system of limited rationing to 
essential workers in a few cities, and the sale of government bonds. The effect 
of this program has beim slight, and the wage freeze has been abandoned. In 
Augtist 1947, the tinrealistic official rale <if exchange was replaced, for proceeds 
of exports and remittances, by a free market in foreign exchange. This step is 
expected to stimulate exports, but it is too early to tletermlne whether It will 
be effective. 

The issuance of a new silver currency has been proposed as a future measure 
to combat inflation. If the government continued to finance budgetary deficits 
by unbacked note Issue, the silver would probably go into hoards and the price 
infiation would continue. The effect would be no more than that of the gold sales 
in 1944-1947, namely, a slight ond temporary retardation of tbe inflationary 
spiral. The proposal could be carried out, moreover, only through a loan from 
the United States of at least $200 million in silver. 

In the construction field, China has prepared expansive plans for reconstruction 
of communications, mines and industries. Some progress has been made In 
implementing them, notably in the partial rehabilitation of certain railroads and 
in tbe textile industry. Constructive results have been handicapped by a lack 
of funds, (^uipinent and experienced management, supervisory and technical 
personnel. 

On August 1, 1947, the State Council approved a ''Plan for Economic Reform.*' 
This appears to be an omnibus of plans covering all phases of Chinese economic 
reconstruction bnt Its effectiveness cannot yet be determined, 

Socicl—Cultural 

Public education has been one of the chief victims of war and social and 
economic disruption. Schoolbousos, textbooks and other equipment have been 
destroyed and the cost of replacing any considerable portion cannot now be 
met. Teachers, tike other public servants, have seen the purchasing power of a 
month's salary shrink to tbe market value of a few days' rice ration. This 
applies to the entire educational system, from primary schools, which provide 
a medium to combat tbe nation’s grievous illiteracy, to universities, from which 
must come tbe natiQD's professional men, technlclAns and administrators. The 
universities have suffered In an additional and no less serious respect—traditional 
academic freedom. Students participating In protest demonstrations have 
been severely and at times brutally punished by National QovernmeDt agents 
without pretense of trial or public evidence of the sedition charged. Faculty 
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members have often been dismissed or refused employment with no evidence 
of professional unfitness, patently Iwcnuse they were politically objectionable 
to government officials. Somewhat similarly, iwriodicals have been closed down 
"for reasons of military security” without stated charges, and permitted to reopen 
only after new managements have been imposed. Resumption of educational 
and other public welfare activities on anything like the desired scale can be 
accomplished only by restraint of officialdom's abuses, and when the nation’s 
economy Is stabilized sufficiently to defray the cost of such vital activities. 

Military 

The overall military position of the National Government has deteriorated In 
the past several months and the current military situation favors Communist 
forces. The Geiiorullsslnio has never wavere<l In his contention that he is fight¬ 
ing for national Independence against forces of an armed rebellion nor has he 
been completely convlncetl that the Communist problem can be resolved except 
by force of arms. Although the Nationalist Army has a preponderance of force, 
the tactical initiative rests with the Communists. Their hit-and-run tactics, 
adapted to their mission of destruction at points or In areas of their own selection, 
give them a <lecUled advantage over Nationalists, who must defend many critical 
areas Including coniK-cting lines of communication. Obviously large numbers of 
Nationalist troops involved in such defensive roles are inunobilize<l whereas Com¬ 
munist tactics permit almost complete freedom of action. The Nationalists’ posi¬ 
tion is precarious In Manchuria, where they occupy only a slender linger of terri¬ 
tory. Their control Is strongly disputed in Shantung and llopcl Provinces where 
the Communists make fro<iuont dislocating attacks against isolated garrisons. 

In order to improve materially the current military situation, the Nationalist 
forces must first stabilize the fronts and then regain the Initiative. Further, since 
the Government is supporting the civil war with approximately seventy per cent 
of Its national budget, it is evident that steps taken to alleviate the situation 
must point toward an improvement in the oCfcctivcness of the armed forces 
with a concomitant program of social, political and economic reforms, including 
a decrease In the size of the military establishment. Whereas some rather In¬ 
effective steps have been taken to reorganize and rcvitnlize the command struc¬ 
ture. and more sweeping reforms arc projected, the effectiveness of the Nation¬ 
alist Army requires a sound program of equipment and improved logistical sup¬ 
port. The present Industrial potential of C'hina Is Inadequate to support militaTy 
forces effecllvoly. Chinese forces under present conditions cannot cope success¬ 
fully with Internal strife or fulfill Chinn’s obligations as a member of the family 
of nations. Hence outside aid, In the form of munitions (most urgently ammuni¬ 
tion) and technical assistance, is essential before any plan of operations can be 
undertaken with a reasonable prospect of success. Military advice is now avail¬ 
able to the Nationalists on a General Staff level through American military ad¬ 
visory groups. The Generalissimo expressed to me repeatedly a strong desire to 
have this odvlco and supervision extended In scope to Include Odd forces, train¬ 
ing centers ond particularly logistical agcacies. 

Extension of military aid by the United States to the National Government 
might possibly be followed by similar aid from the Soviet Union to the Chinese 
Oommnnlsts, either openly or covertly—the latter course seems more likely. An 
arena of conflicting ideologies might be created ns In 1035 In Spain. There Is al¬ 
ways the posslblllt>’ thot such developments In tills area, as in Europe and In the 
Middle East, might precipitate n third world war. 
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Past IV—Conclusions 

The peaceful aims of freedom-loving pc'oples in the world are jeopardized today 
by developments as portentous as those leading to World War II. 

The Soviet Union and lier satellites give no evidence of a conciliatory or 
cooperative attitude in tlie.se developments. The Uniteil States is compelled, 
therefore, to initiate realistic lines of action in order to create and malDtain 
bulwarks of freedom, and to protec’t United States strategic interests. 

The bulk of the Chinese are not disposed to Communism and they are not con* 
cerned with Ideologies. They desire food, shelter and the opportunity to live in 
peace. 

ChUi4i 

The spreading internecine struggle within China threatens world peace. 
Repeated American efforts to mediate have proved unavaillDg. It is apparent 
that po.sitive steps are required to end hostilities imtiKHliately. The most logical 
approach to this very complex and ominous situation would be to refer the 
matter to the United Nations. 

A China dominated by Chinese Communists would be Inltnlcal to the interests 
of the United States, In view of their openly expressed hostility and active 
opposition to those principles which the United States regards as vital to the 
peace of the world. 

The Communists have tlie tactical initiative in the overall military situation. 
The Nationalist position in Manchuria is precarious, and in Shantung and Hopei 
Provinces strongly disputed. Continued deterioration of the situation may result 
in the early establishment of a Soviet satellite government in Manchuria and 
ultimately in the evolution of a Cominuiilst-dominated China. 

China is suffering increasingly from disintegration. Her requirements for 
rehabilitation arc large. Her most urgent needs include governmental reorgani* 
zation and reforms, reduction of the military budget and oxtornnl ossi.stance* 

A program of aid, if effectively employed, would bolster opposition to Com* 
munlst expuDslon, and would contribute to gradual development of stability In 
China. 

Due to exccsse.s and oppressions by government police agencies basic free¬ 
doms of the people are being jeopardized. Maladministration and corruption 
cause a loss of confidence in the Government. Until drastic political and 
economic reforms arc undertaken United States aid can not accomplish ltd 
purpose. 

Even so, criticism of results achieved by the National Government in efforts 
for improvement should be tempered by a recognition of the handicaps imposed 
on China by eight years of war, the burden of her opposition to Communism, 
and her sacrifices for the Allied cause. 

A United States program of assistance could best be implemented under the 
supervision of American advisors In specified economic and military fields. 
Such a program can be undertaken only if China requests advisory aid as welt 
as material assistance. 


Pabt y—Recommendations 

It is recommended: 

That the United States Government provide as early as practlcoble moral, 
advisory, and material support to China in order to contribute to the early 
establishment of peace in the world in consonance with the enunciated principles 



774 


U. S. RELATIONS WITH CHINA 


of the United Nations, and concomitantly to protect United States strategic 
interests ngnlnst militant forces which now threaten them. 

That United States policies and actions suggested in this report be thoroughly 
integrated by appropriate government agencies with other international com¬ 
mitments. It is recognized that any foreign assistance extended must avoid 
jeopardizing the American economy. 


China 

That China be advi.scd that the United States is farornbly disposed to contlnae 
aid designed to protect China's territorial Integrity and to facilitate her recovery, 
under agreements to he negotiated by representatives of the two governments, 
with the following .stipulations: 

Tliat China inform the United Nations promptly of her request to the United 
States for incrca.sod material and advisory assistance. 

That China request the United Nations to take Immediate action to bring 
about a co.ssutlon of hostilities In Manchuria and request tliat Manchuria be 
p1aco<I under a Five-Power Guardianship or, fulling that, under a Trusteeship 
in accordance with the United Nations Charter. 

Tliat China make effective use of lier own resources in a program for economic 
reconstruction and Initiate sound fiscal policies lending to reduction of budgetary 
deficits. 

TImt Chinn give continuing evidence that the urgently required iwUtlcal and 
military reforms arc being implemented. 

That Chinn accept American advisors ns responsible representatives of the 
UnltiHl Stales Government in specified njllllary and economic fields to assist 
China in utilizing United States aid in the manner for which It Is intended. 


APPENDIX TO PART I—Qeneiul Statement 
Dlrccfii'c to Lieutenant Ocneral Wcdemci/cr 

You will proceed to Chinn without delay for the purpose of making nn appraisal 
of the political, economic, psychological and rollltajy situations—current and 
projected. In the courge of your survey you will njalntnln Unison with American 
diplomatic and military ofilcinls in the area. In yonr discussions with Chinese 
officials and lenders in positions of responsibility yon will make it clear that 
you are on a fact-finding mission and that the United States Government can ^ 
consider assistance In a program of rchobllltatlon only lC.^he Chinese Govern¬ 
ment presents satisfactory evidence of effective measures looking towards Chinese 
recovery and provided further that any aid which may be made available shall be 
subject to the supervision of representatives of the United States Government. 

In making your appraisal It Is desired that you proceed with detachment from 
any feeling of prior obtlgntlon to support or to further official Chinese programs 
which do not conform to sound American policy with regard to China. In present* 
lag the findings of your mission you should endeavor to state os concisely as 
possible your estimate of the character, extent, and probable consequences of 
ossistance which you may recommend, and the probable consequences in tlie event 
that assistance is not given. 

When your mission In Chinn Is completed you will proceed on a brief trip to 
Korea to make an appraisal of the situation there with particular reference to 
on economic aid program in Korea and its relation to general political and eco* 
Domlc conditions throughout the country. Before going to Korea you will com- 
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municate witli General MacArthur to ascertain whether he desires you to proceed 
via Tokyo. 

You will take with you such experts, advisers and assistants ns you deem nec¬ 
essary to the effectiveness of your mission. 


July 9, J047 


Approved 
nAiiRY S. Truman 
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Jidsunti} of United States Policy To\card China 

The fundamental bases of United States policy toward Chinn hate remained 
unchanged since the Open Door notes of Secretary of State John Hay In 1899 and 
his circular note to the Powers during the Boxer RehelUou: eciuallty of trade 
and the preservation of China’s territorial integrity. Russian and Japanese 
aggression In Manchuria in the early lOOO’s and Japanese demands to China 
during the first world war threatened these principles. During tliese years 
the United States protested* often futlleb% foreign lofringemont of the Open Door 
Policy. In 1021-22 formal international agreement to these principles was ex* 
pressed in the Nine-Pqwer. Treaty. While the United States adopted a non- 
recognition policy at the time of the Japanese Twenty-one Demands and reiter¬ 
ated this policy at the time of Japanese occupation of Manchuria* the United 
States was not prepared to take stronger stops to uphold Chinese sovereignty 
or American trade rigliis if they involved the risk of war. At the outbreak of 
^ SlnchJapanese hostilities in 1037, the United States restated her policy and 
offered her good ofi^ces for mediation, but a meeting of the signatories of tlie 
Nine-Power Treaty resulted in no concerted action against Japan. The American 
neutrality legislation was not Invoked since it was felt that enforcement of its 
provisions would have hurt China more than Japan. Repeated American diplo¬ 
matic protests proving useless, restrictions were gradually imposed on exports 
to Japan and material aid to China was progressively expanded. Confronted 
with the Issue of American security in the face of Japanese domlnatiou of 
eastern Asia and possible Japanese and German domination of the world, the 
United States was for the first time prepared to run the risk of war in upholding 
her policy. The result was the Japanese attack on Pearl Harbor and United 
States entry into the world war. Strategic consideration caused eoncentration 
of Allied military strength In Europe initially, rather than in Asia, and China 
received relatively little material aid. This producc<l some Chinese resentment 
but the United States attempted to give China various forms of material and 
moral aid and endeavored to build up China’s prestige os one of the major 
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powers. The United States also stressed to China the Importance of a strong 
unified nation and attempted to use influence to that end. Following the Jap¬ 
anese surrender, however, widespread civil war between the National Govern¬ 
ment and the Chine.se Coinniunists threatened. The position of the United States 
and the Soviet Union was of importance. As a result of the Yalta Agreement, to 
which the United States was a party, a Sino-Sovlet Treaty was signed in Augiist 
1945. granting certain rights in Manchuria to the Soviet Union. Although both 
tiie United States and the Soviet Union were committed to the return of Chinese 
territory to Chinese Government control, the Soviet Union utilized Its occupation 
of Manchuria to hamper the Chinese Government and to assist the Chinese 
Comraunlst.s. The United States aided the Chinese Government by transporting 
Its troops to former Japanese-occupied areas and thus found itself in the midst 
of an undeclared civil war. At this Juncture President Truman sent General 
Marshall to China to ineiliate between the two factions and stated that the 
United State.s would be prepared to aid China ns it moved toward peace and 
unity. The early agreement reached by the Chinese factions gradually broke 
down and civil war was renewed on an incrensing scale. Since the end of the 
American mediation effort In .January 1947, the United Stnte.s has continued 
to withhold aid to China In the hope tlint nn improvement in the Chinese internal 
situation would permit the extension of effective aid toward rehabilitation and 
development of economic stahlllty. 

The effect of American policy toward China from the time of the Hay Open 
Door notes until 1941 was not to preserve China’s territorial Integrity or 
provide equality of trade: numml suspicion among the Powers probably was 
the only factor that saved China from dismemberment In the early lOOO's. When 
Japanese nggre.«slon in 1037 threatenetl the territorial Integrity of China and 
equality of trade, the Unlteil States, ns In the past, found diplomatic protests 
unavailing. It was not until the United States felt her own security and interests 
seriously endangered that It was Anally prepared to accept the risk of war to 
protect her security and Interests. Chinn was thus saved from Japanese domi¬ 
nation and control. The American mediation effort, which for the time being 
stopped the civil war, was accompanied In its later stages by tlje spread of 
hostilities In first one and then In another area as the National Government 
occupied Important rommunlst-lield areas. In spite of Increased Chinese Gov¬ 
ernment efforts to destroy the Communist forces following the end of the 
American mediation effort, the civil war has brought no recent major successes 
to Its arms except In Shantung Province. The Communists threaten to occupy 
all of Manchuria and their strength appears to be Incrensing In that area. In 
view of the continued economic deterioration in National Government areas, It 
may bo said that the American mediation effort has been to the advantage of 
the Chinese Communists and conversely to the disadvantage of the National 
Oovornmont. 

Current Political Sifuafion 

Chino Is confronted with civil war, a deteriorating economic situation, social 
unrest and the psychological reactions Inevitable under such conditions. Among 
the people themselves, there Is a unanimous desire for peace at almost any cost 
There seems, however, to be no possibility of any peaceful settlement In the 
foreseeable future between the National Government and the Chinese Oom- 
munist Party, owing to recent Communist military successes In Manchuria, added 
to Communist awareness of the Government’s increasing economic difficulties. 
The National Government has issued a General Mobilization Order with the 
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object of estAblisbiii? powers and creating forces in order to destroy the Chinese 
Commonifit forces; however, to the detriment of the government it is also being 
used to suppress opposition which Is not Comninnist at all. 

The Chinese Government is headed by Generalissimo Chiatig Kai-shek and 
dominated by the Kuoruintang under his leadership. The reactionary character 
of Kuoinintang leadership, the repressive nature of its rule and the widespread 
corruption among Government oflicials and military officers have cost the Gov¬ 
ernment heavily in terms of the confidence and support of the pe<iplo. There 
is a widespread belief that under present conditions, unless the National Govern¬ 
ment takes drastic measures of reform. It will, through a slow and gradual 
process, disintegrate. 

The Chinese Communists are self-professed Comuninists bound iileolc»gically 
to the Soviet Union. They proclaim as their eventual aim the ostahlishmont of 
a communist state in China. The Chinese Communists constantly foster anti-^ 
American feeling in areas under their control, picturing the United Slates as an 
imperialistic power which lius as its objective the enslavement of the world, 
Their ruthless tactics of land distribution and opiiression of the Christian 
missionary movement have made for them bitter enemies among many Ciiinese 
in the rural areas. Some sources say that ComHiunist land reforms have 
benefitted the poor peasants who comprise the majority of the rural population 
and who, therefore, support the Communists, while olbor sources say that 
Communist terroristic tactics have alienated the vast majority of peasants. 
Where local government, regardless of Ideology, Is competent, honest and hu¬ 
mane, tljore is DO local revolt. Whether by suasion or by intimidallon, the 
Communists have in many areas been successful in organi/ing the countryside 
against the National Government. 

Middle of the road groups In China, desirous of the essentials of democratic 
government, arc caught between the misrule and repression of the Kuomlntaiig 
and the totalitarian ruthlessness of the Chinese Communists. Yet in the 
moderate and constructive views of these Chinese, many of them in the Kuoinin- 
tang, lies one of the greatest possibilities for a governinontal program which 
would be acceptable to the mass of Chinese. The trouble is tbot these views 
are not boldly and confidently asserted and cannot bo against the present un¬ 
compromising power of the extremists. The ininority parties, witli present 
leadership and following insufilcicnt to defy intimidation and to assort a vigorous 
policy, offer little hope in the situation. Existing provincial opposition to the 
National Government Is not yet an important factor, but separatist movements 
would probably occur in the event of an imminent collapse of the National 
Government. 

The Chinese Qovenuuent's position in Manchuria has been seriously weak¬ 
ened by Soviet actions. In spite of the Slno-Sovlet Treaty of 1045 and its related 
documents, the Soviet Union has hindered the efforts of the Chinese Qovernnicnt 
to restore its control over Manchuria, has not given tlie **moral support and 
aid in military supplies and other material resources'* provided for in these 
documents and has not i)ermltted the Chinese Govorument freely to take over 
the civil administration of Duireo and the Port Arthur urea. Rather, the Soviet 
Union has assisted the Chinese Communists in Mancliurla by the timing of the 
withdrawal of Soviet troops and by making available, either directly or Indirectly, 
large quantities of surrendered Japanese military equipment. Soviet machina¬ 
tions In western Slnklang and among the Mongols have further embarrassed 
the Chinese aovernment. In brief, the Soviet Union bos given no Indication of 
any effort to assist the Chinese Goveriitncnt and has, instead, taken action which 
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tias aided tlie Chinese Communists in Manchiirin. The result has been to 
strentethen the Chinese Communist position in Manchuria, with political, 
economic and military repercussions on the National Government's position both 
In Manchuria and China proper, and to make more difficult the attainment of 
pence and stability In Chinn. 

SIcps Taken and Projected to Improve Internal Political SilMOlfon 

At tlie time of General Marshall’s departure from China, he stated that while 
tlie form for a dtunocratlc China had been set forth In the new constitution, 
practical measures would be the test to see to what extent the Chinese Govern¬ 
ment would give substance to the form. In mid-April the Chinese Government 
announced the re»>rganization of the State Council and shortly thereafter the 
reorganization of the Executive Yuan. The caliber of the appointees to the 
State (’ouncll indicated that an effort had been made to name some of the most 
capable, moderate and progres.slve members of the Kuomintnng, qualities which 
also cliaracteriwd the non-party appointees to the Council. The only other 
parties to join the Government were the Youth Party and the Socialist Democratic 
Party, but their appointees were without particular significance. Scats were also 
left vacant on tlie Council for the Communist Party and the Democratic League 
in the event they wished to participate In the Council at a later date, but this 
was viewed chiefly ns a political gesture. However, the possible effectiveness 
of the Council was largely nullifie<l by the simultaneous creation of a new 
Kuomintnng Political Committee, the chief figure In which was Chen Ll-fu. 
Tlie important role played by this Committee In eontrolllng the Kuomintnng nnd 
its policies was seen in the subsequent consolidation of the position and strength 
of the CC Clitiuc (dominant right wing of the Kuomintang led by Chen Ll-fu and 
Kuo-fu). Tlie reorganized Executive Yuan under General Chang Chun gave 
similar promise but the political maneuvers of the CC Clique, which was strongly 
opposed to General Chang and his political colleagues, the pace of military nnd 
ecoiioiidc developments, and domination by the Generalissimo tied Its hands and 
neutralized Its efforts to take effective actl«m to meet pressing problems. In 
elTect. therefore, there was a limited reorganization of the Government but it was 
one which failed to bring about any significant changes. Control of the Govern* 
inent nnd Its policies remained. In general. In the some few hands and within 
this framework the Generalissimo has continued to be the main determinative 
force in Chinese Government policy. 

Since the time of the above-described reorganization, few changes In the Govern¬ 
ment have occurred. Perhaps the most significant has been the appointment of 
General Chen Chong. Chief of Staff, as Director of the President’s Office at 
Mukden to succeed GenctuI Hsiung Sblh-hul and the consolidation of civil nnd 
milllnry administration In Manchuria under bis control. This change represents 
an effort to correct the weaknesses of the National Government position In 
Manchuria, but It may have come too late and may not be sufficiently far reaching 
to achieve the desired effect. 

ProJecte<l stops Include elections In areas under National Government con¬ 
trol within the next few months In accordance with the new constitution as a 
prelude to the formation of a constitutlonol government. However, under con¬ 
ditions of civil war, Kuomintang refusal to permit the minority parties to organ¬ 
ize nnd campaign freely for the elections and control by the Kuomintang CO 
(Clique throughout National Government territory, there is no likelihood that 
the elections will result In tlie Immediate creation of a government representn- 
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tlve of the people's win or the formation of a govcrnuiont any more democratic 
than the present regime. Even so, the elections should serve as a step forward 
along the road to representative government. 

Implications of **No Assistance** to China or Continuation of **Wait and See*' 

Policy 

To advise at this time a policy of '‘no assistance** to China would suggest the 
withdrawal of the United States Military and Naval Advisory Groups from China 
and it would be equivalent to cutting the ground from un<ler the f»‘et of the 
Chinese Government. Removal of American assistance, without removal of 
Soviet assistance, would certainly lay the country open to eveulual Communist 
domination. It would have repercu.ssions in other parts of Asia, would lower 
American prestige in the Far East and would make easier the spread of Soviet 
Influence and Soviet i>olitical expansion not only in Asia but in other areas of 
the world. 

It is possible that the adoption of a *‘walt and see’* policy would lead to the 
Generalissimo’s hnnlly carrying out genuine reforms which in turn would enable 
tlie United States to extend effei'tive aid an<l which themselves would furnish 
the best answer to ttie challenge of comtnunistn. Because of an Inevitable time 
lag in Its results, however, such a policy would p(*rmlt for un appreciable time 
the continuation of the process of National Government disintegration. At some 
stage of the di.sintegrntlon the authority and control of the National Government 
might become so weak and restricte<I that separatist movements wouM occur 
In various areas now under Government control. At this point, conceivably there 
might emerge a middle group which would be able to establish a modicum 
of stability In the areas under its control. It would then be possible for the 
United States to extend support, both moral and material, to any such group or 
combination of groups which gave indication of ability to consolidate control over 
sizable portions of the country and whose policies would be compatible with our 
own. This, however, represents conjecture regarding a possible future course of 
events In China. There Is the further possibility that such a policy would result 
at some point in the Generalissimo's seeking a compromise with ttie Chinese 
Communists, although It Is likely that he would not do so until bis position became 
so weak that the Communists would accept n settlement only on terms assuring 
them a dominant position in the government. At worst, under a process of con* 
tfnued National Governinent disintegration, it may be exjiected that there would 
be a long period of disturbance verging on chaos, at the end of which the Chinese 
CommuDists would emerge as the dominant group oriented toward the Soviet 
Union, 

Reforms Needed to Improve the Internal Political Situation 

Reforms to Improve the intornal political situation should, In general, Include 
measures which would (a) make for eillclent government, (b) protect the basic 
freedoms of the people from arbitrary acts of repression, (c) remove civil ad¬ 
ministration from military control, and (d) contribute to the welfare of the 
people. These measures might include, inter alia, reforms such as Uie following: 
Complete separation of the Kuomiotang from the Government and the emer¬ 
gence of the Generalissimo as the leader of the nation rather than of the party; 
reorganization of the National Government, Including both the Executive Yuan 
and the State Council, to ensure participation by responsible Chinese without 
regard to party affiliations; a clear-cut delegation of responsibility in the Govern- 
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mcDt to increase efficiency, foster initiative, prevent the domination of govern- 
mentai affairs and policies by one person and encourage entry Into Government 
service of capable and progressive Chinese now unwilling to serve in the Gov¬ 
ernment; the strengthening of the Control Yuan to ensure the removal and 
punishment of corrupt ofllcials; the nbolltlon of the existing secret police system ; 
the cessation of arrests of civilians by military organs; the prompt and public 
trial of persons arrested and the full exercise of the right of habeas corpus; 
the cessation of tlie use of force and Intimidation against teachers and students 
and the reinstatement of university professors and students dismissed solely 
for their political views; the carrying out of a land reform program which 
would lighten the burdens of usury and taxation on the peasant ns well as provide 
him land; decentralization of governmental power to permit more local autonomy 
and local participation in administration; removal of military officers from 
posts in civil government while on active status; and publication of complete 
Information regarding fiscal policies and their implementation and of detailed 
data covering government revenues and expenditures, including National, Pro¬ 
vincial and Municipal budgets. 
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^VNNEXES 
Firumcial 

China has reached a condition of hyper-inflation, and it is difficult to estimate 
how Jong the deterioration can continue before the pre.-ent monetary system 
ceases to function. During the past six mouths, two serious upsurges in prices 
hare occurred, each followed by a few weclis of temiwrary stability and rejid- 
Justnient. Tlie recent liistory of Clnnese inflation, as indicated by the price of 
rice and by the black market price for U. S. dollars <the two best general indi¬ 
cators of the overall financial situation) ha.s been one of increasingly violent 
convulsions separated by short intervals of relative stability. 

China's hyper-inflation Is a classical currency inflation, occurring in a pre¬ 
dominantly agrarian country. It requires a longer time to run its course than 
a comparable inflation would in an urban industrial society. The recurrent 
price upsurges occur first in the large cities, are diffused gradually through the 
smaller cities, and finally i>ermeate the countryside. There is some credit 
inflation through loan.s by the Government bank.s for purposes ajiproved by the 
Government, but this credit inflation is a secondary cau.se, not to be compared 
In magnitude or impact with the swelling flood of notes. 

A tendency towards panic on the part of the Government officials In the Min¬ 
istry of Finance and Central Bank very easily develops, since ixTsonul respon.si- 
bllity for each crisis Is difficult to avoid. It is difficult to e.xplain to the General¬ 
issimo and to such bodies ns tlie People's Political Council and the Legislative 
Yuan that hyper-inflation results from year.s of unbalanced budgets and a 
debilitated economy, and that sudden up.sdrges in prices are to be expected In u 
liyi)er-inl]a(ion. Since personal responsibility is frequently nssignecl and scape¬ 
goats found, partly for ijolltical reasons, no individual wishes to take remedial 
action which might result In a price upsurge. Such administrative inertia 
aggravates tl»e situation, and makes practical measures to forestall or smooth 
out the fluctuation doubly difficult. Tims, the oflhial rate of CN$12,000 to one 
U. S. dollar remained In effect from February 11. 1017, until the middle of 
August, although the black market rate had proceeded by erratic leaps to -10,000. 
On a number of occasions between February and August It should have been 
easier than In August to effect a change or abandon the official rate. The 
weight of administrative Inertia, however, was too great. Now that the change 
lias been made, the accumulated maladjustments, the opportunities for market 
manipulation by exchange speculators who are among the keenest In the world, 
and the failure to prepare an administrative niaChiiie for Central Bunk .support 
of the market, will eventually combine to aggravate the crisis, and sooner or 
later produce another price convulsion which may be more violent than it 
need have been had the readjustment been made earlier. 

Ditinvestmeni —The disorganization in Chinese economy, caused by civil war 
and byper-inflution, has resulted] In massive disinvestment. This disinvestment 
has taken principally the forms of living off capital, and capital flight to the 
United States, Hong Kong, Europe and South America. Disinvestment Is also 
occurring through the deterioration of physical assets, abuse of capital equip¬ 
ment, neglect of maintenance, and overloading of power facilities. In, a very 
real sense, the economy functioned, and Is continuing to function, by consuming 
reserves accumulated by the Japanese, materials purchased with dollars pro¬ 
vided by the United States during the war years, and Unb&a and surplus 
property supplies. The byper-Inflatlon and the uncertainties of the civil war 
have further strengthened a traditional Chinese tendency towards the quick 
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exploitation of capital assets, without provision for their maintenance or 
replacement. 

The long-term consequences of disinvestment are very serious for the Chinese 
economy. The magnitude of this factor is difficult to estimate, because statlsUcs 
of production and depreciation are not available, but it must be taken into 
account in any long-term estimate of China's reconstruction needs. Long con¬ 
tinuance of the civil war will result in a degree of disinvestment which will 
make recuperation painfully slow and difficult. The result, a weak and depend¬ 
ent China, promising poor returns on investments for a long period, should be 
taken into account in planning for the distribution in Asia of United States 
resources. 

Fiscal and Slonctary Situation—The expenditures In the budget for the year 
li)47 were originally estimated at CN$y.4 trillion, against estimated revenues of 
CN$7.4 trillion. On ilay 7, a now budget of CN$18 trillion for 1947 was approved. 
With further increases in prices, new budget revisions will undoubtedly be made 
to provide for Increased governmental expenditures. Receipts from taxes and 
government-operated enterprises cover approximately one-third of exj^ndlturcs. 
The emission of new currency Is therefore the principal means of financing the 
national budget. Increases in the note Issue, with static or declining production, 
hid up prices and in turn require larger government expenditures. This spiralling 
effect has been evident In China for several years. During the past 18 months 
it ha.s reached the stage of a hyper-lntlation, In which the price increase Is 
proceeding faster than the increase in note issuance. In the lir-st sir months 
of 1047 the note Issue Increased three times, but cost of living increased five¬ 
fold. and rice prices increased seven-fold. Experience in other countries sug¬ 
gests that there Is a limit to the process of tuliation. In China this limit Is 
more elastic than elsewhere, due to the fact that about 80 per cent of the popu¬ 
lation live in relatively self-contained vlllago economies. It is obviously unwise 
to attempt specific or precise predictions of how long the trend of the last six 
months can continue before tliere Is a disintegration of the authority of the 
National Government with a possible reversion to regionalism accompanied by 
a collapse of the urban economies. China miglit then enter a period of chaos 
from which it might take ns long ns a generation to emerge. While the existence 
of a strong Communist movement ninkos the recrudescence of a simple pattern 
of wnrlordlsin of the iiorlod lUll-27 unlikely, it is doubtful whether the Com¬ 
munists would have the power or the technical skills to unify the country and 
rapidly bring it under control. 

HBVENUB OF THE OlllNBSB GOVERNMENT 

Total revenue and expenditures, with percentage breakdown by sources of 
revenue based on monthly receipts of tlie Chinese National Treasury. 

Month 

m? 

JftDuary . . . 

PobruAry . • 

March .... 

April .... 

May ..... 

Juno. 

Source: MlnlsUr of Plnanoo. 0. K. YoL 
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1.3 
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10 

70.0 

8.8 

1.0 

32.1 

7.4 

00.2 

4*3 

1.6 

10.6 

0.0 

717 

12 

2.0 

10.0 

ai 
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20.0 

1.0 

22.3 

4.4 

418 

S.6 

S.1 

16.2 
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CURRENCY NOTES OUTSTANDING IN MANCHURIA, TAIWAN AND 81NEIANO 

(DiUlons) 

Month 

1&4C 

Juno. 

July. 

Ausnist. .... 

September. 

October . 

November. 

December .. 

1M7 

Jeotiory. 

February. 

March. 

April. 

May. 

Juno. 

Source: Minister of Finance, 0. K. Yul. 


CURRENCY ISSUANCE AND TRICES IN CHINA 


Pftuni^e PfTferrta^t 

Kotff Incrtw Ota TMioii PtUi JnatauOta 

Month Outttondin^ Prrr/ouj Index Praiou* 

(TVil/ione) Month (Shon^kaO Month 

me 

January. 1.15 II 92 i 

February. l.» 9 175 80 

March. 1.35 8 356 45 

AprU . 1.53 13 258 0 

May. 1.80 17 380 47 

June. XU 17 372 97 

July. X16 2 407 9 

August . X 33 10 42S 5 

September. X 70 . 13 509 18 

October. 2.98 10 535 5 

Noyomber. X30 10 531 99 

Decombor. 3.73 13 571 7 

1947 

January. 4.51 21 686 20 

February. 4.84 7 1060 55 

March. 6.74 18 IIX 5 

April . 8.90 20 1847 M 

May. aas 21 2345 53 

June. 9.94 18 2993 17 

July. 11.40 15 3118 5 


Source: Minister of Finance, 0» K Yul, Financial Statistics for Wedemeyer’s Mission*' August, 1947 

Balance of Pai/fncnte Situation —Offlcinl foreign exchange assets of the Chinese 
Oovemment reached their peak aboot V-J Day and have since declined. Total 
gold and shorMerm doUar assets of the Chinese Gorernment nnd Chinese na- 
tlonals were estimated at t7« S. $&40 million on December SO, 1945, the oRlcial 
portion being $835 million; in addition there were private Chinese long-term 
assets Id the United States amounting to at least $220 millloD, Tlie ofl9cial 
assets held by the Central Bank of China had declined to $327 mllUoD on June 
80| 1947, and an additional amount of over $123 ml Dion was held In other gov- 


Northeaetan 
Currency Notes 
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Manehurio) 

Taltcon 
Currency Notes 
(Bank of 
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X8 
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4.0 
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1X0 
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eminent banks. Private gold and short-term assets have almost certainly In¬ 
creased very substantially from the estimated figure ?114 million at the end of 
1045. While some private accounts have been drawn down to finance Imports, 
amounts which more than compensate for this decrease have been added through 
private accumulation of gold and U. S. currency in China, and through flight 
of capital via Hong Kong, and through other means. Gold sales to the Chinese 
public out of the 1942 Congressional loan amounted to $150 millioD, most of 
which is still in Chinese private hands. There are an estimated $50-75 millions 
of U. S. currency in private hands in China, a substantial part of which is held 
by Chinese Nationals; and the flight of capital via underestimation of the value 
of exports, ovorestlmation of the value of imports, diversion of remittances, 
etc., has undoubtetlly been heavy. A plausible estimate of private Chinese 
holdings of gold and hard foreign exchange at home and abroad, recently made 
by the U. S, Treasury Attach^ In Nanking, was approximately U.S. $500 million. • 
Estimate of private Chinese foreign exchange assets have gone as high as several 
billion, but the private assets in the United States which could be Identified as 
Chinese ore probably nearer tlie U.S. $500 million figure. 

Cblnese Qovornmout estimates of the dollar deficit in the international balance 
of payments for the second half of 1947 are between $106 and $120 million. At 
the higher rate of usage, the official assets In the Central Bank would be drawn 
down to $20C million by the end of 1047, and would be exhausted by the end of 
1048 or early In 1940. The dollar assets in other government banks would, of 
course, be intact 


TABLE A 

OflMal Forciffn Exchange Asecis of CAino, July I, i947, M Dcposift, Ca$h and 
InvcettucniSt Net of Forward Oontracte and Margin Deposits 


^fiUi9n$ 

O.S. dollars.U.S. 1177.8 

Pounds sterliag. 21.9 

Honr Kong dollars. 110 

Rupees. 0.4 

Odd. SAT 

BUvor. 29.4 


Total.U.S. 8320.8 mUUons 

(Items rounded to nearest U. 8 . 8100,000, therefore slight discrepancy In total.) 


TABLE B 


C7. S. Dollar Hotdinge of Oovemment Banke, July 1 ,1947 


hflttiom 

BankofChlna. 8 M .8 

Bank of ComiotmicatJoDS. IS.® 

Farmers Bank of China .. X4 

Central Trust of China. 4.5 

Postal R 8 B. 4.3 


Total 


n, 8 . 81318 mlUlons 


Source: Minister of Finance, 0« K, Yol. 
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INTERNATIONAL BALANCE OF PAYMENTS POSITION OF CHINA 

(September 19^7 to September 1948) 

(OfDcldl Tejitdtive Estimate by Ministry of Finance In Millions of U.S. Dollars) 


EXPEKOITUBBS 


Imports: MiUiQn$ 

Hawcottoo.U.S. SlU) 

Rice, wheat and Oour. 40 

Coal and Coke. 2 

Scbodulo 1 Imports. 2i 

Scbedulo II and extra Quota . 215 

Schedule HI (a). 30 

Floauccd by private eichaoge bolding. 100 


Total. 

Approved Financial Services: 
Ooveromcot Exponditurcs: 
Qasolino for military . . 

Munitions. 

Debt Scrrlocs. 

Industrial Supplies, etc. 
Foreign Services, etc*. . 


511 

55 

31 

10 

35 

20 

25 


Total 


6S7 


RECEIPTS 


Exiiorts. 200 

RemUtoncos. 

Foreign Expenditures tn Cblna. 25 

Charities, etc. 

Repatriation of Capitol. 


Total. ^2 

Deficit. 248 


Source: The Minister of Finance, O. K. Yul. 

There are several coDslderatfoDs which suggest that Chlna^s dollar resources 
will last at least u year aud may last longer than 18 months. The most recent 
Central Dank estimate of Cblna^s balance of payments in the next 12 months 
anticipate In addition to the loss of $120 million of foreign exchange for Govern* 
ment Imports and expenditures abroad, a deficit on current account of about the 
same amount. This estimate is based on fairly realistic assumptions concerning 
the extent of Increase In exports and receipts from overseas remittances as a re* 
suit of the new foreign exchange policy. Part of this deficit will be met by $30 
mllilou from post-UNoBA relief. Therefore, the Central Bank's total net loss of 
ofiicial foreign oxchaiigo assets in the next 12 months will be $210 million, leaving 
$117 million of official foreign exchange assets. This is, of course, a dangerously 
low figure. Nevertheless, It indicates that China has not yet reached the bot¬ 
tom of her official till, and has not yet tapped the substantial foreign hoards of 
Chinese natlonols. 

A complete picture of the balance of payments must also allow for smuggling 
and flight of capital. If the new regulations, and the recent agreement with Hong 
Kong, have more than a temporary effect, then smuggling of imports and flight 
of capital may not amount to moro than $110 mUllon, which should be com* 
pensated by smuggled exports and diversions of overseas remittances, plus de* 
plelloo of Chinese private assets. 
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Private external assets, as indicated above, probably approilibate $500 mil* 
lion. The National Government lias never made a serious attempt to mobilize 
these assets for iiuiwrts, and with n continued deterioration In the fliiandal and 
economic sitnation Its ability to do so would decrease rather than increase. 
Any substantial improvement in the general economic situation would un¬ 
doubtedly begin a rellow of these assets to China and their gradual release for 
current use. A striking example of the Chinese private holder's unwillingness 
to invest foreign exchange in the development of China's industry Is provided 
by the Ilwainan Coal Mine. This mine is the best mine in Central China In 
actual operation an<l thus occupies a crucial position in the event of military 
fnihires In or the cutting of comtminlcatlons with the North China coal mining 
areas. The Ilwainan Coal Mine is about 1100 miles north of Nanking on a spur 
of the Tientsiii-Pukow railroad, and Its production of 00.000 tons a month could 
be siib.stautially iiicrcused with fiirtber capital investment. The mine is SO i>er 
cent owneil hy the China Finance Developinetit Corporation, a Soong-Kung cor¬ 
poration with wide Interests and extensive foreign exchange assets. After V-J 
Day the rehabilitation of the mine was financed by a CN dollar loan from the 
government and the advance of over U S. $1 inlllioii by the N.R.C. for the purchase 
of essential transportation equipment. The China Finance Development Cor¬ 
poration did not put up any foreign exchange for this rehabilitation, and will not 
invest any foreign exchange for its further development. Chinn Finance De¬ 
velopment Corporation’s attitude can be explained only In terms of short-sighted 
selflsliness and lack of faith in the future of Kuomliitang Chinn. 

The above calculations indicate that the Chinese Government has sufQclent 
dollars In its olliclnl account to maintain the ImiMirt program for at least one year, 
more probably for 18 months. The conclusion Is that a shortage of ofQclnl foreign 
exchange holdings for financing essential imports Is not an lininedlate problem, 
but U may become acute If there is continued deterioration in China's capacity to 
produc«> and exiKirt commodities and her ability to prevent excessive diversion 
of overseas remittances. The essential problem Is not one of advancing the for¬ 
eign exchange re<|iiircd to make up the deficit In China's International balance of 
payments, as this would be a proce.ss which would have to be repeated IndeQnltcIy 
until forces arc set In motion to rectify the deficit situation. Rather It is a prob¬ 
lem of establishing the conditions wiilcb will eliminate the deficit, and of securing 
the capital for reconstruction and development from Chinese us well ns foreign 
sources. 

Currency Sfabiffcaffoa—Since 1042 the Chinese Government has sought to 
secure financial assistance from the Unite<l States for the purpose of stabilizing 
the Chinese national currency. In 1045 Chinn raised the possibility of a loan 
of $500 million to be used ns a currency reserve fund. This proposjil was rejected 
by the United States on tlie grounds that Chinn's foreign exchange assets. Includ¬ 
ing the remainder of the 1042 loan, were sufficient to provide a reserve, and that 
any effort at stabilization would be futile unless the fiscal policy of the Govern¬ 
ment was changed. Between 1042 and 1040, $400 million was used by the Chinese 
Government for “economic stabilization purposes.” U. S. dollar denominated 
savings certificates of up to 3-yonr maturity and bonds redeemable within 10 
years were sold for CN currency at the rate of CN $20 to U.S. $1, and $160 million 
worth of gold was sold to the public by the Central Bank to stabilize prices. The 
history of these stabilization measures was one of criticism from the United 
States Government that valuable foreign exchange r^ources were being dissi¬ 
pated to no ovall, and repeated unsubstantiated claims from the Chinese that the 
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ontl-inflationary nicnsurcs would be effwtlvo. There were several scandals In 
connection with the sale ot dollar certihcates and bonds and gold to Insiders and 
oflklals on n preferoiitfal basis. Notable cxaiiiples were the gold scaD<ials of 
March, 10-15, In Chungking and February, 1047, In Shanghai. 

Since V-J Day there has been continuous discussion of the issuance of a new 
currency. Recently the principal proposal has been the Issuance of a metallic 
silver currency as an Intermediate step In stabilization. The present fiscal situ* 
atlon is inopportune for the introduction of a new currency or the adopti<m of 
even an intermediate step towards stabilization, l-^xperlence in other countries 
indicates that after hyper-inflation has reached a certain stage it must run its 
course before the curren^jy system can be effectively reorganl 2 e<l and stabilized. 
Mistakes in timing are apt to prove costly and notunlly serve to delay stabilization. 

PropoHcd Silver Ijoan —During the past three months proposals have l^oen ad¬ 
vanced by the Chlne.se Government for a silver loan from the Unltinl States. It 
has been proposed to borrow between and $250 minion worth of silver from 
the United States to mint silver coins for circulation In China. Umlor the pro¬ 
posal it has been suggested that coins would he Issued at a fixed rate with CN 
notes, and would eventually replace the paper currency. 

The principal weaknes.s of this proposal Is that the Government would pre¬ 
sumably continue to finance Its budget by the issuance of paper currency. Unless 
the Government decided to witlnlraw paper currency from circulation entirely, 
replace It by silver and tliereafler Issue no more paper currency, the silver would 
go into hoards and hyper-inflation would continue. No attempt Ims been made 
by the American or Clilnese proponents of the silver currency scheme to avoid 
this dllenima. Their case 1ms been mainly based on four considerations: 

(1) China had a relatively stable silver currency In the past, and great psycho¬ 
logical Importance has been attached to this fact: 

(2) The world price of silver has declined from 90^ to 04tf during the past 3 ’car 
and silver producers in the United States wouhl welcome loans of silver to 
foreign countries; 

(3) The war-time history of the silver leiid-leose operations with India set a 
precedent for lending silver out of U. S. reserves; 

(4) U. S. sliver stocks are In any case of little use to the United States. 

The proposed silver loan for currency stubllizatlon cannot be seriously con¬ 
sidered until a real start has been made to solve the ChiDOsc budgetary problem. 
The issuance of silver coins ns a subordinate currency alongside paper currency 
would have no more effect on the Chinese price level than would the sale to the 
public of an equivalent ouiouiit of metal In silver or gold bars. As the devaluation 
of the paper currency codUouocI, silver coins would be hoarded for their metal 
content* On the other hand, If the paper currency were totally withdrawn and 
permanently replaced by the sliver dollars, the Government would have to finance 
Its national budget entirely out of taxation and public borrowing. 

A silver loan to China would have many of the features of a budgetary loazL 
The silver coins would be sold to the public for papi>r currency and thereafter 
would be lost to the Government, In the same sense that the gold from the 1942 
Congressional loan which was sold to the public in 1945-40, has not been mobilized 
as a foreign exchange asset for Government use. Therefore, the prospects of 
repayment would be very slight, and any proposed silver •‘loan,’* secured by no 
physical assets as collateral, might, more properly, be considered as a proposed 
gift of dollars. The Congress Is the only body which can decide to make such 
a gift It Is suggested that other forms of aid should be considered as having a 
higher priority, since under existing conditions a gift of silver would have a 
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miDlmal likeHliood of beoefit to Clilna. and would carry with it the maximum 
risk of misuse. 

Financial Adviaorg—The National GoTernmcnt has employed foreign financial 
ndvisifrs for many years, as part of it? general policy of using foreign technicians. 
Most financial advisors have been employed on a personal contract basis. Useful 
work has been done by American advisors in planning and supervising foreign 
exclinnge operations of the Central Bank, but with one or two outstanding excep¬ 
tions such advisors liave usually not had any substantial effect on monetary or 
fiscal policies. Numerous problems have arisen in private employment of finan¬ 
cial technicians, mainly over the dilllcultles of avoiding Involvement In Chinese 
politics, or avoiding being called upon to exert pressures and exploit their con- 
lacts in Washington for s|)ecific projwts. There have been notable examples 
of advisors such as Dr. Artliur Young avoiding botli these dllllCTiltles and per¬ 
forming loyal and useful service to tlie National GoTernment. The deepening 
of Chinn's economic crisis, however, and the intensification of the need for foreign 
financial aid, may make those two difficulties increasingly acute. 

One of the major difficulties confronting official American representatives, 
assigned as advisors to Chinn, would be the increasingly nationalistic tre.nd which 
is evident In the Chlne.se Government. Opposition to any policy recommenda¬ 
tions from the United States might be based on objection to infringement on 
Chinese sovereignty. Unless the policy responsibilities of the official advisor 
were clearly defined hy clear-cut agreement between the two governments. It la 
possible that American financial advisors would be absorbed into the Chinese 
system and faced with tbo two problems. Indicated above, which have always 
confronted private American advisors employed by the Chinese Government. 

Industry 

Chinese vital transportation and communications facilities, mines, utilities 
and industries have been seriously damaged during 10 years of war. In Man- 
cliurin tliero was considerable stripping of Japanese-developed industrial and 
power generating equipment by the Itusslans. Reliable statistics are not avail¬ 
able in all cases, but the report of the Working Group on Reconstruction of 
Devastated Areas for Asia and the For East, of the United Nations, estimated 
that 58 per cent of the productive capacity of the cotton textile Industry, 00 
per cent of the machine and light metal Industries, and 70 per cent of the 
coal, electric power, and Iron and steel Industry were lost. Chinese Govern¬ 
ment data indicate that the textile Industry has been able to restore 50 per cent 
of its pre-war capacity, and the machine and light metnl industries 25 per cent. 
The coal Industry is up to 53 per cent but is handicapped by loss of mines damaged 
or hold by Communists and by lack of transport. Electric power capacity is 
(10 per cent rostoretl—In Shanghai nearly 100 per cent—but is In a rundown 
precarion.s condition. Since V-J Day, 3.810 km of railways have been restored, 
using materials and equipment furnished by Unrra. and cannibalized from 
branch lines and sidings, but on nu emergency basis with temi>orary timber 
bridges and other substandard materials. Deficiencies In transport are a major 
obstacle to economic recovery, but until the political sltuntioD In North China 
and Manchuria is resolved, only the lines in Central and South Chinn are 
available for permanent rehabilitation. Since V-J Day 20,000 km of additional 
highways have been restored in some measure and added to the 50,000 km 
regarded In operable condition. Some 20,000 trucks and 60,000 metric tons 
of highway equipment have been received from Unrha and the United States. 
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TeD per cent of the tuain telecommuntcatiou lines bare been restored. Some 
800,000 tons of shippiug have been obtained by the Chinese as compared with 
a pre-war total of 1,300,000 tons. There is reported an acute shortage on the 
Xangtze of passenger vessels and cargo vessels with i)asseiiger accommodations. 
Port facilities have deteriorated seriously Ibrough the war years and require 
extensive repairs, but little if uny expansion under present conditions. Cement 
production, an essential element in reconstruction plans is currently 30 per cent 
of pre-war production. Loss than 50,000 tons of steel were produced in pre*war 
years, though large amounts of ore were mine<l and shipped to Japan. Accurate 
hgures are not available but iron and steel production appears to be running at 
less than the pre-war. 

It will be noted that, notwithstanding Unrba and United States assistance, 
efforts to revive China's communications and iiulostries have not been entirely 
effective. High labor and raw material costs, shortage of power and fuel, delays 
in deliveries of vital repair parts from abroad and the critical shortage of quali¬ 
fied supervisors who have the practical "know how,’* have been deterrents but 
the major obstacles to recovery are infiation and the lack of capital. A serious 
threat to China's industriol future and material welfare is imposed at present 
by the denial to the nation of most North China and Manchurian resources. If 
this condition were to become complete and final, It would constitute nothing 
short of a calamity to Chinese prospects for Industriulizatiou. 

Coal —China's most important natural resource is coal, ranking among the 
major reserves of the world. The reserves according to National Government 
(lata are approximately ns follows: 

l/«Mon 
ifelric Ton9 


Coking. 2,728 

Aniliraeltc... 46, 001 

BUunilnous ..... • 16S, 107 


TotAj. 286, 896 


plus 4.738 million metric tons of lignite. The reserves are located mostly in 
North China, particularly In Shansi Province, and also in Manchuria and South¬ 
western China. 

According to Chinese reports, coal production In 1037 totalled 32 million tons, 
12 from Manchuria, 11 from the Northern Provinces and 9 from the remainder 
of China. During the war, production for uH of China reached approximately 
72 million tons. Due primarily to disruption of mines and transport by the Com- 
munlfits, production during 1040 was only 15,000,000 tons, and for the first six 
mouths of 1047 was 8,577,000 tons. 

Since coal is practically the sole source of power except in Manchuria and 
Taiwan, and of fuel for water transi>ortatloD, industrial processes, maintenance 
of essential community services and domestic heating and cooking, this deficit 
has not only rotanlod e(X)nomic recovery but has contributed to discomfort, sick¬ 
ness and unrest among Jbo people. It has also prevented export of coal which 
would be important to China's exchange position, and to the economic recovery 
of Japan and other Far Eastern countries. 

The complete loss of Manchuria’s coni to China would be a crippling blow, and 
the additional loss of North China sources would be even more serious, for with¬ 
out at least those from the Northern Provinces, China cannot hope to achieve 
any substantial industrialization, the only hope for a balanced economy and a 
strong free China. 

Lack of transport has played a part In the present coal shortage. At the 
Kalian Mines lo North China, by far the largest remaining producing mine In 
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China, 500,000 tons of coni hare accumuiateil and been stock-plied for lack of 
adequate rolling stock to remove all of the daily production for shipment to 
Chinhuangtao (and Shanghai) and Tientsin. This mine which is currently pro¬ 
ducing 15,000 tons per day. Is frequently In jeopardy from Communist operations. 
Its loss under present conditions would be disastrous. 

Mo.st of the coni mines in China are o^Ktrated by the National Resources Com¬ 
mission which has had a survey made by foreign consultants and prepared a pro¬ 
gram of rehabilitation. A loan of $1,500,000, U. S. has been obtained and also 
considerable quantities of cqui[>ment and njaterials through Unrb.\, not much of 
it yet installed. The mines which are receiving first attention are Yllo near 
Loyaiig and Chungfu in Hunan Province, Ilwautung mines In Klnngsu, Hsiangtan 
mines in Hunan, I'inghsinng mines in Klniigsi, and those in northern Taiwan, 
hut rehabilitation is going slowly and will ro<iuire some time to complete. The 
privately owned Hwahian mines In Anhwei are reported to have unc-overed addi¬ 
tional deposits and to have plans for expansion as previously mentioned. Other 
mines prop<ised fur rehabilitation and development arc In the politically un- 
.settleil North ami not available for rehabilitation. The lm[>ortance under the 
circumstances of protecting and holding the Kalian Mines is Indicated. 

Flectric Power —There are some 1,350,000 kilowatts of electric power installed 
in China, with about 0(X>,0P0 kilowatts actually available, much of it was 
damaged and deteriorated or obsolete. Since the war, a considerable 
numtx'r of packaged power units, 2,000 kilowatts and smaller, bare been ob¬ 
tained through Unrka, primarily with a view to revival of industry. The prin¬ 
cipal plants or systems are located lo Shanghai, TleDtsin-Peiping area, Tslngtao, 
Canton, Nanking, Hankow, Taiwan, and Manclmria, though the last have largely 
become unnvnllnblc by reason of Comnmnlst operations. With the exception of 
the Shanghai Power Company, Hankow Water Works and Electric Power Com¬ 
pany, Nanking Electric Company, and two plants in Tientsin, they arc all public 
owned, and operated by tlic National Ue.sources Commission, which has prepared 
a program of rehabilitation and expansion of the North Hoiwi, Tslngtao, Shang- 
Iml, Canton and Taiwan systems. While rehabilitation of plants Is undoubtedly 
needed, any expansion proposed should bo carefully coordinated with anticipated 
industrial expansion and additional power requirements. In Shanghai there is 
a serious power shortage, and an existing connected load of sonic 60,000 kilowatts, 
not In operation and awaiting only the availability of additional power, and this 
deficit will grow to 1(X).000 kilowatts or more in the four years required to 
install additional capacity. A project has been prepared by the Shanghai Power 
Company to construct a new clQclent base load plant to serve, on a wholesale 
basis, all the power companies In the adjacent area. From an investment stand¬ 
point, domestic or foreign, this is n needed and worthy project, provided a fran¬ 
chise be granted and suitable assiirnnoos given with respect to servicing and 
amortization of loans. Taiwan offers many advantages to industrial expansion, 
a strategic shipping location, appreciable natural resources, adequate transpor¬ 
tation. a literate and industrious populatlou and low cost hydro-electric power, 
and some expansion of power facilities may be Indicated, particularly If the 
fertilizer ond other Industries are greatly expanded. There is, however, a con¬ 
siderable Installed capacity not now available because of damaged transmission 
lines and sub-stations. In North China, political difficulties will need to be 
resolved before any permanent improvement or expansion of power systems 
would be Justified. 

Raitwava —^The railways of China, oi)erated by the Ministry of Commonlca- 
tlons as a government monopoly, may be grouped as follows: 
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Maocburla . 

Norib China .. . . 

South and Central China including Lunghal Railroad . 

Taiwan (Formosa)... 

Hainan Island. 

Totals. 


■K{lcm<f<Ti 


OpfTQKt 


TotoX 

(bp Natl G 

11336 

1647 


2302 

3837 

6100 

3005 

3923 


• • » « 

30130 

4133 


From July 1937, when Japan initiated war against China, to October 1938, 
China lost Tirtunlly all railway lines to the enemy or tlirough her own scorched 
earth policy. On V-J Day 8772 km were in operation in China proper and ap¬ 
proximately 11000 km in Manchuria, but since then 3040 km in China proper and 
0353 km in Manchuria iiare been captured or destroyed by the Coiniimuists. 

With railroad materials and rolling stock furnlsbed by Unrea, and cannl* 
ballzed from branch lines and sidings, since V-J Duy» 3810 km of railways have 
been restored in Cliina proper, but largely on an emergency basis with tempo* 
rary timber bridges and other sub-standard materials. 

Deficiencies In transport are a major obstacle to economic recovery but until 
the political situation is resolved in Manchuria and North China, no rohubilita* 
tlon of railways in those areas, except on an emergency basis, is feasible. This 
includes the Lungbai Line which, since the change in course of the Yellow Kiver 
to the old bed, is now considered in Central rather than North China, Propiosed 
railway rehabilitation programs huvo therefore been confined to lines south of 
the Yangtze River, the Important North and South artery between Canton (Kow¬ 
loon) and Hankow, (1242 km main, lOd km branch) and nearly comploto re- 
building of the diagonal Chekiang-Kiangsi Railway, from Hangchow to Chuchow 
(1076 ktn main, 68 km branch) where It connects with the Canton-Hankow Rail¬ 
way; and tlie Huiiao-Kwungsi-Kwelchow line which runs from Uengyang to 
Kweilin and Tuyun, The latter line could probably be rebuilt at least In part 
with materials salvaged in rebuilding the other two lines. 

Estimates run high, up to $100,000,<000 and more, for this program and Include 
such maintenance of way material, rolling stock and railway shop equipment 
wlilcli must be imported. A major obstacle to additional Investment in these 
lines on a loan basis is the heavy ami Involved capital structure, which is com¬ 
pletely out of line with the present deteriorated plant value. Financial reor¬ 
ganization is indicated, with assumption by the National Government of war 
damage. 

BUipplno —Inadequacy of coastal and river shipping is a contributing factor 
to the existing breakdown in trade within China, as well as foreign commerce, 
upon which national unity and prosperity depend. In this case, however, the 
situation could be Improved, despite tlie civil war, wore it not for the spirit of nn* 
tlonallsm and monopoly which characterizes the Chinese government's policy. 
Foreign fiag vessels are no longer allowed to engage in Chinese coastal trade ns 
before the war, and important former ports, such as Hankow, ore not open to 
foreign ships. 

In July 1037 when Japan launched an Intensified campaign against China, 
there were 4008 ships of all categories with a gross tonnage of 1.280,000 tons 
engaged In China's trade. Of these 3457 with a gross tonnoge of 570,000 tons 
were under Cliincse registry. As a result of the blockade and seizure of the 
China Coast and harbor areas by Japanese armed forces, ail the sea-going vessels 

844538—1 8 5 3 
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nnd some o£ the river steamers together with 74o0 jtmks ai.d 30.000 fishiDg boats 

were lost. All ship yard.s and repair facilities were also lost. 

After the war. 60.000 tons of British shipping were leased and numbers of ships 
obtained, nearly all fi<.m the United States. Ships purchased by the National 
Government and operated by China Merchants total 137 of a gross tonnage of 
283.800 tons and those by private (Chinese) firms total 114 of^a gross tonnage of 
203 400 tons. There is a total, government and private, of 1017 sea going ships o 
G28000 gross tons ami ir.01 river and small craft of 179,893 tons or a total 
gross tonnage of 808.81.7. Many of these ships are. however, old and cosily to 
maintain and operate, so that the total falls slu.rt of actual neixls. There Is a 
reported shortage on the Yangtze of passenger vessels and cargo vessels with 
passenger nccomm.-datioiis. There Is also a serious sliortage of ship reimir and 
docking facilitle.s. Uehabilltatioii of docking ami repair facilities at Keelung 
(Taiwan) will meet a part of Ibis rcHpiiri'inent. One major deterrent to resump- 
tlou'of normal siiippliig traflie is Its relatively blgli cost, due principally to the 
Increased cost of coal and high cost and IneUicieiicy of maritime and cargo- 


handlltig labor. , , .. ■, .i„ ■%m ‘7 

Jlaiiors—Wl Chinese harbors were occupied by the Japanese after July 193<, 

and cxcvpt in North China and Manchuria very little was done to Improve or 

even to maintain them adequately. As a result, at the end of the wor, waterfront 

structures and godowns were In a deteriorated and In some cases damaged con- 

ditloii, and harbors and channels were In some instances, notably In Taiwan. 


blocked by sunken vessels. , . , 

in the early part of 1940, a survey was made by CHilnese nnd American engi¬ 
neers and plans made to rebabllltute and Improve a number of the harbors. Some 
of these plans would appear to be unrealistic nnd Inadvisable, speclflrally the 
Wbangpou project at Canton and the Tnngku Harbor project In North China. 
Ihe less ambitious but more realistic Inner Canton Harbor project, and the 
improvement of the channel and entrance of the Hal Ho River, sponsored by the 
Hal Ho Conservancy Commission, would seem to be more in consonance with 
icasoiiuble requirements and fumU which can probably be made available. A1 
harbor projects need to be carefully reviewed for economic justification nnd 
conformance to the gcnerul economic rehablliUitlou program for China. 

'J'anaku Harbor Piujtct—For more Omn 40 years, shipping to llcntsln, the 
commercial nnd communication center of North China, has been curried on In two 
typos of sblps, the majority In small coastwise steamers which crossed the Taku 
bar at high water, nnd contingent upon draft proceeded either to Tnngku or 
Taku, or on up the Hal Ho River to Tientsin the remainder in deei)er draft ships 
which anchored outside the bar and were discharged or loaded by special sea¬ 
going lighters. Although little cargo was ever lost, there were some delays 
due to weather, and there was agitation for a deep water port. The Gulf ol 
Chihli contains no natural deep draft harbors nor does It lend Itself to their 
economic construction south of Chlnhuangtao because of the shallow water along 
the coast nnd the heavy silt content of rivers which discharge into It 
The Japanese undertook the construcUon of a harbor on the North side of the 
mouth of the Hal Ho River with a lock connection Into the river with a view ^ 
shipping coal and salt to Japan. The Tangku Harbor Administration created 
under the Ministry of Communications has expanded this original Japanese 
project Into a full fledged deep draft harbor. As originally conceived It con¬ 
sisted of a protected dredged harbor with a lock connection Into G»e “al Ho 
River nnd stone Jetties extending 16.800 metres (10 miles) over Uie mud flaU to 
(loop water. The approxlnmte eslhuute at that time was U. S. $30 mlUloD. 
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hns alrondy been determined tlmt much more than the originally estimated 
quantity of stone would he required for the jetties, due to the soft silt bottom, 
and that even the orirfnal quantity of stone was beyond the capacity of the rail¬ 
road to carry. The Tanjeku Ilarhor Commission therefore proposed to substitute 
cellular construction of steel sheet piling. In view of the soft bottom cotulitions 
it is open to question whetlier this alternative will ho satisfa<*tory. The dillieul- 
ties and high cost of construction under such conditions are well known. In any 
case, the 80,000 tons of steel ri‘qulred will appreilably increase the cost and the 
foreign exchange reqtiirements. It Is probable tlmt the total cost of the project 
will exceed U. S. $50 million. Cperating clifnculties and costs are also likely to be 
heavy. The mud hanks along the harbor and channel will slough indehnitely and 
rtHjulre continuous maintenance dredging, and ice conditions inside the harbor 
and channel, locatHl between the outlets of two fresh water rivers, are likely to be 

4 

severe, with no appreciable current to facilitate clearance. PIfflculties from silt¬ 
ing and Ice are likely to be encountered in operation of the lock. Since it would 
be costly and hnprudent, if not fatal, to rely solely ui>on tlie lock to pass shipping 
to Taku and Tientsin, It will be nece-«sary to keep op(*n the Hal Ho entrance 
cimnne), and since this channel will normally service the bulk of the fralTic at 
nominal cost, the heavy operating and capital costs of the Tangku Harbor project 
would have to be liorne by the deep draft ships. For a fraction of the Harbor 
cost, worthwhile channel (Koku and Nan Kal cuttings) and entrance (jetty) 
Improvements could be made to the Hal Ho lUvor which would benefit tlie ma¬ 
jority of the vessels normally serving Tangku, Taku and Tientsin. In this eon- 
nectioD it Is Interesting to note as evidence of the need for n coordinating agency, 
that tliere are two Government agencies, one under the Ministry of Coinmuiilca- 
tioDS and the other under tlie Ministry ot Water Conservancy, competing, work¬ 
ing at cro.ss purposes and devoting their attention and efforts to the same basic 
problem, namely providing adequate harbor facnitie.s for the Tlentsin-Peklng 
area. 

Textilci —The textile Industry, next to food, Is China's largest consumer good.s 
industry and by the same token, the most Important toward reviving her economy 
and meeting her vita! clothing need. It was in textiles that China first embarked 
on her modern industrial development. Before the war there were in China, 
including Manchuria, C million machine spindles and over 50,000 power looms, 
of which 2.1 million were lost and 1.6 million damaged but BUsceptible of repair. 
It is estimated that approximately 3 million spindles arc now In operation, and 
that 4 million may be In operation In another year. These capacities will only 
partially meet requirements. Cotton production Is also below the pre-war, largely 
because of the disturber] political situation In the North. The cotton summary 
and outlook for the 1946-1947 and 11)47-1948 seasons are shown on the following 
page. Substantial assistance has been extended to China, largely through 
Unrra in the form of clothing, cotton textiles and raw cotton totalling $115 
million U. S., and through an Eximbank loan for the purchase of cotton. The 
former Japanese enterprises which comprised a large part of the pre-war Industry 
have been taken over by a government corporation, the China Textile Industries, 
Inc., and the earnings of this corporation since V-J Day hove provided the 
government with substantial revenues. It Is the Intention of the Chinese Gov¬ 
ernment, under the corporation's charter, to sell the mills which It now operates 
to private enterprise, and appraisals of their worth are currently being made 
with this object in view. Some Inquiries are being made concerning the pros¬ 
pects for Investment In these mills by United States textile Interests. In view 
of unsettled iwlftlcal and financial conditions, the latter undoubte<lly would 
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require assurances repartllng ftnanclnl control of any enterprise jointly established 
with Chinese Interests, as well as prorlslons for remission of profits and debt 
service, fair assessment of taxes, and guarantees of maintaining operations at 
capacity. 


TENTATIVE ESTIMATE CHINA COTTON SUMMARY AND OUTLOOK FOR THE lM(V-47 

AND 19»:-48 SEASONS 


IS, 


Au(ru5t I, IMd-Julyau 

Estimated cairyovcr of coHon In wafchous<‘s sod mills on Aupiisl 1, IWO. 

Arrivals of Vkrra cotton from Aupist 1, iwn up to July 31, IW7. 

Arrivals of foreign commercial cotton from Auirust 1. IW5 up to July 31, ltM7. 

Total domestic cotton ostlmotcd to be avnllablo fur mills durlru; cndlnR September 30, 


fn 

Thoui^ndi 

760 

yA 


1M7, mostly arriving Mote July 31 


600 


2 370 
UHA 

m 

TENTATIVE BOUOn TORECAST POIl AUGUST I, m7-JULY 31, 1W8 


Calculated mill consumption, August I, IMO^uly 31,1047 
MUl and undistributed stocks. 


Estimated amounts availoblc to mllb from domestic crop to September 30,1048, mostly anlvtng 


before July .. 1* 100 

Tolol ftTftllablo supi ly at manufocturInR centers or In tbo country. 1,976 

Kequlremeuts 

Estimated mill consumption, August 1, lW7-July 31, 1949. 1,760 

Mill and other visible Blocks needed for safe carryover.... . • OOO 


2350 


Imports needed to July 31, 1948. 

Ukara cotton to arrive... 13^ 

Commercial or other lm|>orts scheduled to arrlvo.... • 


Furlher Imports neetled. 100 

Third ouartcr allocation ..... • • 07 


Fertilizer —One of the outstnniUng needs In Chinn is chemlonl fertilizer. China 
Is predomlnanriy nn agricultural country. More than 80 per cent of her popula¬ 
tion are farmers, most of them Imrcly able to cko out an existence, with prac¬ 
tically no purchasing power or ability to Improve their miserable lot It there 
is ever to be any real improvement in Chinese economy and standards of living, 
It must come In largo part from Increased agricultural production. There Is 
no more eiTectlve means of increasing the productivity of land and farmers than 
by the use of fertilizers. Natural fertilizers traditionally used are Inadequate 
to restore the fertility of the soil, and oil cake wnstefully used as fertilizer could 
more profitably be fed to animals whose by-products—milk, eggs and m?at—would 
greatly Improve the diet and bcnltb of the people. A good tbooretlcal case can 
be made for the use of chemical fertilizer, because even at tbo very high prices 
to the Chinese farmers, It can produce three to four times Its value In crops. A 
practical problem remains of satisfactory financing arrangements. 

In Taiwan 300.000 tons of commercial fertilizer were used annually before the 
war. In South China about half that amount was used profitably for rice and 
sugar on the depleted trlple-croppod soils of that area, but the bulk of Chinese 
farmers have no knowledge of its advantages. Merely as a measure of possible 
requirements, if the same amount wore applied os In Japan, Chinese requirements 
would total 11,000.000 tons annually. Probably only a fraction of that amount 
will ever be used, primarily because of the prohibitive cost to the farmers, due to 
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the primitive means of transport in the interior of China, and the difficulties of 
rroviding any such quantities. It is not feasible for China to import tlie fertilizers 
slie needs, because of short world supply, and exchange requirements. 

The Yungli Cheinicol Company, privately owned, has a plant near Nanking 
with a capacity of 30.000 tons per year, of ammonium sulphate, which it Is ex¬ 
panding to rapacity of CO.OOO tons; and has also oldained an Ivximbank loan in 
the sum of .?1G,000,000 toward the construction of a new plant at Hsiangtan in 
Hunan Province of a capacity of 90,000 tons of ammonium sulphate i)er year. 

The National Resources Commission has made a survey witl> the aid of Ameri¬ 
can consultants, and has made plans to develop a production of 70r>.0(K) ton.s of 
chemical fertilizers annually—iSl.OOO tons of ammonium sulphate and nitrate. 
12,000 tons of calcium c-yanamid, and 212,000 tons of stiper-phosphate, and has 
requested an P'xirabank loan in the sum of §."0.000.000 to implement them. The 
projects consist of the reliahiiitation and expnn.-^ion of five existing plants in 
Taiwan to increase the pre-war capacity of 34,000 tons of both phosphatic and 
nltrogenou.s fertilizers to a production of 7.",000 tons by 1949; also the construc¬ 
tion of two new plants In Taiwan, one an ammonium sulphate plant with a 
capacity of 181,900 tons annually and the other a super-phnsphate plant with a 
capacity of 170,000 tons The construction of an ammonium sulphate 

plant at Canton with a capacity (*f 278.WX) tons annually is also proposed. Taiwan 
is a more favorable location because of the availability of low cost electric power. 
The proposed construction of the super-phosphate plant may require further con¬ 
sideration because of the present lack of SJitisfactory phosphate rock. The rock 
from Halchow Is inferior, and the proposal to import from Indo-Clilna and 
Christmas Island cannot be regarded ns a satisfactory solution for a costly 
permanent instaliutioo of this kind. The Jnpane.se are thought to have discovered 
a large deposit in China, but it has not yet been found. Tlje need to pursue pros¬ 
pecting diligently Ls orldenL 

Iron and Sled —The mining and tempering of iron has been practiced in Cliina 
for several thousand years, but the lack of technical skill lin.s kept the Industry 
at a low level of development. There are few available data on the Chinese pre¬ 
war iron Industry. There was a rather conslderoble production of iron ore— 
perhaps 2 million metric tons annually, largely from the Lungyen Mine In tlie 
Liaoning District and the Tayeh Mine in the Yangtze Volley, but most of it went 
to the Japanese steel industry. Pig iron production in China proper in 1030 
was about IISG.OOO tons, largely from native furnaces, and In Manchuria about 
475,000 tons. Les.s than 50,000 tons of steel wore produced. During the war 
in Free China, iron and ste<d making facilities were small, primitive ami un¬ 
productive. In 1944 only 44.000 tons of Iron and 13,000 tons of steel were pro¬ 
duced. In 1945 steel production was down to 8,000 tons but there has been some 
revival and the Chinese Government hopes, optimistically, to produce 200,000 
tous lo 1047. 

The National Resources Commission has had a survey made by American 
consultants, of the iron and steel potential of China. While known Iron ore 
deposits of China are substantial—if all recovered they would produce 300,000,000 
tons of steel—they are not impressive for a country as large and populous ns 
China, and in the United States they would sufllce for less than six years. Tlio 
importance of continuing the search for additional high grade deposits, per¬ 
sistently and continuously, Is indicated, us well as making a more careful survey 
and appraisal of the low grade deposits. The latter appear to be considerable 
and add appreciably to the possibility of creating an Iron and steel Industry of 
considerable magnitude In China. 
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As a result of the survey, the National Restiurces Coinujlssion is proceeding 
with plans for the construction of a steel plant in the Yangtze Valley, at Tayeh, 
on the south branch of the Yangtze River about 135 kilometers east of and down¬ 
stream from Hankow, and is soliciting U. S. funds in the sum of §35,000,000 to 
undertake this project. The proposed initial capacity of this lirst plant is 
375.000 metric tons per year, of rails, littings. plates, blooms, billets, structurals, 
ii.erchaut bars, sheets and tin plate. Additional plants are proiwsed later at 
l’eil)ing with a capacity of 300,000 tons, at Chungking of 80,000 tons, and at 
Canton of perhaps 250,000 tons. Neither Manchuria nor Taiwan was considered 
in this survey. Before linal decision is made on the Tayeb site, a further study 
should be made, and consideration given to a location on Taiwan, inasmuch as 
the design of the propose<l Tayeh plant was predicated on Imimrls of Iron ore 
from Hainan, to the South. 

CV wcaf—Tlie development of the cemeul Industry in China has taken place 
hi comparatively recent years. In China proper the production In 15)37 was 
1,000,000 tons. In IWd. the output was only 300,000 tons and 000,000 tons were 
imported. Cement is an important element in the reconstruction of industries, 
harhors, railways, roads and buildings, niid plans have been made for the 
expansion of the industry. Fortunately China 1ms jy>undant raw materliil re¬ 
sources. I’luiis have been made by the National Resources Commission for the 
lelmbilitation and e.xpaiislou of three plants in Taiwan, at Kao-hslung, Tsu-Tung 
and Suno (the latter is poorly located and was badly damaged by bombing); 
by the Kwa Ilsin Clement Company for the development of a new plant at Tayeb, 
for the rehabilitation and expansion from 200 to 5t)0 tons i>er day of the North 
Chinn O'menl Company, and the development of the Uuimn Cement Company with 
a capacity of 500 tons pev day. The lost two projects, both sponsored by the 
National Resources Commission, should have further study. Funds In the 
sum of §2.700,000 US have already been obtained tor the Taiwan plants, $1,000,000 
from Unhra, $500,000 Eximbonk, $200,000 Canadian and $340,000 National 
Uesourcc.s Commission, and orders In approximately this amount have been 
placetl for overseas materials and equipment. The present cement output of 
150,000 tons per year in Taiwan Is adequate for present local requirements. 
By June 1048, with the increased capacity. It Is hoped to produce 000,000 tons 
per year, 300,000 for local requirements Including hydro-electric expansion, and 
300,000 tons for e.xport. 

The Hwu Hsln Cement Company has undertaken the construction of a modern 
1,000 tons per day plant at Tayeh on the site of a pre-war plant of one-flfth that 
caimcity, which was moved to Cliengchl In Free Chinn on the approach of the 
Japanese. The major part of the rcqulrc<l machinery has already been ordered 
from Allis-Chnlmers and other U. S. manufacturers and they have received aid 
from UNRa.A in the form of cement mixers, structural steel, earth-moving equip¬ 
ment and miscellaneous Items, but they ore now seeking a $2,000,000 Eximbnnk 
loan to cover the U. S. cost of a 3V(t kilometer aerial tramway, conveyors, quarry¬ 
ing equipment, etc., required to complete the project 

Crop Conditions 

China's winter and summer food harvests this year, assuming no changes In 
present summer crop conditions, are expected by the American Agricultural 
Attnchd to be signiflcantly la^r than last year’s fairly good returns. Poor 
distribution, however, will result in a serious lack of food In at least five large 
areas In Clilna which are possible famine districts. It must be emphasized that 
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China's food stocks since the war have been mucli lower than normal. There¬ 
fore a potentially dangerous situation will continue to exist until food stocks have 
been built up. 

The most Important food shortage areas, approximately in order of (heir im¬ 
portance are: 

1) The coastal strip in Kwangtung from Swatow south to the Canton delta 
country. This area, a large food deficit area in normal times, snffere<l from the 
early June floods which occurred In the East. West and North River valleys. The 
Pearl River estuary and delta nml the Han River area around Swatow are ex- 
I>ected to be the centers of the shortage. Early reports indicate a go<Hl start for 
the second rice crop. 

2) South Hunan in the hsiens around Heng>*a«g. Tlie rest of Hunan expects 
a good rice crop, hut this area, which suffered starvation last year, was <]amaged 
again by a flood In the middle of June. It Is not clear how badly the June floods 
damaged south Hunan. Damage may have been overcstlmatcHl, in which ease 
supplies from within the province will be more than sufhricnt if pro|H'rly dis¬ 
tributed. However, proper distribution within Hunan Is questionable when other 
areas offer bettor prices. 

3) Northern Kwnngsl areas which arc part of the extension of the south Hunan 
shortage area. Unkba. reports state that starvation in this area Is partly due 
to heavy exiKirts of rice to large coastal cities where higher prices for rice are 
offered. 

In early Juno 100,000 acres of farm land were flooded in Kwangsl along the West 
River from Nanning to Wuchow. The first rice crop In this area was reported 
destroyed, but in the rest of Kwangsi crop conditions were reported good, 

4) Two areas In Honan, one in the north near the Hopei border, and one in the 
southeastern reclaimed Yellow River areas. The shortage area in the north, 
which includes Linhsien, Tangylng and Linchnng. is apparently suffering from 
the winter wheat drought ns well ns fighting. The information on this area is 
based on reports that have yet to be confirmed. 

The southeastern area lacks food since this was In the Yellow River flood area 
In recent years. In many parts no crops have been harvested since the river 
was diverted across Shantung. This area also includes parts of the Yellow River 
floodefl areas In North Anhwei. 

6) Food shortages are reported by Unbra in western and northern Shantung, 
especially in the areas adjacent to the Yellow River. Food is particularly short 
ill the Tohalen area on the Hopei border. There is a definite need for food for the 
migrants leaving the lowlands and bed of the Yellow River which has boon 
diverted back into northwest Shantung. 

0) Recent press reports indicate floods in north Kiangsu both north and south 
ofHsuchow, with the Peihslcn and Suctiien areas claimed completely inundated. 
This area, ns well os local areas in southwest Shnlitung, were the scene of civil 
war fighting last summer and fall and will undoubtedly require assistance 
Actual flood damage to crops in north Kiangsu Is still being assessed so that 
reliable estimates of relief needs are not yet available. 

Local areas which are suffering or anticipating food shortages include: 

1) the south Jehol mountainous area, 

2) some hsiens on the Liaotung Peninsula north of Dairen In Manchuria, 

3) scattered areas in Shansi, Including thgTatung locality, 

4) tbeHooLf area In Chahar will be short until harvest this fall, 

5) scattered hsiens In Hopei. Hslens mentioned by Unbba os short of food 
are Uanebeng, Tlngshing, Jungcheng, Cbingyucn and Miogho. 
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C) Famine conditions are expected In Nlngteh hslen In north central Fukien. 
Some of tlie Fukien coastal lisiens ore short of food. 

7 ) Unrra anticipates famine conditions In the I’escadores Islands. 

8) Local nooded areas In south Kweichow, south Kinngsl, southwest Kwangsl 
and along the rivers In the Chengtu basin in Szechwan. 

Shortages may generally develop In north China if summer crops ore poor, 
especially In Shansi, Hopei and Shantung. Crop conditions In north China so 
far. however, have been reported at least average, except for the flooded areas 
mentioned above. 

During late July and early August an estimated 12 million shih mow (2 million 
acres) were flooded In the lower Lino River valley south of Mukden. Early 
reports tentatively Indicate that more than a million people In this area were 
affected by the unusually heavy seasonal flood. Suffering and food shortages In 
this area are expected as a result of the flood and poor distribution from other 
parts of Manchuria. However, a surplus production of food Is definitely expected 
for the whole of Manchuria. Nationalist-occupied Manchuria is expected to have 
a food surplus for the year also, although much smaller than that of the 
Communist areas. 

Taiwan's rice acreage and production appear to have returned to pre-war 
flgures, aided by the use of some land in the southern part of the island that 
was formerly used for sugar-cane production. As Unrra Agricultural Rehabili¬ 
tation men point out, this Is significant since this Is the first large rlce-produclng 
or exporting area In the Far East which apparently has returned to pre-war 
averages and production. 

Problems Confrontinff American Bu$i»est In Chfno 

In each of the localities visited conferences were hold with American business¬ 
men. M»ich valuable Information concerning the sliuntlon In China was gained 
from these sources and from memoranda prepared by the American Chambers 
of Commerce In Shanghai and Tientsin. American business representatives 
strongly expressed the view that It would be undesirable for the United States 
to extend further financial assistance to Chinn, In the present situation, unless 
strict conditions were attached to assure effective use of the proceeds of any 
loan for purposes consistent with United States policies. As stated In a Joint 
Memorandum of the Far East-Amorlcan Council of Commerce and Industry, Inc., 
and the National Foreign Trade Council, Inc., submitted to the Department 
of State June 17.1047, these two councils ore strongly on record In support of a 
procedure under which, from now on, any public funds which the United States 
Government may provide or make available to the Government of China, eltlier 
for relief or general reconstruction purposes, should be only on the basis of 
strictest control ns to handling, cnd-usc. nnd disposition. 

American buslocssmco stated that the present Chinese Government has been 
apathetic in its efforts at economic improvement, and has taken ^e^ 1 ge In the 
thought of foreign assistance for solution for China’s problems. The American 
businessmen felt that it would prejudice achievement of necessary reforms In 
Chinn, if financial assistance were to be provided In any large omount with 
control of Its use to be left In Chinese hands. They regarded tills, for example, 
ns a basic defect in tlic $500 million loan of 1042. 

The following arc the principal problems which American business Is facing In 
China at the present time. Complaints Include the administration of Import and 
exchange controls, particular stress being placed upon the methods used in 
allocation of lmi>ort fluotos, delays and Inefficiency In obtaining Import licenses. 
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and the practice on the part of the Import licensing board of discriminating 
against foivign coficerns to favor newly established Chinese companies, includ¬ 
ing those orgnol7.etl liy ‘•favored families.** ll was univers;ill.v acknowle<lg«'U iJjat 
conditions of corruption auioug lower otflcials in the import control and customs 
services were widespread. Legitimate enterprise is restricted under the regula¬ 
tions, but goods which are on the list of pnihibited imports can move and do move 
into China by iiribery. Suiuggllng via llong Kong is widespread with established 
fees and prociHlures. 

From tlie standpoint of China’s commercial relations with the rest of the world, 
as w*oiI as of D)jimUiJiiing what hlstoricully has been one of the most important 
sources of revenue to the Chinese Governmeut, great importance attaches to the 
maintenance of an elhclent and hones^t Chinese ^Juritime Customs Service. In 
pre-w*ar years, the rcpututlou of the CJiinese Maritime Customs for eftlciency and 
honesty of admiulstratiun w'us uneNcelled throughout the worid. At the present 
time, in contrast, corruption among the lower officials Is widespread, more so it 
was learned than at any time in the last 1>4 years. For analog^*, comparison 
would have to be made with the period between 1842 and l8o3 when conditions 
f»f bribery and corruption were so rampant as to lead to the establishment of the 
Inspectorate General of Customs. The basic cause for the situation which exists 
is to be found in the completely Inadequate level of wages for customs employees. 
They are paid u starting wage of around CN $1,500»(XX> per month and employees 
who have been cmpli>yed for six years, now earn around $2 mill ion CN per month 
(equivalent to U. S. $5000 ot present market rote). These sums are completely 
inudiKiuate to cover the essentials of life for any man with a family. With oi)por- 
tunity for bribery frequently present, almost tbe inevitable result Is widespread 
corruption. A similar or woi'se situation e.vists in other Cbiuese Uix bureaus. A 
nse in the wages paid to customs officials would not only do more than any other 
single factor to restore the integrity of the Maritime Customs but undoubtedly 
would repay the National Government many fold In terms of receipts acquired. 

The most common form of corruption In the customs Is understood to bo the 
payment of what Is called •‘couveuieiice money,'* 1. e., a iMiyment made by an im¬ 
porter to expedite action on his case and movement of goods through customs. 
Much less frequent Is an alteration in the amount of custom payment or the 
sum which goes to tlie National treasury. In this respect, the record of the 
Maritime Customs is relatively good. Administrative costs of collecting duties 
run 0-11 percent. In the Direct Tax Durcau of the Ministry of Finance, it is 
reported, the "administrative'* expense of tax collection runs os high as CO 
per cent 

Scarcely any reforms which could be instituted would be more Important for 
Clilna's conimerchil relations than the toking of measures to restore tbe efficiency 
and Integrity of its Maritime Customs service. 

American business is also concerned with tbe fact that profits from trade In 
China cannot be remitted lu the States through regular exchange channels. They 
stress that If China desires the assistJince of foreign capital In development 
ot its commerce and industrleSp provision must be mode to i>ermlt'reuiission of 
legltiinalo profits to the States by American investors. The National Govern¬ 
ment has recently recognised this fact in principle but stresses the emergency 
character of tbe present situation and Chlim’s lujibility with Its present small 
exchange holdings to permit such remission of profit. 

Another principal complaint of AinerJcau business relates to discrimination 
in the euforcement of various Chinese taxes, pnrtlculorly the business tax and 
the income tax. There exists a technical provision In the existing Income tax 



800 


U. S. RELATIONS WITH CHINA 


luw, and Its eoforcemeut regulations, under which mauy American corporaUons 
are required to pay greater income taxes than those paid by Chinese groups; and 
also for some American corporations to pay an excess profits tax as weU, which 
Uiey would not have liad to pay If they had been incorporated under Chinese In¬ 
stead of American law. The principal complaint of American business, however, 
l.s that the income tax is collected In practice from only a small proportion of 
Chinese companies, and. if collected, the sum is a matter of arrangement by pay¬ 
ment of u bribe to the local tax oUiclal. American companies, on the other hand, 
are required to pay taxes to the full letter of the law. 

American business firms o|>erating in Sbunghai are particularly concerned at 
the operations of the buying and selling agencies of the National Government, 
and particularly of the developing chauilel by which China’s principal exports, 
such as bristles and tuug oil, have been exported through the Central Trust, a 
subsidiary of the Central Bauk of China, and the Universal Trading Corporation, 
organized under tlie Slate of New York. The Universal Trading Corporation 
also functions ns a purchasing agent on both governmentnl and private account 
and forwards its pro<lucts to China for sale through the Central Trust During 
the first six montlis of 1947, 33 iwr cent of the exporU from Shanghai to the 
United States were consigned to the Universal Trading Corporation. Develop¬ 
ment of this channel serves to undermine the position of established American 
liuding firms and agency representatives In China. The receut decision of the 
Chinese Government to terminate the Chinese Supply Commission In Washington 
as of 1 August would be welcome were It not for the fact that the Supply Com¬ 
mission functions were niinounce<l ns being transferred to the Universal Trading 
Corporation. Recognizing the concern with which American business and gov¬ 
ernment olliclals may he expected to regard this transfer, it is i>osslhle that the 
National Government will modify the Intended functions of the Uuivei-sal 
Trading Corporation, as well as of the Central Trust, 

immediale Steps to Strengthen the Econoinii 

The handling of foreign trade through uoriunl private channels with rigorous 
nondlBcrlmiuatory enforcement of import controls Is urgently needed. The Cen¬ 
tral Trust should be taken out of foreign trade and Its functions restricted. A 
free market in foreign exchange, within a system of import controls, and managed 
by the Central Bank with full cooperation of the Appointed Banks, should provide 
incentives for private exporters. All ports, Including Hankow, should he open 
to foreign vessels, at least temporarily. A rigid control of smuggling would also 
be u major step towards the restoration of foreign trade. 

Chinn should move towards stabilizing the currency by first attempting to re¬ 
store a balance between Government receipts and expenditures. Any attempt at 
currency stabilization through the Issuance of a new currency, either paper or 
silver, will be premature, unless the Government has already taken steps to live 
within Its Income. The ultimate objective should be a limit or ceiling on the 
currency circulation and on borrowing from the Central Bank. Full publicity 
should be given to the activities of the Central Bank in controlling the Issuance 
of the Chinese National Currency. These measures might help to slow down the 
rate of price Increases, protect the position of the CN dollar as a national currency, 
and forestall any attempts by provincial authorities to Issue separate local 
currencies. 

The economy would be strengthened by disposing of Government-owned Indus¬ 
trial concerns and monopolies to private Chinese enterprise, both on the mainland 
and In Taiwan, through open and honest sales—preferably for foreign exchange or 
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gold—to the highest bidder. This step would increase production by giving an 
Incentive wliich is at present lacking. The disposal of industrial plants would 
eliminate expenditures from the national budget to linance Government enter¬ 
prise, reduce the number of functionaries who are in a position to make private 
profit at the public expense, bring in large amounts of revenue for the imtiouul 
budget, and assLst in retarding the rise in prices. A prohibition against public 
officials as directors in private con>orations would also strengthen the morale of 
the Government service. 

Progress towards a balanced budget shovild become possible through the fore* 
going measures, and through increased revenue from taxation and public 
borrowing. Even under the present tax laws, revenue could probably be Increased 
by strict and punctual enforcement. A tax on profits secured from speculation 
In commodities would be a useful addition. If there Is any prospect of success 
in stabilizing prices and limiting currency Issuance, the public would be encour¬ 
aged to buy Government bonds and repatriate funds which have been sent 
abroad, thus materially helping the Government to balance the budget. Im¬ 
proved efficiency in the collection of the land tax In kind would increase the 
yield and reduce the burden of Its incidence. Stability of the Government in the 
countryside could be rapidly undermined if the Incidence of conscription and the 
land tax in kind becomes too severe. The recrudescenee of Ukin —local transit 
taxes—and Dillltary requisitioning at nominal prices should bo severely dis¬ 
couraged. 

The administrative Inefficiency and corruption, which are paralyzing the 
economy and crippling China as a military power, should be eliminated ns 
rapidly ns possible, and the administrative Inertia overcome by a delegation of 
executive power and authority. 

C(fn3ideraiions on United States Economic Assistance 

Budgetary Deficits —Inflation is China’s central economic problem, and the 
most urgently required assistance Is that which can first check the depredation 
of the Chinese currency and later permit of Its stabilization. The main Inflation¬ 
ary pressure comes from budgetary deficits, financed by Issuance of pai^cr cur¬ 
rency, to cover the increasing burden of military expenditures. Reduction of 
such deficits requires drastic action by the Chinese government in two principal 
ways, (1) In reducing military expenditures by setting Chinn’s military objectives 
within the capacities of its economy (with such assistance as the United States 
can appropriately give), as well as by reforms alino<l at eliminating Inefficiency 
and corruption from the Chinese army itself; and (21 by increasing Chinese 
government revenues, possibly by levying new taxes, but initially by increased 
efficiency In the collection of existing taxes. 

The above reforms are not easy; they call for measures which would alienate 
many local Army leaders, and require ruthless weeding out of corrupt tax officials 
and payment of a living wage to tax collection employees. They cannot be 
accomplished quickly. But unless effective efforts are made in this direction no 
attack on Chinn's economic problems can hope to succeed. 

United States assistance In meeting these problems could best bo rendered by 
making available the services of experienced advisors In the budgetary and taxa¬ 
tion fields, and by providing military advisory personnel to assist In developing 
and supervlBfng an efficient military service of supply. The United States 
government, In our view, should not extend financial assistance with a view to 
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covering China’s budgetary deficit. Nor should financial assistance be extended 
on any substantial scale for reconstruction projects or to relieve pressure on 
China s balance of payments unless these basic steps are first taken. 

L'conomic /iccojisfri/r/ioa Projects —The Mission has not endeavored to pre¬ 
pare a plan for Chinn's econoailc recon-structiem. It Is, however, greatly lut- 
pressed with the need of a realistic fonnulatloii by the Nationid Government of a 
practical program for economic reconstruction. Most nece.ssary is a greater coor- 
clination of effort by military and economic agencies of the National Government, 
ns well ns betwe<*n the National and Provincial governments and private enter- 
pdse. both In the formulation and in the Implenieuting of reconstruction projects. 
China's own resources should be marshalled for solution of her economic problems 
before there can he assurance that requests for foreign assistance are soundly 
conceived and can be carried out effectively. 

In connection with the Marshall Plan. European nations have been called upon 
for their plans for economic reconstruction. If the same principle wore to apply 
in the Far East, dlfilcultles would be encountered, because of China's lack of a 
coordinated program of economic reconstruction and of the personnel and 
centralized responsibilities for developing one. 

The Mission accordingly would recommend, ns a prerequisite to United States 
financial assistance, the establishment by the National Government of a high- 
level planning and screening agency to review carefully and iinpartinlly the 
projects and programs submitted by various sponsor-Minlstrlos. Commissions, 
Administrnllon.s, provincial, local authorities and by private cntor[>ri8c, with a 
view of establishment of on overall priority list of projects on the basis of wliich 
China's available resources can be dlrecliHl towards China's most vital programs 
and projects. Such a screening and planning agency should nsse.<a the economic 
Justification and self-llquitlntlng potentialities of any project siibmitied; review 
the tcclinical fonsibllity and e.stlmate<l costs; coordinate such project with es¬ 
sential corollary projects of other Ministries, such ns power and transportation 
projects which need to bo accomplished prior to or concurrently wlili a given 
project; determine the manner of financing and ItuUcale data or revision reqtilred 
to qualify for financing; and finally assign a position on the overall priority list. 

Some such agency and procedure are considered cs.senllnl to a coordinated and 
effective econondc relinbllltntlon program. Such an agency wcuild be the third 
place (Ministry of Finance and Ministry of War being the first two) where the 
services of United States economic advisors could be most effectively employed. 
They should be assisted also by a staff of quallfie«l technical personnel. Such 
advisors would not have authority to extend fiunnclol assistance. Their job 
would bo to assist In developing a program capable of realistic Implementation; 
to assure tliat so far ns possible Chinn’s resources wore directed toward most 
pressing oconondc reconstruction projects, and to assure, In those coses In 
which United States financial assistance was required, that the projects were 
soundly conceived and presented for United States consideration. 

Investment of Private Chinese Funds —Under conditions of inflation and 
financial insecurity Chinese investors are not disposed to ploce their capital 
in long term productive enterprises. Short term advances under Inflation con¬ 
ditions command Interest rotes of from 15% to 30% per month. Private capital 
goes also into hoarding of commodities as n hedge against Inflation, nnd for si)eru- 
Intlve purposes. The current psychology Is entirely an Inflationary one, and Is 
not conducive to efforts nt longer run economic reconstruction. This Is a fur¬ 
ther compelling rea.son why the Chines© government must tnke definite steps 
toward fiscal reform and a stabilized currency, as a pre-requisite to economic 
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reconstruction^ which in largo measure requires the inrostiiient of private 
Chinese and foreign capitah 

Bxpori‘Iutpor( ftanAr—Under date of June 27, 1947, the National Government 
applied to the Evf>ort lmport naiik for loans aggregating almost ?2T0 nilllion 
to cover the dollar costs of a nuiuher of reconstruction projec'ts, and subsequently 
a $200 million credit for raw cotton. Conclusions with respect to the situation in 
China ns It affects generally the matter of Joans from the Esport-lmport Bank 
follow: 

In framing requests for Eiport-Iinport Bank credits the Chinese authorities 
appear not to have been .sufficiently concerned with the requirement of eco- 
Domic and technical justificali^ui for Individual jjroJects to be considered. They 
have decided ni)pareiitly upon a lump sum total of a credit to be requested, and 
assigned amounts for Individual projet'ts to approximate in the aggregate the 
desired total. Altiiough the National Government has employed the services 
of a number of outstanding American engineering consultant hrms to sui*vey 
Its needs in such flehls iis traiisportotlon, mining. ele<*tric power anti harbor 
development, the studies made by these Arms—submitted by the Chinese In 
JustiheathiD fur the projects requested of Export-Import Bank—appear to suffer 
from a basic defect. Under instruction from the National Government they 
are drawn up to provide China facilities which are coinparuble to the best 
in use in the United States, strictly from the engineering standpoint, and are 
not reallstloally drawn up In terais of local nee<ls, capacity for repayment of 
Investment, and of utilizing local resources. A case In point Is the Canton* 
Hankfiw Itallroad for which the Chinese made a credit applicatlou origiDully 
of $42,054,000. subsequently retluccd to Ssl7.500.000. The original construction 
cost of this line was equal approximately only to $20,000,000. The Instructions 
under which the Zilorrlson Knudsen Company undertook this survey reflect an 
apparent desire on the part of the Chinese (jovernment planners for the best 
ill modern transportation and IndustriHi equipment. Their survey, however, 
Is not an ndequole basis for coiisi<leration of a loan re<)uest. A loan appHciitloQ 
should provide a realistic appraisa'i of Dte traffic potentialities of the road, its 
contribution to trade and production In the urea, hnw the National Government 
proposes to meet the local currency costa of Its development, the extent to which 
the necessary development has been met by the bridge materials, ti'ark, ties, 
locomotives, nml rolling stock which hove been provided by Unbka. the financial 
plan according to which the National Government proposes to meet Its earlier 
outstanding Indebtedness on the line, the statu.s of its agreement with the Boxer 
Indemnity Couimlsslon umler which the British GovorJiment financed the con¬ 
struction of the central section ot the line and In acconlance with which It was 
agreed that ull materials for this section should be purchased in the United 
Kingdom, etc., etc. None of this data, to our knowle<lge, has been provided by 
the C^hlnese Government in support of any loan application for the CoDton* 
Hankow KjiMroad. 

The uiisKlori was impressed with the extent to which Chinese GovernmeJit 
requests for Export-liniiori Bunk assistance are being made on behalf of state- 
owned and operated enterprises. This was particularly a]rpuront in Formosa 
where the National Resources Commission o>vns and oi^erates. cither itself or In 
conjunction with the provincial Government, ail principal industries on the 
Island except coal, tea and pineapple. The Comudssion owns and operates, and 
In most instances has sought Export-Import Bank loans, for such widely diversi¬ 
fied Industries on electric power, i>etroleum refining, sugar refining (the ('om- 
missioQ owns 250.000 acres of land under sugar cane), cement manufacturing, 
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«hipl)Mil.nng. mnchine f-bops. sirtiflcial fertilizer, anti paper manufacture. Tlie 
patlerii of developuieut which the National Resources Commission desires Is 
evident. They wish United States financial assistance, but not United States 
juanagonieut or control, to provide necessary foreign exchange for materials and 
etpilpment to be acquired in the United States, and to hire foreign technicians 
when necessary to assist in bringing into ojKjratiou the facilities acquired. In 
the case of tlie Takao Refinery now operat«‘d by the Chinese Petroleum Coriwra- 
tlon, an NUC subsidiary, the National Government refused American oil com¬ 
panies an oiiportunlty to participate in the ownership and operation of the plant, 
but re<iuesto<l an Export-Imx)ort Rank loan to provide foreign exchange financing, 
and hired foreign technicians to assist in running the planL On failing to 
obtain an Export-Import Rank credit the National Government apparently did 
not find difficulty in providing Itself the foreign exchange rcHjuIred to place tills 
refinery in operation. Wliatever the statements made by the National Govern¬ 
ment regarding the extent to which foreign investments in China are to be 
wi'leome, the fact remains that at pre.sent there exists In China a strong tendeiu’y 
towards state ownership and oiwratlon over wide fields of industry. This raises 
a problem of policy from the standpoint of United States financial assistance, 
particularly Export-Import Bank financing, since credits from this institution 
are intended wherever possible to give support to private enterprise. Obviously 
It would be undesirable from tlie standiwlnt of United States policy to be doc¬ 
trinaire or completely Inflexible in granting loans to Government-owned or 
operated enterprises. A railroad credit, for example, lii China would seem a 
<lt?slrable loan to a Goveroment body and there could be other similar examples. 
In the present situation, however, lii which the Natloual Resources Commission 
Is operating in every major field of induslrj’ in China except textiles—In which 
the bulk of Chinese productions by nnotlier Government Corporation, the China 
Textile Industry, Inc.—there is renson to consider carefully every project in Its 
impact on private enterprise, Chinese as well as American. 

The fact that Imlivldual credit applications for Export-Import Bunk funds 
must be guarauteed by the Central Rank of China places dlfllcultlcs In the way 
of giving coosldcratlon to what might be worthwhile small projects proposed 
either by provincial authorities or by private enterprise. In the more effective 
roordination of reconstruction projects In China, some method must be found 
to open the way to financing of locally sponsored projects, both provincial, muni¬ 
cipal. and private. 

As long ns pre.sent conditions of civil war nnd Inflation continue, and lack of 
confidence In the situation in China by Chinese Investors themselves exists, there 
Is a general difficulty with respect to Uie possibility for external financing on 
banking terms. Among the statutory requirements to Export-Import Bank 
loans is the proviso that there must exist n reasonable assurance of repayment 
of any loan made. Even though nn Individual project may be meritorious from 
the stnndiwlnt of meeting China’s basic needs, assurances of repayment cannot 
<;xist when the value of the Chinese yuan and the general credit or exchange posi¬ 
tion of the National Government is deteriorating. Until some effective steps are 
taken towards greoter stublllty in China's public finances and currency, it is 
difficult to see how ordinary banking loans can be made with adequate assurances 
for repayment. The Chinese place emphasis upon the desirability of proceeding 
now with individual projects in areas which arc sheltered from the civil war 
nnd hence from attacks or destruction by the Communists. There Is, however, 
In China no industrial area which now Is sheltered from the effects of cur¬ 
rency Inflation and depreciation of the National currency. 
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Tho credits which China needs for reconstruction projects for the most part 
will be Ions term credits for exan)(»le from 15-20 years. It is doubtful whether the 
ICxport-Import Bank desires to undertake such financlnp over a period that 
Ions. Its policies are understood to aim more at shorter term credits, and largely 
of tlie exporter-credit tyr>t^ on particular sales of American iDanufaeiure<l ma¬ 
terials or equipment. In any event, it is clear that Export-Import Bank loans 
could not be used to finance local currency exi>enditures in China for materials 
and labor required to be purchased there in connection with any project. 

Therefore, there are In China now very few projects which can qualify for 
Export-Import Bank financing. As the situation is iiiq>roved, p;irtlcnlnrly in 
terms of steps towards fiscal and currency stahilizalion and towards more 
realLstic formulation of economic n^constructlon projects, It is possible that 
Increased opportunities will exist for Export-Import Bank financing, particularly 
of projects sponsored by American and Chinese private enterprises. 

liatance of Payment b AnBiBiance .—Another necessary approach to the problem 
of economic stability in China must relate to the exchange value of the Chinese 
currency, to checking its depreciation and establishment of conditions under 
which the foreign exchange value of the yuan eventually may bo stabilized. 
?uch stabilization may require United States assistance, tnit in our view is not 
a practical possibility until definite steps arc taken towards fiscal reform and 
restoring confidence of the Chinese people, and until production in China in¬ 
creases to permit expansion in exports more nearly (with remittances from 
overseas Chlne.se) to pay for imports. Again there Is need to emphasize the In¬ 
terdependence of China’s coononilo, political, and military problems, and the se¬ 
quence envisaged for budgetary, reconstruction, and currency stabilization meas¬ 
ures of assistance. 

Immediately China has the problem of financing Its Imports, which even on a 
restricted basis and not counting Unojia Imports, are running at a level several 
times its exports plus remittances of overseas Chinese, and drawing down ex¬ 
ternal ofllcial exchange holdings at the rate of around $200 million per year. It is 
anticipated that such oflBclal assets at the present rate of usage will be drawn 
down to around $220 million by the end of 1947 and would be exhausted by the 
end of 1018 or early In 1049. It Is hoped that the recently Introduced system 
of partial linking of exports and Imports and other measures will result In 
expansion of exports and Improvement of China's foreign exchange position. 
At best, however, there will bo a period of inonths in which the drain on China's 
external official holdings of exchange will continue. It may be desirable, there¬ 
fore, ns an interim measure prior to any currency stabilization loan, to give 
some assistance towards flnnncltig a part of China’s principal industrial Im¬ 
ports, e. g., raw cotton, to prevent too great an Impairment of China’s official 
excliange holdings. 

CongrcBBional Aid —United States objectives and Interests require that posi¬ 
tive and constructive aid be rendered to China to arrest the deterioration of 
economic conditions, and thus to help to develop and maintain a government 
whose philosophy and alms arc compatible with our own. This recommenda- 
tJon Is consonant, not only with the present world situation, but with the his¬ 
torical ties—between the United States and China. For reasons stated abo\e, 
it Is not believed feasible that necessary financial assistance can be provided 
China from the Export-Import Bank. The need in any event Is for an Integrated 
program of ossistance which would rcqtilre clarification and authorization by 
Congress of Its Intended military, economic and political phases. 

Certain major prerequisites to assure effective utilization of any aid extended 
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linve bppn inflicntod. With concrete evidences of perforrannce In these respects, 
and with nim commitments for continue*! pmgress. It Is reromn)en<Ied that the 
United States f{i)verni>ient. nntler CiniBresslonal authorization, provide tlnancial 
assistance t«i China to assure an early undertakinp of proj**ols p(ss«-ntial for that 
country's economic reconstructiim. and eventually for stahillraitlon of Its cur¬ 
rency system. The atiionnt of su<h nhl atul specific means of Its Inipletuentathm 
would be subject to determination by Congress actliiB upon the r^«>mmenda- 
tions of appropriate agencies of the United States g«»vernment. However, It 
would be desirable to Inaugurate before July 1. 1948 key reconstruction projects 
rcintiiig to transportation, electric power, coal, and artificial fertilizer, even 
though more substantial assistance for currency stabilization were to be made 
available at a later date. This emphasizes that a lump-sum financial grant to be 
handed over to Chinn Is not considered Justifiable. It Inillcntes the nee«l for Con¬ 
gressional sttpport for a program of assistance over a perio«l of at least five years 
In which aid can be nja<le available when, as, and If It cun be efTectively utilized 
for the purposes intended. 

The priority list for reconstruction projects submitted by the National Govern¬ 
ment should he prepared by a screening and planning agency In the govern¬ 
ment assisted by American economic and engineering advisors. In conneetlon 
with any itidividunl projects so presented, and approved, it Is conteinphtted that 
suitable provision will be made f«ir financial ami technical supervision by United 
States personnel to assure effective utilization of the aid extended. 


APPENDIX *‘C’' TO PART II—CHINA 
SOCIAL AND CULTURAL 

The unending war has Inevitably paralyzed Chinn's ambitious pre-war plans 
for social and cultural advancement. It has been lmpos.slble even to hold such 
slender gains ns were made in the few years between Internal revolution and 
Japanese Invasion. The primary schools and the adult education enterprises 
which In those years had barely started their attack upon the nation’s mass Illit¬ 
eracy have lost buildings and textbooks and teachers and even contact with 
pupils. Today, with deiireclnted money they are unable to replace their buildings 
and equipment or to encourage their teachers with adequate pay. The odddle 
schools are no better off. The tinlversltlcs limp along tinder burdens which 
almost cause despair even In n nation In which scholarship continues to command 
universal respect to a degree unknown In the Occident. Most of the universities, 
being seated In eastern Chinn, were driven out by Invasion, thus losing buildings 
and bonks and equipment. During the war they kept alive by pooling their scant 
resources In common properties In Interior cities. After the war they rushed 
hack liomc only to find libraries and laboratories gone and often buildings ns well. 
Endowment and other funds had become so small and so unproductive that 
teachers* salaries nnd students’ scholarships had vanished: what once would 
have supported n student for one year now might buy him one notebook. In this 
situation numerous universities have again pooled their poor resources in an 
effort to carry on, but with feeble success. Tlint the teaching Institution still 
exists to a respectable degree must be attributed largely to the devotion of the 
teaching profession whose members, receiving hopelessly Insuffictent salaries, 
survive only by selling their possessions Item by Item nr by finding odd Jobs to 
do In spare time. Tliere are fewer nobler examples of patriotism. 

Beyond the troubles listed, the universities have lately suffered In another 
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respect. Strone political deinoDStrntlons among the students have been sharply 
punished, in detbince of the students’ traditional freedom of expression and. 
still more seriously. In defiunce of the lihei rarlaii pi in. l|.le of open trial. Faculty 
members have b**en replace<l luK-ause of their political views. In these cases 
the National Oovernnient defends its suppressive arrests by declaration that the 
prisoners' actual offense has been sedition rather than merely opposition-think¬ 
ing. but the fact remains that this sort of suppression does not exist in free 
lands, and the actual dlsap(>eiiranee of victims, untried by any known law process, 
is itself Intolerable. That the universities should be forced to live umler this 
sort of shadow is one of the chief tragedies in China's higher education today. 

The professions and technological groups mark time. Not only are individual 
incomes reduced by inflation, hut access to professional magazines and reports, 
by which under normal conditions proficiency is inalntalned and increased, 
remains most difficult (the United States Information Service libraries do what 
they cun toward meeting this acute lack). Newspapers have for the most part 
become party organs, with a few honorable exceptions. Free expression risks 
closing down of the newspaper by government order "for reasons of military 
security" with reorganization under altered direction a requisite to renewed op¬ 
eration University presses have censed to oiierate. Cultural assemhlles of every 
sort, save for political purposes and these thoroughly shepherded, are rare and 
spasmodic, offering in this field no such continuity of public liiforiuatlon as In 


Doriiial times. 

The e<Te< t8 of prolonged social disorder ore had In any land, but a nation Tvhicn 
is highly mernte can live for a time on the cultural resources of its individuals. 
In n nation where there already is so wide a gap between a sinaU but select 
Intelligentsia and a mass of mankind largely illiterate, a new blockaile In educa¬ 
tion Is fur more serUms. Public literacy Is essential to public readiness for 

effective self-government. 

The steps to revive education which have been taken already are largely loca 
and hence variable. The national program is in existence, hut translating It 
from paper to iwrforniance requires, first of all. far more money than China 
has avallnhle for education. In a land at war most revenues ore consumed in 
the insatiable mow of the military, and such funds ns do come to civilian de¬ 
partments’ hands are likeliest to he diverted to food and other unquestlonnbiy 
urgent necessities, rather than to education. Hence, National Government plans 
for reopening schools and buying books and desks and granting a somewhat better 
wage to teachers are Dot supported by funds. Much the same thing Is true of 
those universities and middle schools which once were generously supported by 
foreign churches* now grown uncertain about the Institutions* future. 

There are other uncertainties In education. The very principles of former 
years are being re-examined—whether to continue sending Cldnese students to 
America (save for training as teachers, committed to prompt return to Chinas 
schools) or rather to prevail on Americans who once taught In Chirm to return 
quickly to China to resume instruction work there. There Is a growing feeling 
that at this stage tlie cost of sending students to America would more profitably 
be expended In bringing tea<*her8 to China. Not the least consideration for sev¬ 
eral years to come Is the desirability of toning Chinese students to the environ- 
roent in which they expect to work as adults, rather than to that of the United 


Cbioa^s national mechanism for educational direction and supervision has 
BUltered ns much as tJie schools themselves. It will revive best by being put to 
work, but that* like the restoration of Individual schools, must await the pro¬ 
vision of funds. 




54 


L-hra-y Sri Pratap CelUge 


808 


U. S. RKLATIONS WITH CHINA 


APPENDIX “D” TO PART II—CHINA 


THE MILITARY SITUATION IN CHINA 
AND PROPOSED MILITARY AID 


INDEX 


Military Situation. 

Strategic Importance. 

Military Aid and Assistance. 

Material Aid Programs. 

Motor Vehicle Parts Project. 

Purchase of Additional Military Equipment. 

Ammunition Supply. 

Completion of the 8H Group Program and Possible Augmentation in 

Military Air Transport. 

China Mapping Program. 

Transfer of Ships.. 

Occupation of Japan. 

Military Advice to Chinese Armed Forces. 


P&ges 

808 

800 

810 

811 

811 

811 

812 

812 

812 

812 

812 

813 


miUari/ Situation 

Since General Marshall’s departure from China, the overall military situation 
of the Chinese National Government has deteriorated. In March 1W7, follONving 
the Nationalist capture of Tenan and at the beginning of an all-out Government 
elTort against Communists, tlie Nationalist Chief of Staff announced that the main 
Communist armies would he crushed within three months. Like previous 
predictions of this nature, his statement never come true and fighting between 
Nationalists and Communists continues, principally in Manchuria, Hopei, and 
Shantung. 

Communist operations In Manchuria have practically rendered Nationalist 
forces in that area militarily impotent and prompt action is necessary to prevent 
Manchuria from becoming a Soviet satellite. Continued successful Communist 
operations could make untenable the entire Nationalist position In Manchuria 
where they control only a slender finger of territory. Now, with the cessation 
of rains, It appears that the Chinese Communists will launch an offensive against 
both flanks of this narrow Nationalist salient. Simultaneously, Communist 
guerrilla activities and raids in other provinces, such as Bopel, Shantung, 
and Jchol, will be intensified so as to pin down other Nationalist forces, prevent 
guerrilla activities and raids In other provinces, such ns Hopei, Shantung, 
reinforcement and Interrupt Important Nationalist linos of communication. 
Meanwhile the National Government has done very little to Improve its position 
in the light of those developments. The Generalissimo has designated General 
Chen Cheng, a capable commander, as the overall commander of Manchurian 
forces, but It Is doubtful that he can weld a strong unified force In view of the 
continued serious shortages of both supplies and capoble subordinates. 

Total Nationalist forces of about a million and a half combat troops plus 
another million service troops are opposing less than a million Communist com¬ 
bat troops and mllltia supported by on unknown number of service troops. Un- 
forUinatcly, less Is known about Communist forces than ever before, for at the 
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present time there are no competent foreign observers with them. Cliinose 
information on Communist supply, ecpiipment. casualties, ami uianpo\ver is 
completely unreliable and Inaccurate. 

The underlyitig military reason for Communist success is that they retain the 
initiative, striking at places of tlieir own selt“clioQ with local superlorits' of forces 
and with a mission of destruction. Nationalist forc-es, on the other hand, with 
a mission of protection, are forced to what amount.s to a perimeter defense 
of scattered areas and of long connecting lines of coinmuniention. Such wide¬ 
spread defense offers little chance of lateral eoordinalioii and imitual support, thus 
immobilizing forces that would otherwise be available fi)r offensive action. 
Coiuniunist drives appear to meet with little sul>staiitial resistance, while Nation¬ 
alist withdrawals are generally premature and the words "strategic retreat" have 
lost all signiffancu. 

The Generalissimo has never wuivered in liis contention that he is lighting for 
national indei>endciice against forces of an armed lebelllou nor has he been com¬ 
pletely convinced that the Communist problem in Chijia can he resolved except 
by force of arms in spite of the fact that his efforts to suppress Coininunisls hy 
military force alone have failed. The present course, unfortunately, functions 
as u stimulus to the progressive expansion of Communism. 

It is essential that the Generalissimo revise hi.s present course, since, par¬ 
ticularly in view of the vast areas iiivolverl. it is iiiiimssible to ctmcelve of com¬ 
plete suppression of Communisls by the sole use of any military force which 
Uie National Government could forcseeably lield and supisu t, even with exleriml 
aid, in the future. Hand In hand with action to improve the current military 
situation, social, political and economic reforms must be inslituHnl in order to 
maintain a happy and satisfied, and therefore loyal, p<ii>ulation in Nationalist 
areas. 

All In all, the military situation in China appears to be governed preilominanLly 
hy Communists enjoying substantial inilllary succc.sses in Mancluiria, in Shan¬ 
tung and in Ilopel. These successes cun be attributed mainly to the lightness 
and efficacy of their hit-and-run guerrilla type forces, to their mission of de¬ 
struction os oiiposed to the Nationalist mission of protection, to the Ineplltudu 
and Incompetence of Nationalist high command, to the shrinkage of Nutiunalist 
communications, to the general depreciation and depletion of Nationalist equip¬ 
ment and supplies, both ground and air, to Increased friction between military 
forces from the south and civil administration in the areas under attack, and to 
the stigma attached to troops which so often live off the local civil population. 

Strategic Itnportance 

Any further spread of Soviet Influence and power would be inimical to United 
States strategic Interests. In time of war the existence of an unfriendly China 
would result In denying us Importaut air buses for use as staging areas for bomb¬ 
ing attacks as well as imiMrtant naval bases along the Asiatic coast. Its con¬ 
trol by tl»e Soviet Union or a regime friendly to the Soviet Union would make 
available for hostile use a number of warm water ports and air bases. Our own 
air and naval bases In Japan, Ryukyus and the IMilllpplnes would be subject 
to relatively short range neutralizing alt attacks. Furthermore, Industrial and 
military development of Siberia east of Lake Baikal would probably make the 
Mancliurian area more or less sclf-sufllclent. 

On the other hand, a unified China friendly or allied to the United States 
would not only provide important air and naval bases, but also from the stand- 
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point of Its size and manpower, be an important ally to the Unlte<l States even 
tboiiRh her poor communications and lack of modern industrial development 
would make iier contribution less effective than would otherwise be the case. 

An important factor In analyzing the strategic Importance of Manchuria and 
North China is the role of these two areas in the formation of an industrial 
crescent capable of complementing the economy of either Siberia or China In 
which the potentiality of these areas for the manufacture of arms and amiuunl- 
(ion, for the development of coal and iron resources, and for the operation of 
arsenals and machine tooling facilities would be possible. This Is Important 
in a positive sense In tliat China requires these areas to complete her economy 
and it is important in a negative sense in that both these areas must be denied 
to the Soviet Union. 

While (>)mmuiiist success in Cliina would serve Soviet Interests through ex¬ 
pansion of control of a regime oriented to and sympathetic with the Soviet 
Union, a continuation of i>olltlcal and economic chaos accentuated by protracte<l 
civil war would also produce the same general result. This appears to fit into 
a pattern of progressively staged Soviet expansion at the expense <if China, a 
pattern wlilcli lias already resulted in Soviet absorption of Tannu Tuva and 
Outer Mongolia. 

Tlio military prolilom In China is inextricably involved In psychological, moral, 
political and economic factors. Moral support of the National Government by 
the United States will, in bringing about militarif success for the National Gov- 
ernnient. be of importance in proportion to the degree of actual roulerlal assist¬ 
ance, provided there are concurrent drastic political and economic reforms. 
United States support of a Chinese request to the United Nations for Immediate 
action to bring about a cessation of hostllilios would serve as a prelude to fur* 
tlicr steps which could be taken to prevent the establishment of a Communist 
Government In Manchuria. 

Afililary Aid and A»ti9tance 

In order to improve the current serious military situation. Nationalist forces 
must first stabilize the fronts and then regain the Initiative. Further, since the 
Government Is supporting civil war with approximately seventy percent of Its 
national budget, steps must be taken to decrease the size of the military estab¬ 
lishment while Increasing Us effectiveness and efficiency. 

Whereas some rather ineffective steps have been taken to revitalize the com¬ 
mand structure, and other more sweeping reforms are projected for the future, 
the effectiveness of the armed forces requires n sound program of equipment 
and Improved logistical support. The present Industrial potential of China is 
Inadequate to support mllltory forces effectively. Hence outside aid in the form 
of munitions (most urgently ammunition) and technical assistance are essential 
before any plans of operations can be undertaken with reasonable prospect of 
success. 

The purpose of conditional American military aid to China should be to 
facilitate reorganization of her armed forces; to regain public confidence In 
the armed forces; to insure successful resistance of further Communist advances 
into Nationalist China ; to aid in establishing stability. Such aid could be condi¬ 
tioned to foster the emergence of a regime which would develop along lines 
satisfactory to the United States, at the same time engaging In a holding opera¬ 
tion against the progressive spread of militaristic Communism. A program for 
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Buch military aid to China would necessarily bare to be an intonated element 
of our worldwide policy of oiililary assistance to Fpeciflod nations. 

Extension of military aid by the United States to the National Government 
possibly be followed by similar aid from the Soviet Union to the Chinese 
Comuiuiilsts» either openly or covertly—tJie latter cotirse seems more likely. 
Tension between tbe United States und the Soviet U nion might therefore Increase, 
even us it is now in European und Middle East areas. 

Military aid and assistance to China could take essentially three forms or a 
combination thereof: Material, advisory, or active participation in operations 
by American personnel. This last form Is rejected as contrary to current 
American pcdlcy. In all cases, China should take the initial step of requesting 
.United States aid and should inform the United Nations of steps taken. 

Consideration has bi^en given to what the Chinese can do themselves to Im* 
prove their situation as regards militai^ materiel. It Is believed that they can 
do little to help themselves because of their basic deficiency in industrial capacity, 
However, they cun help themselves by implementation of a carefully prepared 
logistical plan based upon supervised material iild. They can further help them¬ 
selves by deunmstratlng a real willingness to achieve stabilization of military 
fronts, by Improving command, by regrouping forces, by rethicing the total 
military force to one which can be supported by the Government with such outside 
aid as may be furnished, and by Implementing nm>ssary social, political and 
economic reforms. 

Material aid programs visualized Include: 

Completion of the General Pal Motor Vehicle Parts Project 
Purchase of additional Jiiilitnry equipment 
Ammunition Supply 

Completion of the 6% Group ProCTam plus augmentation in military air 
truD.sport 

China ftlapping Program 
Transfer of Ships 

Motor Vehicle Parts Project. Sixteen-thousand motor vehicles, chiefly trucks, 
are inoperative because of lack of parts. It would mnlorlally benefit Chinn’s 
military forces and her transportation system to have this program completed 
by aiTungemonts which would enable the Chinese to purchase these parts on as 
favorable n basis ns possible. The United States is morally obligated to com* 
plete this program by virtue of a contract between the National Government and 
the Foreign Liquidation Commission, which would have made available tiic re¬ 
quired parts from surplus stocks. The United States has unilaterally voided 
this contract as tbe required surplus stocks ore not availJibie and no legal way 
for furnishing them exists. 

Purchase of Additional iUHtari/ Equipment. Since completion of the 30 divi¬ 
sion program nearly two years ago, very little has been supplied. Thus, there 
are many shortages in military equipniont which react to the disadvantage of 
Nationalist military efforts. Credits should be established for China to pur¬ 
chase the necessary military equipment needed to effect a supervised revitaliza¬ 
tion of her ground and air forces* Without such aid, American equipment pur¬ 
chased during and subsequent to the war is, or soon will be, valueless since mainte¬ 
nance parts will not bo available to continue tbe equipment in use. 

In tunny cases, reliance upon artillery hos been a handicap. Artillery Is often 
a logistic drain, limiting mobility in a fluid situation, and causing tlie Nationalists 
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to be overly cautious for fear of having It captured; it has, however, been useful 
in tiie few instances wlien Communists liave mn<le determined large-scale assaults 
against Nationalist positions or when they have attempted to hold positions 
ngaltist Nationalist attack. Mortars, automatic weapons and rifles have been 
the most valuable weapons to either side In the current mobile warfare. 

Siippl)/. In July, the Navy abandoned 335 tons of ammunition 
in Tsingtao which was recovered by Nationalists. However, Nationalist armies 
continue to complain of shortages in ammunition of all typos and calibers. There 
will be severe shortages in the near future unless replenishment from foreign 
scturce Is accomplished. There Is an implied moral obligation to assist the 
Chltiese Government to obtain ammunition. 

Complcfion of the Group Program and Po$$ible Augmentation in 
tnry Air Tranitport. Major deliclencles which exist in the Chinese Air Force 
include the lack of an adequate sy.stem of logistical support, of a proper mainte¬ 
nance or supply system, of a reclamation system, and of supply and maintenance 
facilities. All these deflclencles are due to the critical condition of the Chinese 
economy plus the fact that the 8% group program has not yet been completed. 
To remedy these deficiencies, the Chinese Air Force would require supplies for 
first and second echelon maintenance for all types of aircraft, complete fulfillment 
of the 8V^^ group program which Includes equipment for supporting service 
units: equipment for a complete training program Including aircraft spare parts 
and training aids; and initial TIC equipment for two additional air transport 
groups {C—1C). A realistic National Government effort to resolve major logistical 
problems of Us armed forces will necessarily demand the fullest utilization of air 
transport since in many areas, it Is the only remaining means of communication. 

Chinn Mapping Program. Because of lack of available United States resources 
in Clilna. this program, undertaken by special agreement, has been reduced in 
scale to the mapping of Taiwan only. Such a program Is of strategic value to the 
United States in furnishing np-to-cinte post-hostilities maps of areas already or 
pntcntlnlly Involved In conflict. It would also provide China with up-to-date 
maps of her own territory and thus be of military aid to her. The present 
program should be expanded to Include other areas of vital strategic importance. 

Transfer of Ships. Navy Department plants to furnish to China by transfer 
without compensation, some 137 vessels, craft, and floating dry docks; along 
with such plans, blueprints, documents, and other Information In connection with 
thc.se vessels and other technical information ns Is necessary In connection with 
organization and maintenance of a naval establishment. Cost of repairs, outfit 
and equipment to these vessels and the transfer of any material will be on the basis 
of a cash reimbursement by Republic of China. Ninety-three of these vessels are 
now under lend-Ioase to the Chinese Government and will be recaptured under 
terms of the Naval Lease Agreement Charter and retransferred under Public Law 
Number 512 which authorizes a maximum transfer of 07 similar type vessels 
through Oflc for use by Chinese Maritime Customs. However, there are still 
several vessels In the Maritime Customs Program yet to be delivered. As part 
of a program for aid to China, delivery of vessels under Public Law 512 could 
be completed. 

Occupation of Japan. There Is an agreement between United States and 
China which specifically charges China with logistical support of Qilnese Occu¬ 
pation Forces but recognizes that some additional support will be rc<ialred from 
the United Stotes. To date, China has taken no action under this agreement 
and appears to have no InclinotioD to take action in the future. This agreement 
expires SO June 1940. 
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i£ili(ari/ A.dvic€ to Chinese Armed Forces 

Military advice is now available to Nationalist ground, sea and air forces on 
a General Staff level through American Military and Naval Advisory Groups. 
The Generalissimo repeatedly expressed to the Hold of this Mission a strong 
desire to have advice and supervision extended in scope to include field forces, 
training centers and particularly logistical agencies. 

Under present instructions, the Advisory Groups have confined their activities 
to the highest echelons of the Chinese Armed Forces except for assisting in oper¬ 
ating schools and for limited technical advice in handling ships and airplanes. 
They are not allowed to assist directly in actual training of troops which take 
part in civil war. 

Under the basic assumption that the United States “Hands Off' policy is rele¬ 
gated to the past, there remain only two alternatives or lines t»f action witii 
respect to our present military advisory role; To continue llie juesent scale of 
advice on a ministry and general start level or to increase the scope of this advice. 
Should the latter alternative be adopted. Uiere are several courses of action 
which could be followed. 

A considerable number of forces engaged In combat liave lost their effectiveness 
due to losses in personnel and equipment and In lowered morale. There are now 
a number of divisions which need to be withdrawn, reorganized and retrained. 
Tlie scope of tl>e Advisory role could be extended so ns to provide assistance in 
this training. 

The United States would be subject to serious charges if it were to become 
involved in any way in actual combat against Chinese Communists. Although 
advice indicated above does provide advice indirectly to tactical forces, it should 
be carried on outside operational areas to prevent the criticism that American 
personnel are actively engaged in fratricidal warfare. 

Advice In connection with training technical specialists In the United States 
and In China should be continued. In addition consideration must be given, not 
only by the Advisory Groups but also by Chinese industrialists, to preservation 
of the nuclei of specialists already trained and schooled. 

There are two points which should be given consideration by American ad¬ 
visors. First, conscription should he conducted on an equitable basis, to include 
sons of rich or influential families us well as of the poor. Such is not now ihe 
case. Secondly, better relationships and foundations for respect and comradeship 
between officers and uulisted men should be evolved. 

* 

Conclusions 

The military situation In China is grave. Communists have the tactical 
Initiative In Manchuria and in North China. 

The Nationalist position in Alanchuria Is precarious, and in Shantung and 
Hopei provinces strongly disputed. Continued deterioration of the situation 
may result In establishment of a Soviet satellite government in Manchuria and 
ultimately In a Communist-dominated Chinn which would he inimical to United 
States interests. 

This spreading Internecine struggle within China threatens world peace. 
Positive steps should be taken to end hostilities immediately. 

Soviet alms In the Far East are diametrically opposed to and JeopardlM 
United States Interests in China In that their alma onvl-sage progressive expan¬ 
sion off Soviet control and dominant Influence. Keallzution of their alms In 
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China would threaton United States strategic security. Time works to ad- 
rniitage of the Soviet Union. 

The Soviet Union, in achieving her aims, is being actively assisted by the 
Chinese Communist Party, which by Its actions and propaganda Is proven to 
be o tool of Soviet foreign policy. 

The only working basis on which national Chinese resistance to Soviet alms 
can be revitalized is tlirough the presently corrupt, reactionary and Inefficient 
Chinese National Government. 

Thu National Government is incapable of supporting an army of the size It 
now has In tlie field. 

In order to preclude defeat by Communist forces. It Is necessary to give the 
National Government sufficient and prompt military assistance under the super¬ 
vision of American advisors In specified rollltary fields. 

American military aid to China should be moral, material and advisory. It 
should be an Integrated element of our worldwide policy of military assistance 
to certain notions. China should take the initial step of Inviting the United 
States to provide such aid. 

AinoricJb' luiUtnry aid to China, ground, sea and air. would If appropriately 
supervised, contribute to gradual development of stability in the Far East and 
lessen the pos.slbiUty of a Communist-dominated China. 

Recommendation* 

It is rcKromnicndcd: 

That the United States provide as early as practicable moral, advisory and 
miiterlal support to China in order to prevent Manchuria from becoming a 
Soviet satellite, to bolster opposition to Communist expansion and to con¬ 
tribute to the gradual development of stability In China. 

That China be advised to request the United Nations to take Immwllnte steps 
to bring about a cessation of hostilities In Manchuria and request that Man¬ 
churia be placed under a Five-Power Guardianship or, falling that, under a 
Trusteeship in accordance with the United Nations Charter. 

niat Chinn be advised to take steps to reduce its military expenditures In the 
national budget and at the same time increase the efTectlvenes.s and efficiency 
of the military establishment. 

That China give continuing evidence that urgently required military reforms 
lire being implemented. 

That Chinn, with the advice and support of the United States, develop and 
implement a sound program of equipment ond improved logistical support. 

That arrangements be made whereby China can purchase military equip¬ 
ment and supplies, (particularly motor maintenance parts), from the United 
States. 

That China be assisted in her efforts to obtain ammunition immediately. 

Ttiat the 8V^ Air Group Program be completed promptly and that consid¬ 
eration be given to expansion of its air transport. 

That the China Mapping Program be extended in scope where practicable. 

That the program for transfer of ships to China be completed as rapidly as 
China Is able to utilize them ofTcctlvcIy, 

That the occupation of Japan program be dropped, but only with the con¬ 
currence of the National Government of China. 

The military advice and supenlslon be extended In scope to include field 
forces, training centers and particularly logistical agencies. 
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The Consul General at Shanghai {Davis) to Secretary Marshall 

121.S93/0-247 

Sbanchai, iSepfenibcr 2 , tOit . 

Premier Chang Chun in on exclusive Interview with the United Press today 
declared there will be no change In either the domestic or foreign policy of the 
Chinese Government os a result of the Wedemeyer Mission and said “There were 
many things which Wedemeyer did not know”. 

The Premier said while he met Lieutenant General Albert C. 'Wedemeyer sev¬ 
eral times during the American envoy's visit to China, Wedemeyer did not bold 
any “serious” discussions with him. "Goneral Wedemeyer jKild more attention 
to people outside the government than In It”. Cliang said. 

The Prime Minister said that many of the reforms suggested In the Wedemeyer 
farewell statement “were already being carried out before the General visited 
China. Perhaps General Wedemeyer thought he was not away from Chinn for a 
long time and still knows China well” Chang said. 

“There were many people who wanted to see Wedemeyer and could not. And 
there were many things not known to the General.” Chong said Wedemeyer 
got lots of help from his advisers "and the General perhaps thought these mate¬ 
rials were quite enongh.” 

Cbiticizeo ut Peopu 

The Premier said that he personally was good friends with Wedemeyer and 
recognized the good intentions of the General “but ns a representative of the 
President of the United States Wedemeyer's statement caused a lot of criticism 
rimong the Chinese people.” 

The Prime Minister said he hopes that in time the critics will understand 
Wedemeyer's good Intention “and Wedemeyer will understand the persons who 
criticized his statement”. 

Asked whether bis assertion that there would be no change In Chinese domestic 
policy as the result of the Wedemeyer statement means that he did not agree with 
Wedemeyer’s contention that “drastic and far reaching political and economic 
reforms” were necessary, Chang replied that such changes were already provided 
for in the form of the new constitution and forthcoming national election. 

Question or Metbod 

Chang said that such changes however must be made "step by step” according to 
a schedule already decided upon by the Chinese GovernmenL “We are improv¬ 
ing”, the Premier said. "Minor affairs should not be mixed up with matters of 
policy. It Is a question of method. Chinese policy Is fixed and will not change 
either domestically or foreign. 

“Our American friends soy the Chinese Government is not efficient. We are 
studying ways and means and we know we have a lot to learn from the United 
States and western countries. But changes In China Involve many things— 
old customs, system and procedures. This does not mean we are not trying to 
Improve our present administration and there are many things we can do now. 
But many must wait 

“We know, for example, that the period of political tutelage is not good and 
wo are trying to conclude It as soon as possible. But it is not feasible to end the 
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tutelage period until the constitution is put into operation. JIany similar changes 
can oni.v be done after the constitution is operative.” 

The Premier said that oven since the government reorganization the national 
government has heavier responsibility and much more work but nevertheless it is 
bending all effort to usher in the constitutional period. 

Government Determined 

"In spite of all obstacles, the government is determined to finish this work 
this year,” Chang asserted. 

He said a lot of people had esprossed doubts about whether the government 
really Intondefl to hold tlie national elections this fall and has suggested that 
they might bo postponed because of the civil war. “The policy Is to hold the 
elections.” Chang declared. “And the government is not going to change that 
I>olic.v in spite of obstacles.” 

Tlie Premier touched on other matters wbicl> bad been the subject of criticism 
from “Aniorican friends” sucli as exi>ort and imi>ort regulations about which 
business men felt keenly and he said the government was effecting improve* 
meiits but foreign critics should not expect a change over night. 

Chang said the specific reactions of the Cldnese Government to the Wedemeyer 
Ml.ssioii wore contained In a note handed to Wedemeyer a few days prior to 
the General's departure which he said represented both Ids views and the views 
of the Chinese Government. 

Chang received me In his spacious office nt the Executive Yuan late In the 
afternoon. lie was dressed In a gray civilian suit and spoke Chinese during the 
formal part of the interview and English during the informal chat. The inter¬ 
view lasted 45 minutes. Samson Shen of the Chinese Information Office acted as 
the Interpreter. 
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The Ainhafimdor in China {Stuart) to Secretary Marshall 

12I.803/a-3047 

Nankino, Augunt SO, 19^1. 

Following is substance of Communist radio comment following departure of 
Wedemeyer mission. 

“North Shensi; August 2filh: People hero all laugh nt ^^■cdemeyer'8 August 24lh 
<lepnrtiiig statement. They say that ho Is playing anoUier deceptive trick to 
cover up his Imperialistic activities in China by ‘criticizing* Chlang's Govern- 
ment, talking of ‘peace’. 

“However, from Wedemeyer's statement one can clearly see these three points: 

1. There is no way to cover up corruption of Chlang Kai-shek's dictatorial rule. 

2. There Is no way to deny tlie dcjuand of the Chinese people for ending Chlang’s 
dictatorial rule and U.S. aggression. 3. Even the imperialist Wedemeyer can¬ 
not distort the fact that the might of the i>cople of liberated areas, especially 
that of the people’s liberation nimy. Is invincible. The statement shows that 
even a blood-thirsty butcher like Wedemeyer now sees that to support this evil 
government of Chlang is difficult under the present circumstances when the 
peoples of the world Including the U.S. are so bitter ag^ntnst Fascists like 
Chlang. Although Wedemeyer has quit China and has unhappily accepted that 
‘iiiilitary force In itself will not eliminate Communism', yet his promise to equip 
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Chlaiig’s troops and other plots are beiug put into practice. It is very possible 
that lie will urge Washington for further aid to Chiaiig to prup u|) the Kuoniin- 
tuug government from iuimiuent collapsi*. Chiang Kai-shek will also exert all 
his effort for a tinal struggle and American imi>eriaUsts will rush aid to Cliiaiig. 

“People of the liberated areas have known these things loo well and tliej- will 
never be cheated by ‘peace’ uttered by a hyiiocnite like Wedemeyer. Real peace 
cun only be attained when Chiangs corrupt rule is thoroughly smashed and 
American imperiaUsiic force completely driven out of China." 

Stuaht 
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Meirioi'anduni from the Chinene Gocci'niitoil to Lieutenant General 

Albert C. Wedemeyer^- 


121.803/9-047 

On V-J I>ay the Chinese Government found itself confronted with the following 
problems: 

1. The question of the Chinese Communists who were maintaining a regular 
armed force of 310,000 men in addition to a larger number of their so-called 
“militia". The presence of u largo nuuiher of yet unsnrreudereil and undisarmed 
Japanese and puppet government troops in Manchuria was offering opportunities 
to the Chinese CommuuisU to acquire more and better equipment. 

2. An iullatiun, which had developeil during the long years of war and was 

threatening the economic life of the nation. 

3. The complete standsliU of over 90% of China’s railways and the acute 
shortage of Inland shipping which made the work of repatriation and of restoring 
order In ureas formerly held by the Japanese or puppet forces exlremely difficult 
and rendered It Impossible for many pre-war industries to revive even though 
the plants were partially recovered. 

4. The need for the rehabilitation of rural economy after eight years of neglect 
and destruction during enemy occupation resulting in widespread shortage of 
farm labor, livestock and fertilizers and In consequent critical reduction of agricul¬ 
tural production. The total annual production of cotton, for example, was reduced 
to about 5,320,000 piculs or shlh tan, % of the 1037 level, which was 10.180,000 
piculs or shlh tan. 

5. There were in China proi)er more than one million Japanese soldiers and 
approximately an equal number in Manchuiio; 000,000 p\ippet government troops 
scattered in various parts of Chinn proper and another 330,000 of them lo 
Manchuria; and as a result of Soviet participation in the Far Eastern war, a 
large Soviet force estimated at 600,000 to 700,000 men deployed in different parts 
of Manchuria. 

0. And at last, but by no means the least, the question of the fulllllmcnt of 
commiuneuls made by the Government, before and during the war, of the con¬ 
vocation of the National Assembly, the drafting and adoption of a national con¬ 
stitution, the return by Uie Kuomlntang of the riisponsibllity of government 
to the people, the termination of one-party rule, and the lifting of censorship. 
These were the most difficult problems that the Government had to deal with all 
at once on V-J Day. The weight of responsibility that so suddenly fell on the 

“The memorandum handed to Lt Gen. Albert C. Wedemeyer before bis departure and 
trunamltted to Secretary Morahall by Ambaaaador Stuart Sept. 6. 1047. 
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Government was far greater than the Government machine then existing coaid 
Jidequately cope with. Not only were the tasks themselves heavy and com¬ 
plicated blit they were also in many oases new to the experience of the Government. 

In the repatriation of .Japanese soldiers and civilians and in the timely dis¬ 
patch of Chinese troop.s by air and by sea to many areas to take over from the 
enemy, the Chinese Government*was substantially aided by the United States 
force.s in China. Credit must also be given to Unrr.k and Cnbb.v for their con¬ 
tribution toward the solution of many problems in oonni*ctlon with the repatri¬ 
ation of displaced persons and such relief and rehabilitation work ns could be 
undertaken immediately. Meanwhile, the Government Itself was tackling all 
the problems It could in the circumstances. (1) It set about reorganizing the 
army and reducing the national budget. (2) An immediate attempt was made 
following V-J Day to restore communications systems, such as railways, high¬ 
ways, waterways, public utility sen-ices and conservancy works. (3) Mines 
and iron works (including a nural)er of those the equipment of which had been 
largely removed by the Soviet Army from Manchuria or destroyed by the Com¬ 
munists) wore reopened and textile and other precarious Industries were sal¬ 
vaged. (4) Efforts were made afresh to lay down the foundations for local 
scif-goremment, such ns the reorganizing and re-stnfflng of municipal and bslen 
offices, the organization of Pao-Chla system in vllloges and towns, and the 
rehabilitation of schools of various grades. (5) Wherever practicable, meas¬ 
ures were also taken to revitalize rural economy. In the case of cotton, tlie 
extension work carried out by the Government In the past one and one-half years 
is now expected to result in a production of eleven million piculs or shih tnn this 
year, a 100% Increase over the production for the year of the V-J Day. Each of 
these jobs involved considerable administration, funds and personnel. 

When one as.sesscs the work of the Oovernment In this period one should 
bear In mind the fact that social Institutions In Chinn were not yet fully adapted 
to modern conditions, tlmt a large portion of her territory wns under enemy occu¬ 
pation for many years, and that the new economic foundations that had been 
prepared since 1927 were impaired by the enemy. The Immensity and com¬ 
plexity of the task of recovery that followed In the wake of victory must be 
taken Into account. 

Tlierc enn be no doubt that the Government would have achieved greater 
results and Chinn’s politico-economic position would be brighter if the greater 
part of the Government’s constructive effort had not been thwarted at each 
turn by the non-settlement of the Communist issue and the continuance of the 
war-time legacy—inflation. 

The infiltration of the Chinese Communists into Manchuria during and fol¬ 
lowing the Soviet occupation constituted a new factor In the Commimlst Impasse 
after V-J Day. The armed opposition of the* Communists wns the greatest 
single destructive force ogalnst all the effort of the Government in carrying out 
rchabllltotion and In restoring law and order, particularly In areas formerly 
held by the Japanese. When every possible effort wns being made, for Instonce, 
to restore the main communication lines, mobile Communist squads were actively 
engaged In demolition work disrupting newly repaired railways, cutting tele¬ 
graph and telephone lines, and causing havoc In the countryside. 

As a result of the Inability on the part of the Chinese Government to disarm 
and accept surrender from the large number of Japanese and puppet govern¬ 
ment troops In Manchuria, the attitude of the Communists towards the Govern¬ 
ment became increasingly challenging and uncompromising. After the meeting 
of the National Assembly last November and December, the Gommunlsta openly 
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denounced the adopted constitution. It was then clear that all hopes o( a 
political settlement had gone. For, by that time the Communists had decided 
on the Immediate launching of a large-scale military offensive. No one could 
feel more profoundly disappointed than the Government Itself at such a turn 
of events, at a time when so much reconstruction work calleil for Us undivided 
attention and immediate action. 

While the Cominunl.st issue remained unsettled, the plan for army reorganiza¬ 
tion could not materialize' owing to Communist obstruction thus hampering the 
reduction of the armed forces. As a result, a policy of retrenchment in national 
budget could not be put into effect, and inflation developed to such an extent ns 
to threaten every fabric of our political and economic life. It led to the lowering 
of the efficiency of the Government administration and the un<iermining of the 
morale of the army. The hulk of the civil servants were not paid enough to 
meet anew the requlreinent.s of a bare subsistence. As u result, many Govern¬ 
ment employees were forced to seek concurrent work in order to maintain their 
living, while others turned to more locrative Jobs. 

To this day there has been no substantial improvement in the treatment of 
these long-suffering civil servants. Howe>nT. considering the straitened cir¬ 
cumstances of the civil servants In general, It la Jistonishing to find that the 
great bulk of them are carrying on without falling In their duties. The loyalty 
of these people recalls to mind the stolid endurance of the Chinese mns.ses who 
bore the brunt of the long war against Japane.se aggression. 

Whatever one may say of the national Government hi China, one cannot 
possibly accuse It of not having steadily pursued the preparatory work for a 
democratic government ns laid down hy tlicir lender Dr. Sun Yat-sen. It has 
always been the unanimous opinion of the leaders of the Kuomlntang that 
unless It could lead the nation Into a multi-purty and representative government. 
It could not be said to be In any way carrying out the principles on which the 
party was founded. No one of any Importance in the party has ever questioned 
tJie need to terminate the so-called "period of political tutelage" as soon ns tbe 
basic conditions stnteil by Dr. Sun have been fulfilled. In this resiiect, the partj 
us n whole, never once swerved from Its aim. 

When Slno-Japanese hostilities broke out In 1037, the momentous decision 
to resist tbe enemy was accompanied by a nation-wide effort to preserve, ns 
far ns possible, tbe political and economic foundation Unit had been laid since 
1027. Above all, the general opinion of the party was such that the interlude 
of war should not nullify the preparatory work for representative government 
that had already been undertaken. 

In 1938, the People’s Political Council was founded to provide a broader basis of 
representative opinion for the guidance of government policy. Except for mat¬ 
ters of military strategy and security, the Council sened ns a war-time organ of 
public opinion. Here, in the midst of a llfe-and-death struggle, the natiounl Gov¬ 
ernment decided to invite and accept open questions and criticism and thus to pro¬ 
mote representative government. This invaluable tradition has happily con¬ 
tinued to this day. Although the 200 members of the first People’s Political 
Ooncll were all elected by the Government from different professions and on Uie 
basis of geographical distribution, it was widely acknowledged to be a fairly 
representative body of the poHticaUy conscious sections of the country. Early 
in 1040, the second PAple's Political Council met with 240 members, of which 
00 were for the first time elected by the various provisional provincial and munici¬ 
pal councils, both on a regional and a professional basis. When the third People s 
Political Council met In 1942,104 out of the total 240 members were elected by tbe 
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provincial and municipal councils. Today, tlie People’s Political Council. In the 
last phase of its existence, has 3(52 meiubers. of which 22T were reelected by 
provincial and municipal councils. 

In September. 1938, two months after the first People’s Political Council hold 
its inaugural meeting, the national Government promulgated the regulations of 
the provisional provincial council. Today, such councils have been organized 
in nearly nil the provinces. Here again, the percentage of electe<l coundllors was 
increased after each meeting, so that In many provinces the members of such coun¬ 
cils are now entirely elected representatives. The municipal and bsien councils 
have also been conducted along the same lines. Thus, while the war was being 
fought and its priority acknowledged, no effort was spared In preserving the con¬ 
tinuity of the effort towards the building up of basic democratic Institutions and 
practices. 

Shortly after V-J Day. press censorship was lifted In spite of the existence 
of a number of factors which miglit still liave argued for its continuance. The 
National Assembly was conventnl and tbe draft constitution adopted In November 
1916. The one-party rule had come to an end, although the Kuomlntang was 
still by far the majority party In the Government. The Youth Party and the 
Demo-Socialist Party are now also represented in the Government. 

No observer who Is ncquainte<l with Chinese events In the past can possibly 
fall to notice the existence today of a far greater body of public opinion than 
had ever existed before. This has come about since V-J Day ns a result of the 
lifting of censorship, the convocation of the National Assembly, the presence of 
other parties in the Government, the emergence of a responsible Cabinet In the 
now Executive Yuan and above all, the offoct of the periodic open discussions 
at the People’s Political Council. The defense by the Government of Its own 
policy and administration has In turn a stimulating effect on the growth of public 
opinion. It brings the Government closer to the people. 

Since the Kuomlntang gained power It may have committed errors in regard to 
methods for the attainment of Its political goal, but never has It for any period 
deviated from Its general political direction. Exigencies of circumstances may 
at times have retarded the progress of Its work, but in the 20-otld years of Its 
government, It has never been known to recede from a step once It has been taken. 

Chinn’s critics are prone to lose sight of tbe vnstness of the country, the weak¬ 
nesses of Its traditional political, economic and social structures, and the com¬ 
plexity of the problems with which she Is confronted. Their views and Judgment 
are apt to be based too much on the situation of a given moment without due 
regard to the background. 

It may be well for us to review briefly the period between 1027 and 1037, a 
period in which the strength of the Kuomlntang was put for the first time to a 
real tost, and In which the Government never had a continued peace for more 
than a few months. In 1020, when the Govenimcnt was still in Canton, It 
launched upon a punitive expedition against the war lords. In 1027, when the 
□ationnl Government was established in Nanking there were still war lords to 
reckon with ; there was Internal political opposition to overcome from the Com¬ 
munists as well as remnants of the old regime who were ever ready to lend a 
hand in any port against the Government; there was no street In Chungking 
whore one could not find public opium dens and such conditions prevailed In many 
other cities; extraterritorial rights continued and the attitude of the major 
powers, not excluding the United States, towards the new Government was one 
of critical skepticism. Since September 18, 1031, when the Japanese started her 



ANNEXES 


821 


4 


open aggression, the Government imd to resist the enemy on the one hand and 
on the other to suppress the arme*l reliellion of the Communists in the soutli. 


But in spite of all this, the Government during this hard-presse*! i*eriod of ten 
years was able to launch upon a national constructive program. 

In 1937, it had coniplete<l almost 5.0(K) kil<>in*‘ters of railways. 100,000 kilome¬ 
ters of highways; had built schools, parks. hos|iitals and civic centers in many 
cities, trebled the number of middle schools and douhle<l that of universities and 
colleges. The number of middle school and vocational school .students totalled 
nearly GOO.OOO in 1036. It was estimated that illiteracy decreased by almost 
20% in Uiose ten years. Modern ordnance works i>egan in 1020 and at the time of 


the Lukouciilao incident, Cliina was alreJidy able to supply, from her own ar¬ 
senals, practically all her infantry divisions with rilles. hand grenatle.s. machine 
guns, trench mortars and various acce.«-.sorie.s. A national anti-narcotic move¬ 
ment was launched during this period. The number <»f drug addiets rapidly de¬ 
creased and l)y the end of 1938 no public opium den was to be found in areas 
under the control of the national Government. 

When the full-fledged war broke out in 1937. Japane.se financial expert.s pre¬ 
dicted that China's flounces would collapse within a few months of the war. 


During the eight years of war Clilna faced financial problems us enormous ns 
they were complicated but ns a result of certain vigorous measures uiken before 
the war, such as the adoption of a managed curronc-y, concentration of gold and 
silver reserves, the reform of the taxadon and banking systems, the Chinese 


Government w’as able to pass through the early—in fact the most critical—part 
of the war without any serious financial crisis. 

In short tlie period between tlie establishment of the national Goveniineiit In 
Nanking in 1927 and the beginning of the war with Japan In 1937 was one of 
severe trial for the Kuomlutang. However, the Government concentrated its 
effort on the two-fold task of suppressing Communist rebellion and resisting 


the Japanese aggression and this gigantic undertaking received the siiiglemlnded 
support of the entire populace. Bloreover. the relations between Chinn and her 
neighbors were at that time not so complicated us they are. The Government 
was therefore able to turn this ditncult decade Into a constructive period. Com¬ 
merce and Industries developed while the people both In rural districts and 
cities were able to plan and look ahead. Industrial production reached In 1930 
a level higher than In any previous year. A general feeling of prosperity and 
growth prevailed. 

The complexity of the probleias of today may bo greater than those of the pre¬ 
war years, but the dangers and ditficiiltlcs which beset the present Government 
are reminiscent of those that confronted the nation during the early years of 
war (1937-1942), when China was forced to fight Japan singlehanded. Whether 
the present Government, for which the Kuomintang Is practically sUll respon¬ 
sible, will be able to overcome these fresh dangers and dilTlcultlos as it did In 


the war and pre-war periods remains to be seen. 

It Is, however, clear that there Is no weakening of determination on the part of 
the present Government and the Kuomlntnng to face the new challenge. As to 
the lines of policy with which the Government will meet the challenge, several 
things are uppermost In the minds of Its leaders. First, the Comnninisls as on 
armed political party must be suppressed. No half measures should be con¬ 
sidered. The Government fully realizes that the success or failure of this fight 
against the Communist peril will not only decide Its own fate but also the life 
or death of China as a sovereign power. In fact, the outcome of the struggle Is 
bound up with the peace and security of the whole of the Par Ea.st. Second, tlie 
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inflntlon menace must be brought under control; there should be no further de¬ 
lay in Initiating some effective program In this regard because this Is the very 
root of many political, economic and social Ills. Third, In the provinces which 
are free from Communist menace, economic rehabilitation work must be In¬ 
tensified as far as Government resources permit. This must be accompanied by 
necessary political reform In the local government. Last the Government must 
pursue Its political goal, the building up of a democratic constitutional govern¬ 
ment, without fear or hesitation. Whatever difficulties the present Communist 
rebellion and other political factors may cause to the accomplishment of this 
task, the Government must proceed to give effect to the constitution adopted at 
the end of last year. No real form of democracy Is built in a day and It is the 
consensus of opinion of the Government that the best way to achieve it is to 
start it as soon as yem can. 
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The Ambassador in China (^Stuart) to Secretary Marshall 

8B3.00/8-X147 

Nankiko, August li, 19.\7 

I have the honor to report a visit with President Chlang last evening.** This 
followed upon the most recent Interview General Cheng Kal-min had with him. 
General Cheng and I have of late been frequently in consultation In our efforts 
to persuade President Chlang to commit himself wholeheartedly and without 
further delay to the democratic way. General Cheng had recently submitted to 
him a memorandum with various concrete suggestions of this nature (a trans¬ 
lation of which has been given to General Wedemeyer). 

After discussing a brief trip to Tsinan from which I had Just returned, he 
opened the way for me to say what I had In mind. My comments could be sum- 
morized ns follows: 

(1) China should Join the democratic group of nations In opposition to aggres¬ 
sive Communism. 

(2) The United States hos been consistently ready to aid China by such means 
ns arc proper and possible, provided only that the present government can give 
convincing evidence of reforms in this direction and In doing so recover the 
support of Its non-Communlst people. 

(3) The procedure might well Include such measures ns these: 

(a) The Kuomintang should be completely dissociated from the Government 
and given the status of any other party In a democracy. (President Chlang had 
already asked General Cheng to secure an outline of the organisation of the two 
principal American parties for him to study.) 

(b) Militarg Affairs. The reorganization of the army along the lines of the 
P. C. C. proposals and with the help of tlie Ameiican Army Advisory Group might 
be begun on a basis that had due regard for the realities of the civil war. A 
small ormy, well-trained and equipped, with odequate physical treatment and a 
now morale, would be far more effective and less costly than the present one. 
The problem of deactivating the surplus officers and men could not be neglected. 

(c) Administration. The rampant venality and similar evils among civil 
officials could be Improved at the outset by enlarging the powers of the Control 
Yuan and holding it accountable. The civil rights provided for in the Constitu¬ 
tion might be declared os taking effect now, in advance of the date set for its 


** Aug. 6, 1047. 
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enforcemeut (December 25). But wliat was more essential than any of these 
measures was a new revolutionary spirit, with fresh enthusiasm and a dynamic 
conviction as to the real meaning and value of democracy. This should be incar¬ 
nated in him. He wn.s too iimcli the head of a Party when he should be the 
lender of the whole Nation. 

There was little new, of course, in any of this, even in previous conversations 
of mine with him. He made occasional comments as I went along and when I 
had finished said that he had come to e.ssenlially these conclusions. 

He said that he had determined to increase the pay alike of civil and military 
employees of llie Government and that this would bring a measure of relief. 

As to the military reorganization, he reminded me of bis request to you in my 
presence that you become Supreme Advisor with all the authority that be himself 
possessed. He said that he was ready to make the same offer to General 
Wedemeyer and earnestly hoped that this might be accepted. 

He claimed that freedom of the press, for Instance, was already in existence 
and cited the unrestrained publicity allowed in disexjssing the affairs of the two 
big companies in which members of the Soong aiul Kung families were involved. 
I replied that the newspaper editors were by no means aware that such freedom 
could be relied upon and that it would be in order to Is.-sue an unequlvocable 
proclamation su|»ported by a description of means for redress or protection. 

He said in conclusion that he was giving this whole subject very careful 
thought—ns Is undoubtedly the case—and I remarked that when he was ready 
to make the rather radical changes Involved It might be desirable to issue a 
very clear announcement. 

He’ left this morning for Ruling where he plans to spend several days alone 
In order to think over the momentous decisions ho must soon be making and 
some of the detailed issues Involved. 


140 

T}ie Ambassador in CJdna {^Stuart) to Secretary Marshall 

[Extract] 

803.00/^-1947 

NaNIUNOp AuQU9t 19,19^1. 

The activities of the Wedemeyer Mission have of course aroused a great deal 
of Chinese coDUuent ranging from vituperative Communist denunciation and 
the serious luUgivlngs of the liberals who fear tliat it will piny into the hands 
of reactionaries to the overconfident hopes of many In the Government. The 
reliance of these latter upon our country to solve their problems for them irritates 
or angers or at times is merely amusing. But there Is a growing number boUi 
within the Government and outside of it with whose opinions I must confess to a 
large measure of sympatliy. They admit the logic of all that wo argue about 
wbat CblD 0 .se should do to help tbemselvesp get their own house in order first» 
' etc.» but feel utterly impotent In view of the couservutisni, feudalistic Ideas, self¬ 
ishness. narrow prejudices and similar limitations prevalent among those 
who have the power to effect reforms, while the Communists are rapidly making 
gains. The best among thc.se would not have chosen such a course nor do they 
Intend to stand Idly by while we attempt to do It all, but things being as they 
are in this country, they simply do not see any other way out Nor do I. Where 
1 perhaps differ from many of them Is In being somewhat more hopeful of the 

g g 
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moral and psychological infliionce upon the responsible leaders and the public 
generally once they all begin to see some hope ahead. 

The signs of willingness and ability to institute progressive reforms are still 
sadly lacking but there are some. President Chiang recently suninione<l tiie 
Provincial Govcrnor.s for a conference and along with some veliement criticism 
and pertinent instruction promised certain benefits. From now on provincial 
revenues should be principally used for provincial needs. Officials from Central 
Government Ministries and other agencies should be under the provincial 
authority. lie has since then argued with me that, while in theory these gov¬ 
ernors should be civilians, yet until the Constitution Is actually In force and 
the army reorganized, it wouhl he very difficult for any civilian to hold out 
against military domination. He added that under existing conditions the best 
men could not bo induce<l to accept such posts as he bud learned from several 
.such efforts. He Is making definite plans to dissociate the Kuoiuintang from 
the Goveriiiuent at the coming meeting, September 9th, and ct*mi)ol it to accept 
a Status somewhat analogous to our political parties. He has been studying 
meiiiornnda on this subject. He is also working on the scheme for enlarging the 
Itowcrs of the local police and having them deal with such tiiattcrs as civil liber¬ 
ties, rather than the military police (practically accountable to him alonel, 
the secret service men, etc. I pointed out that when he Is fully prepared to 
effe<-t this change there should be civilian trials, prompt aiul ptibllc, and 
authoritative statements explaining the new policy and procedure. The redupli¬ 
cation In Central nn»1 local bureaus, In the ordinary officials and those repre¬ 
senting him, in utniece.ssnry employees, should be corrected both to reduce 
expenditure and for greater efficiency. Slight beginnings are being made. Much 
of this Is duo to the nge-luiig suspicions by the Central Authority of those away 
frotii the Capital and the system of protective devices employed. President 
Chiang has practiced to the full this method of persounlized control. In his 
case it is acutely aggravatcnl by his fear of ubiquitous Communism which largely 
explains, if it does not excuse, the terroristic measures against the student 
strikes last May and similar repressive violations of civilian rights. 
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The Amhaasador in China {Siiuirt) to Secretary Marshall 

121.803/8-2047 

Nanking. Atigtut 2C, J9.J7 

The Wetlcjneycr Mls.slon departed August 21 after a busy month at Nanking, 
Shanghai. Peiping, Tientsin, Mukden. Canton and Hangkow where members of 
the Mission Intorvlowetl Chinese and foreigners and received written communica¬ 
tions representing widely differing viewpoints. 

The Mission mot a few individuals who admitted they wore Communists but 
alleged no direct contact with the Party. In any event these limited contacts 
Jiiid no effect upon Communist Party propagnnrln which remained vituperative 
of the Mission throughout Its stay, particularly of General Wedomeyer per- 
Bonnlly, and generally suspicious and critical of the objectives of the Mission. 
Tile resumption of Kuomlntang-Commonist peace talks through American Initia¬ 
tive was urged by few Individuals, but It was clear that prevailing sentiment 
was to the effect that such a move was Impracticable. 

On August 22, General Wodemeycr spoke to the members of the State Coun¬ 
cil, Cabinet Ministers, and about forty other prominent Chinese including the 
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President and iindame Chiang. This siiecilic act of General Wedemeyer will 
continue to have important repercussions as the tenor of his remarks becomes 
more widely known in Chinese circles (as will certainly result). As the Depart¬ 
ment is aware, General We<lemeyer made exceedingly frank statements with 
regard to Government .shortcomings, but prefacing au<l concluding his com¬ 
ments with obviously sincere <leclarntions of his friendship for China and his 
desire to be helpful. Those present at the gathering were predominately of the 
old scholar class to whom blunt public statements for a foreign visitor seemwl 
offensive. It has been reiwrted reliably that the president of the Examination 
Yuan, Tai Ciii-tao, actually wept after the meeting adjourned. It was proposed 
by the State Council that none of the meinhers go to the airlield to hid General 
Wedemeyer farewell, but President Chiang over-ruUnl this proposal. The re¬ 
actions of those present at the meeting resulted partly from regard for "face” 
but Included also the fear that such language from a Presidential envoy might 
encourage the Comiminists and arouse n»ore opp»^sitiori to the Government among 
non-partisans. Tlicre was also the consideralioii of disturbances In the money 
market resulting therefrom. 

It is interesting to note that prior to General Wedemeyer’s talk before the 
State Council Ihe Generalissimo telephoneil the Ambassador and suggested that 
he might caution General Wedemeyer against being too critical of the Govern¬ 
ment inasmuch as the State Ouneil and others present represented a very het¬ 
erogeneous group. The Ainbassa<lor lnforme<l the Generalissimo that be did not 
f«‘ol in a position to attemid to influence the scope of General Wedemeyer’s re¬ 
marks inasmneh as they were being made at the suggestion of the Generalissimo. 

En route to the airfield General Wedemeyer called on President Chiang for an 
ofliclal farewell. The President remonstrated with him over his rei>orted refusal 
to receive groups of substantial persons In the cities he had visited, such as rep¬ 
resentatives of Chnniiiers of Commerce and the People’s Political Council. 
General Wedemeyer protested that he had been ready to receive as many of all 
types as time permitted and that the schedule in each city had been arranged by 
Ihe local American consuls who were well acquainted with k'cal dignitaries and 
otiier persons. General Wedemeyer also statcnl that some persons who had 
asked to see him later withdrew their requests without apparent reason and the 
presumption of intimidatinn was therefore raised. President Chiang insisted 
that bis orders had been that tlie Mission should he free to see whomever they 
wished/ He evl<lenlly felt that the groups ho had mentioned would have been 
less critical of tlie Government than some of the groups with whom the Mission 

talked. ^ 

The Oenerallsslino also renewed a previous attempt to induce General Wede¬ 
meyer to give him a list of names in the General’s iwssessloii of those Chinese with 
large flnanciul hohlings ubroud. The Generalissimo used rather strong language 
stating that since he wished to force these Chinese to contribute to the national 
nee<l and General Wedemeyer had advised Ibis course, his unwillingness to 
facilitate in this respect was an unfriendly act. General Wedemeyer held to 
his position that since these names had been given him in the strictest confidence 
he could not do otherwise than refuse. General Wedemeyer parted with the 
Generalissimo In a friendly if not cordial atmosphere. The lea«Ung officials of 
the Government were at the airfield to wish General Wedemeyer farewell and Wu 
Tlng-chang was present representing the Generalissimo. On the evening of August 
25 the Generalissimo called Phillip Fugh. the Ambassador's personal secretary, to 
his residence and quizzed him at some length with regard to the background of 
Oio Wedemeyer Mission. He wished to know whether the Ambassador had bad 
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any part in its orRanlzation or dispatch, and why it was necessary to send such 
a mission to China uninvited as long as the Ambassador and his staff were 
reporting: on matters Chinese. 

More Interesting however, In this unusual procedure was the Generalissimo’s 
apparent preoccupation with whether or not the United States hod the intention 
of forcing his retirement or by any other means wished his removal. The 
Embassy is not aware in detail of how Fugh handled this conversation except 
that he has InformCKl the Ambassador that be was ••careful” and “non-commlttar*. 

The Generalissimo’s preoccupation with the possibility that the Uniti'd States 
may desire his withdrawal from the scene probably arises from the use of the 
phrase "inspirational leadership” used by General Wedemeyer as a need in 
China, and the T>osslbmty that Americans felt that he was no longer capable 
of such leadership. The Ambassador has been informed by sources In which 
he has confldenco that the Generalissimo has personally directed that critical 
comniont of General Wedemeyer’s final press release be restricted and that there 
has also been lssue<l a down-hold prder on press speculation with regard to the 
General's State Council address inasmuch as otherwise comment might be far 
too critical and vehement against the United States. 

Press comment on the Mission In general will be the subject of separate 
messages, 

Tliere can be little question but that General Wedemoyer’s talk before the 
Slate Council and his final press release have been a rode shock to the Chinese 
Government, although in the course of tlie Mission’s stay It seeme<l to have 
become ni>pnrent to many prominent Chinese that they could expect little eucour* 
ageinent from the Mission’s visit in the way of unencumbered material aid either 
economic or military. 

The Amhassatlor has taken occasion to point out to the Generalissimo ond to 
Cliang Chun and other prominent Chinese that the State Council speech and all 
else that has been said by General Wedemeyer on this trip has been with the 
utmost sincerity and kindest intentions toward China. This as well as focts 
which brought about such seemingly harsh words, all of these individuals admit, 
and most poUtlcally conscious non-partisan and liberal Chinese undoubtedly 
largely endorse all that the Mission has said. 
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The Amhassador in China {Stuart) to Secretary Marshall 

803.00/0-1747 

Naneino, September IT, 19^1. 

The following mnnlfesto wns Issued by the Fourth Plenary Session of the 
Sixth KuomlDtnng Central Executive Committee and published In the Central 
News Bulletin datcllncd September 13, 1947: 

“Ever since Dr. Sun Ynt-Sen led us in our national revolution, our party 
has undertaken one historical mission after another for the nation. At every 
such Juncture, our party, after reexamining the past, came forth with a new 
front of solidarity to carry its mission to o successful conclusion. 

“Toward the cud of the Manchu dynasty, under the leadership of Dr. Sun. 
the Ilsln Chung Bui (China Regeneration Society was reorganized into the 
Tung Men Hui (Revolutionary League). This subsequently led to the birth of 
the Republic of China. Then in the third year of the Chinese Republic (1914), the 
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Kuomintang became the Cbuog Hua Ke Ming Tang (the Chinese Revolutionary 
Party). This brought about the downfall of the Yuan Shih-knl monarchy and 
the reestablishment of tlie Chinese Republic. In the thirteenth year of the 
Chinese Republic, the Chung Kuo Kuomintang (Chinese Nationalist Party) came 
into being as the result of another reorganizjition. This was soon followed by the 
Northern Expedition which ended with the elimination of the warlords and the 
unification of the country. In the twenty-seventh year of the Chinese Republic 
( 1938 ), important resolutions reached at the extraordinary party congress and 
the formation of the San Min Chu I Youth Corps, laid the foumlation for victory 
after eight long years of war against Japanese aggression. Now in this post- 
World War II period, history is again calling upon our party to take up the 
responsibility of quelling a domestic revolt and carrying on war-delayed recon¬ 
struction. Whereupon, our party has reached the momentous decision of com¬ 
bining the party and the San ilin Chu I Youth Corps. 

"This step Is taken, in the light of Dr. Sim’s own experience In party reor¬ 
ganization, to rally all party members, and unify our system of command, 
both for the soke of greater strength. In this way we shall be consolidating the 
foundation for our revolution, reinforcing our party's leadership in ideology, 
and enhancing the party’s revolutionary spirit. With our forces thus marshalled, 
we can proceed to tackle the important and difficult tasks at band, until we at¬ 
tain success in the second phase of our revolution. 

"The overthrow of the Manchu iliiiasly, the founding of the Chinese Re¬ 
public, the eradication of the warlords, the abolition of unequal treaties, the 
victorious conclusion of the war of resistance, all these epochal events of the 
past fifty years have borne witness to our party’s Important achievements in the 
cause of the principle of nationalism and that of people’s rights. The establish¬ 
ment of representative assemblies at various levels in recent years, the promul¬ 
gation of a constitution last December, and tlic forthcoming termination of the 
period of political tutelage, have given further evidence of our party’s determina¬ 
tion to persist In Us efforts for the realization of democracy. The prc.sont mili¬ 
tary campaign to suppress the Communist rebellion and the general mobilization 
are for the purpose of unifying China and preserving her sovereignty and terri¬ 
torial Integrity. On their outcome will depend China’s chance of continued 
existence as an independent iinllon and tl>e world’s chance of a lasting peace. 

"As to the consummation of the principle of people’s livelihood, it has been a 
principal aim of our parly all these years. The pressing need of the moment 
is to relieve the people of their sufferings. In pre-war years, our accomplish¬ 
ments In reconstruction projects with a direct bearing on the people’s livelihood 
were meager, but even this little has been destroyed os a result of the war and 
postwar spoliation by the Communist rebels. Therefore, no more time must be 
lost in beginning anew those economic reconstruction projects as directly concern 
the people’s livelihood. In this, ns in other types of reconstruction, we should 
first exert our own utmost. Our party wishes to set this as a goal In our present 
endeavors. 

“We are aware of the difficulties now besetting our efforts, but at the same time 
we should be equally aware of the fact that our revolutionary strength Is really 
greater than It has been during any previous period In our struggle. Previously 
with comparatively weak revolutionary strength at our disposal, we managed to 
overcome such difficulties as arose In various sUgea of our endeavors. Hence¬ 
forth, so long as we respect ourselves but not to the extent of egoism, look within 
ourselves wltkout becoming discouraged, aud have confidence In ourselves with¬ 
out feeling self-satisfied, as before, we shall be able to attain our goals. 
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"We must realize that unless we can continue to gather strength, ours cannot 
be called a revolutionary party. Those of us who cannot endure injustices and 
slights, and those who cannot stand trials and tribulations, are not qualified as 
members of a revolutionary party. 

"Our wish is that through unity and struggle, we can create a new life for 
the party, which will in turn generate a new revolutionary force to effect com¬ 
prehensive political and economic reforms. 

"Bearing in mind Uie 2.000year old Chinese proverb, ‘One handling public 
affairs need not say loo much but should try his best under the circumstances,' we 
are henceforth willing to let deeds speak for themselves and actions bear witness . 
to our determination. 

"We must not hesitate to make sacrifices if this is necessary to safeguard our 
national existence, nor should we hesitate to struggle for the realization of con¬ 
stitutional democracy; nor should we four to exert our efforts to Improve the 
people’s living conditions. 

"Our nation is now entering a period of constitutional government. To protect 
the Chinese Repuhlic and safegmird our nation Is a sacred duty, which neither 
our parly as a whole, nor Individual party members, can justifiably shirk. We 
wish to offer this ns n common creed of guidance. We are particularly desirous 
that all our fellow-countrymen, out of our common conceptions of a nation-state, 
and national consciousness, will, ns one man, unite to work for the creation of 
a new China dedicated to the fulflllraeut of the Three People's Principles." 

Stuakt 
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The Amhasfiador in China {Stuart) to Secretai'y Marshall 

803.00/0-2047 

Nanking, September 20, 19^1 

There was considerable surprise several weeks ago when the Kuomlntang an¬ 
nounced that the Fourth Plenary Session of Uie Central Executive Committee 
would be held on September 0, since the Third Plenary Session bad been held 
only last spring. The announced purpose of the meeting was to consolidate the 
San Min Chn I Youth Corps with the Kuomlntang. Until ten days prior to the 
meeting there was little speculation about it but when comment did appear, it 
was generally assumed there was a more important reason and rumors developed 
accordingly, mostly nloiig the lines of a drastic reform in the Government and a 
comprehensive purging of so-collcd undesirable elements. Despite official denial 
most sources generally considered the rumors of reform ns an aftermath of the 
Wedemeycr Mission and as n de.slre to Impress the United States with the ability 
and intention of tbo Chinese Government to comply with American requirements 
for substantial assistance. Tbo rumors failed to reveal any particularly clear 
outlines which this reform might follow. 

As for the consolidation of the Youth Corps wUh the Party, It was apparent 
there were two main reasons for this step. The first one was the desire to draw 
into the Party the younger elements in the country and to make use of their youth, 
energies and ideas. The second one was a desire to eliminate the growing 
friction between the Kuomlntang, now largely dominated by the CC-CUque on 
a local and organizational basts though with a prlmorlly Political Science Group 
nationol administration, and the Youth Corps, largely dominated by tlie CO 
Clique but also resisting tliat influence through army Inspiration. The Youth 
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Corps had become Increasingly noisy in its demands for larger participation 
in I’arly affairs but bad been resisted in its ambitions by the I'arty which ioohe<l 
with disfavor on the autonomous feattjres of Corps activities. Tlie CC-Clique 
favoretl the consolidation in the hope of continuing its bohl. and the Genera¬ 
lissimo hoped to eliminate dissension. Tliough formally accomplished, the con¬ 
solidation is reported as so far not having been very successful. As far ns can 
be ascertained, the Central Executive Committee otherwise actually accomplished 
very little and such political maiilpulatioD as did take place was well-concealed 
from the public view. The first few meetings were devoted to hejiring reports 
from ranking oflicials in the Government. These were largely routine and devoid 
of nny particular interest except for speeches by the Generalissimo and the 
Prime Minister. 

The main interest in what the Generalissimo bad to say was hi.s scathing 
coiMlemnation of the Party for failure to solve China’s problems, his absolution of 
himself from all rc.sponsihillty. and his annotinceiiient that henceforth China 
would never again lie dependent upon the United States for assistance. The 
balance of his remarks were devotetl to the usual <lich6s on the externiinntioii 
of the Communists and the need for rejuvenation in the Party. It should be 
noted parenthetically that what the Genernlissiino said was largely a rei>eat 
of a speech he had glv«‘n to the Standing Committee of the Central Executl\e 
Committee last spring. 

The main Interest in what the Prime Minister said touched on foreign affairs: 
(1) Chinn was considering the despatch of warships to Indonesia f(»r the pro¬ 
tection of Chinese interests; and (2) Chinese policy on Japan generally c<»incided 
with that of the Soviet Union and was opposed to American policy and that 
therefore China would be obliged to strengthen Its relations with Russia while 
at the same time preserving Its traditional tie of friendship with the United 
States. 

Another salient point of the meeting was the attempt at reform within the 
Party and the purging of ‘‘undesirable” elements. To this end an elaborate if 
general program of reform was proposed and all Indications were it would be 
adopted. At one of the final se.ssloDS the Generalissimo put in a strong demand 
that the reform program be dropped and that In lieu thereof the Party proceed 
to carry out unfulOlleil promises made during the last two years. As a result of 
this demand, the final manifesto of the session was couched in roo.st general terms 
and said nothing that has not already been said innumerable times. 

The specific accorapUshmonts of the session, therefore, apiwar to have been 
negligible—a preliminary sparring for position prior to the Standing Cominltlco 
meeting and any reshuffling of the Government would have to come from that 
present meeting. There may indeed bo reform and purge of a kind since the 
program for consolidation of the Youth Corps provides for a reeiillstmont of all 
Party members. It is difficult at this stoge to prcfllct what form it will take 
or what its nature will be, though It can be assumed that It will conform to the 
desires and ambitions of the dominant clique. In this connection it should he 
noted that Indications are the CC-Cllque has emerged In a stronger position than 
previously because It controls the Youth Corps and because it has been able to 
exploit current Internal and international conditions. 

The uncertainties in the Chinese mind concerning the outcome of the Wede- 
meyer Mission unquestionably played an Important role. The Government had 
assumed—and so advertised it—that the Wedemeyer Mission would bring with 
It substantial aid or at least specific promises thereof. This would, of course, 
have greatly strengthened the Political Science Group government which could 
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fnkp credit for the ncompllPhment. As these hopes have so far failed to material¬ 
ize. the COCllque has been In n position to point an accusing finger thereby weak¬ 
ening the administration In power. This Is not to say of course that the CC-Cllque 
basicnily liked the Wcdemeyer statement any more than did the administration, 
btit it was and is able to make politicai capital of it. That the CC-Cllque did not 
go farther than It did is partly attributable to the continuing uneertalidy as to 
the forthcoming aid and partly to what must be the reluctance of the Generalissimo 
to take any unduly strong position during the period of uncertainty. His own 
words were the strongest used by a prominent figure and must have been com¬ 
pounded «if anger, disappointment and political maneuvering. 
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The Amha-fsador in China (Stuart) to Secretanj ^farshall 


80 . 1 , 00 / 9-2047 


Nanking, September 20, J947. 


Political, military and economic position of Central Government has continued 
to deteriorate within recent months in accordance with previous expectations. 
Ctirrenily, the cumtilatlve effect of the absence of substantial, financial and 
nillltary assistance expected from the W’edemeyer Mission and renewed Com¬ 
munist military activity are Intensifying the Chinese tendency to panic In times 


of crisis. 

Departiiient will have noted renewal of Chinese efforts to obtain favorable 
action on ammunition supplies and despite Embassy’s statements that ammuni¬ 
tion qne.stlon Is one for decision in 'Washington, constant inquiries are received 
with regard to action taken. More recently there has emanated a serle.s of 
thinly-veiled suggestions from senior officials of the Government obviously In¬ 
tended to convince the Embassy that If aid is not soon forthcoming from the 
United States, It may become necessary for Chinn to seek assistance from the 
Soviet Union. It has oven been suggested to the Ambassador that the Soviet 
Ambassador to Chinn, whoso return Is expected shortly, might be asked to mediate 
in tlie civil war and that he would be glad to accept. 

Altliough the Kmbas.sy docs not overlook the remote possibility of a Slno- 
S<ivlet rapprochement and Is following the situation closely. It considers that 
such talk is primarily for effect on the United States and secondarily reflects a 
feeling of desperation among Chinese lenders. The Department will rcnllxe that 
under present circumstances, and prior to any action ns a result of General 
Wedemeyer's report and recomniendatlon, a Chinese paper flirtation with the 
Soviet Union by the Vice-President and President of the Executive Tuan is a 
maneuver reminiscent of similar Chinese tactics in the past, of Dr. Sun Fo's letter 
to New York Tlmca In January 1942. An added clement in the ovor-nll situation, 
of course, Is the increasing Chinese fear that the United States la tending more 
and more to shift the center of gravity of Its Far Eastern policy from China to 
.Inpnn. 

At the moment the most serious concern of the Government is the sweeping 
large-scale raid of Liu Po-cheng Into Anhwei and southern Honan which com- 
mcncccf about August 12 and has been Increasing in momentum since that time. 
There Is much speculation with regard to Liu’s ultimate objective which is vari¬ 
ously Interpreted to be the crossing of the Yangtze River at some point between 
Wubu and Hankow and advancing southward to establish Communist bases in 
Fvikicn or Kwnngtung or even to make connection with the Communist-led forces 
of Ho Cbt-mlnh In Indo-Chlna. It Is more likely that Llo has no more concrete 
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objective In view than to harass a wide area, further embarrass the Government 
and cause It to withdraw troops from critical ureas in pursuit. 

Three divisions have already been withdrawn from southwestern Shantung 
and despatched in pursuit of Liu. Concurrently Yeh Chieu-yiug. alleged by the 
Government to have been contained In Shantung in tlie Yellow River delta 
urea, has moved hfs troops southwestwar*! and crossed the Yellow River in the 
vicinity of Tungo, with a force of npproxintately -lil.OtK) men. The possibility 
suggested in my report of August 2S appears now to have become fact and re¬ 
cent Government optimism with regard to Shantung has been proven largely 
unwarranted. 

In Manchuria the military slUiation remains quiescent. The arrival of Cb’en 
Ch’eng and the military reforms inaugurated by him have had an excellent 
effect upon over-all military and civil morale. However, the sixth Communist 
ofTensIve in Manchuria is imminent and seems to be waiting only upon further 
drying of the roads which has been delayed this season by unusually heavy 
rains. It is doubtful that change.^ made by Cii’en Ch’cug will be in sufficient 
time to counteract serious decay which set in under Uslung Shih-hui and Tu 
Ll-mlng regime. Furthermore, it is likely that the on<uming Communist offen¬ 
sive will be coordinated wltli Communist military activity In North China to 
preclude the despatch of adequate replacements or reinforcements outside the 
wall. Current activities of Liu Po-clieng in Central China and Yeh Chien-ylng 
in Shantung now tend to confirm this belief. Communl.st radio broadcasts state 
that the offensive to “liberate’' China north of the Yangtze has been launched, 
but it is unlikely that the Communists will be successful in attaining this ob¬ 
jective within the foreseeable future. Their maneuvers, however, will undoubt¬ 
edly further shake the economic and political structure of the Central Government 
throughout China but critically so in the north. 

Most disheartening features of present Chinese situation In economic as In 
other spheres ary overt reliance on drua ex machinit of American aid to extricate 
China from its pressing problems and corresi)ondlJig lack of self-reliance and 
self-help in tackling them. While Introduction of the “ofllclar’ open market 
rate of exchange on August 17 marked a welcome departure in this respect, 
toying with a premature and Ill-considered project for the Introduction of silver 
coinage, expectation that China's balance of payments deficit will be partly 
covered In some form or other by the United States, and continued passivity In 
the face of mounting hyperinflation clearly reflect a dominant trend of depend¬ 
ence on outside assistance. While there Is a printa facie cu.se for foreign aid, for 
instance, to cover part of the balance of payments deficit, It would be immeasur¬ 
ably strengthened If there were signs of a concerned and aggressive policy on the 
part of the Government. 

Too early to judge what Impact of establishment of “offlclar’ open market 
rate of exchange on China’s balance of payments will be. as much depends on 
whether political pressures will counteract the influence of foreign advisers who 
rightly wish to hug the black market rate for United States currency. Never¬ 
theless, Its establishment Is a healthy If belated step in the right direction. The 
Central Bank had been losing foreign exchange at the rate of $30,000,000 a 
month, $20,000,000 for financing the gap between commercial imports and re¬ 
ceipts from exports, et cetera, and $10,000,000 for Government imports and ex¬ 
penditures abroad. In its first month of operations the Exchange Equalization 
Committee’s receipts have slightly more than covered outgo on commercial im¬ 
ports, but unless this trend can be maintained, China’s existing foreign exchange 
assets of $200,000,000, Incladlng 45,000,000 ounces of silver, is barely sufficient 
to last another nine months. 
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The Ambassador in China {^Stuart) to Secretary Marshall 


893 . 00 / 10-2047 


Nanking. October 29 , 19 . i 7 


Sin: I hnvp the honor to tommeiit on political trends in China perhaps more 
ns a reconl of niy present Impressions than because of nny substantial objective 
changes. Most of this may therefore be mere repetition of what is already 
familiar. 

Communist Pabtt 


There is no evidence of any weakening cither In fighting power or in morale. 
Rather the opposite. They seem to be relatively well supplied with ammuni¬ 
tion, money and other material necessities, and to be conlident of their ability 
to carry on for the two or three years which tliey estimate as the time required 
to get control of the territory north of the Yangtse River. They are steadily 
Improving their organization and discipline. Ofheers and men share the same 
hardships and have the enthusiasm of those who are devotedly fighting for a 
cause which transcends all thought of selfish ambition or enjoyment. There Is 
little If nny evidence of material assistanee from Moscow but there is un¬ 
doubtedly very close and conscious afilnity in aims, methods and objectives. 
This will probably become more apparent ns the rift widens between tlie United 
States and the Soviet Union. The hatred against America is said to be more 
vocal now than even against Chinng Kni-shok. Reports indicate that tiie younger 
student typo is more unreservedly pro-Russian or Intcrnatlonul in its sympathies 
than the older Icmlers with whom the nationalistic loyalties aroused by foreign 
aggression still linger. The younger people argue that If America can help the 
Kuoiuintniig why should not Russia be allowed to help them. On the other hand 
the official pronouncements have always been at pains to disavow nny such aid 
or connection realizing the unfavorable effects of this upon the general public. 
There are numerous and well-authenticated reports of the merciless cruelty of 
the Communists, especially in newly occupied areas, and of the terrorism this 
Inspires. There is no slightest question but that they Intend to carry on their 
destructive tactics until the present government succumbs. They will then agree 
to nny temporary compromise or coalition that will enable them to extend their 
control until they achieve their goal of a thoroughly communlzcd Chinn. Nor is 
there nny doubt In my mind but that their control will follow the invariable 
Communist pattern of a police-state, with no freedom of thought or action and 
witli brutal slaughter or expropriation of all who seem to be in their way. 


KuOMINTAItO 

The corruption and the reactionary forces pervading the Kuomintang are too 
familiar to call for further emphasis. It should be kept in mind, however, that 
single-party control always tends to be corrupt, that the period during which tills 
party has been In power has been one of incessant confiict, that the mounting 
costs of living have greatly aggravated an age-long tradition in China, and that 
the mood of defeatism In an increasingly hopeless outlook has caused a creeping 
paralysis upon all creative effort Even so the men at the very top are of high 
Integrity ond continue to struggle bravely against terrific difficulties. There are 
many more like them within and outside of the Government 
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Othcb Parties 

The minority parties are rather d'sappoinfinjr. Those now absorbed into tlio 
GoTorniDent are contributing but little and are busily seeking office tor their 
members. Tlie Democratic Lca;aie continues to arouse suspicion of its com* 
muni.stic proclivities and offers little prospect of serving as a nucleus for liberal 
action. My chief concern at present Ls that the Government through ill-advised 
persecution will discredit itself further for high-handed oppression thus winning 
sympathy for the League from those who stand for enllghti^ned constitutional 
procedure, while the League meiuhcrs will be driven further leftist and to under¬ 
ground activities* 

Another factor which is becoming more apparent is the inffltration of Com- 
tnunlsts not only Into bodies like the Loagtie but also Into the Government itself. 
The seizures In Peiping following the discovery of a Comm\]Dist headquarters 
ore grim evidence of this. But of the arrests In other cities because of docu* 
meats found there all but two have been Government employees. With a revita* 
li^cd program, supported alike hy their colleagues and the public, such men could 
he largely immunized. Otherwise their members and their sinister Inffuenco will 
tend to Increase. 

The best hot>e of the country seems to he In her educated yoiuh. This group 
should be broadened so as to include those who once were ardently patriotic 
.students, have become more or loss cynical or discouraged in their depressing 
environment, but might be expected under better conditions to recover much of 
lliolr lost enthusiasm. Assuming American aid of the nature which has in general 
been under consideration, those young people could bo enlisted ns ‘‘shock troops*’. 
If we can manage to sublimate our military and monetary aid Into a movement 
to bring peace, freedom from oppression and economic recovery under demo¬ 
cratic principles. Including the responsibility of the people to take part in reform¬ 
ing their government, this can win the allegiance of youth and neutralize tholr 
suspicions of American Imperialism, reliance on force, strengthening on effete 
reglD)e ns an nntl-SovIet policy, et cetera. The student class Is Intensely na¬ 
tionalistic and now thoroughly alarmed. The genius of the Chinese people Is 
naturally democratic rather than communistic. By making our objectives trans¬ 
parently clear we can help toward a resurgent moral awakening aiming at gov¬ 
ernment reform arid n better livelihood for nU, with students past and present 
ns the animating heart of It. This Is what actually happened in the Revolution 
nf 1011 and in the anti-Japanese resistance. It can come again. The convictions 
<if democratic youth will thus match those of communist youth and which of 
those of the present generation wins will largely determine the dc.stlny of China. 
Nor need wo fear this If we really believe In the democratic way of life and in Its 
ability to win over Itg greatest rival In our time when the <'(Uite.st is out in the 
open as this would be. If this process cannot conquer Communist ideology and 
machinations nothing else will. But a challenge on this high plane ought to have 
far-reaching consequences In other parts of Asia. 

When I stopped off In Nanking In May of last year to pay m^* respects to the 
Generalissimo on my return from the United States, he asked me wirnt I thought 
of the situation. I replied that it was worse than I had reason to expect from 
press reports in America but that I believed It could bo changed if ho would lead 
wholeheartedly in a new revolutionary movement with the adventurous and un¬ 
selfish zeal of the Kuomintang when he first joined it, rallying present-day youth 
as it had done when he was one of them. The rallying cry might well be that of 
patriotic loyalty expressed now In reforming, unifying and constructive effort, and 
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of treasoD as consisting in all that hinders these. It would be less easy for him 
now but with our help I still think of this somewhat visionary solution as In 
the end the most practical one. 

Respectfully yours, 

.1 T.mottton Stuabt 
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Article Pvhlished in Central News Agency Bulletin, October 28,1947 “ 

Sn3-00/:i-347 

On the charge of complicity with the Chinese Communists In their armed 
rebellion against the state, the Democratic I^eague has been outlawed, declared 
u spokesman of the Ministry of Interior, in a statement Issued yesterday. 

The spokesman said that henceforth all government offices responsible for 
peace and order will prosecute the activities of the Democratic League and Its 
sympathizers in accordance with the temporary regulations for punishment of 
saboteurs of the nutlotml general mobilization and the regulations for dealing 
with the Communists in our rear. This puts the leaguers In the same category 
ns the Communists. The statement asserted that the Ministry was Impelled 
to take this-action to stop the activities of the Democratic League which has 
been playing the part of accomplice to the Communists’ boom in the front and 
the rear against the security of the state. The spokesman cited concrete examples 
of his charges of tlie Democratic League’s conspiracy with the Communists to 
overthrow the Central Government. According to the spokesman the League 
had dispatched Li Ping-chen to take charge of armed activities against the 
government In the northeast, and Kung Chung-chow, I./eague lender in north 
eastern Chinn had attempted a revolt In Sian. The League also Instigated the 
student disturbances In May and the recent labor trouble In Shanghai. The 
statement charged that LI Ying>feng. Influential member of the League, has been 
enlisting brigands for an uprising In Szechuan. Other charges against the 
League included the open denunciation of the government's general mobilization 
order by the Ix'ngue's Hong Kong and Singapore branches. 

Stuabt 


147 

Announcefnent by the China Democratic League, November 6, 7547 '“ 

[TroDBlattoo] 

893.00/11-1847 

The China Democratic League has consistently maintained Its Arm stand for 
democracy, peace and unity. Unfortunately, the war has become more and 
more Intensifled. In the face of this calamity, we, the Leaguers, could only 
grieve being unable to do anything effective to serve the country. Recently, 
the Government ordered the outlawing of the league, prohibiting It from 
engaging In any activities. We, the Leaguers, could no longer be active. So we 
unanimously elected Huang Ten-Pel, member of the Standing Committee, as 
our representative, and dispatched him to the Capital from Shanghai to ne- 


'• Trnnumltted to Secretary MarnhaU by AmbasBador Stuart Nov. 8.1947. 
'•Trnnamltted by the American Conaul General at Shanghai (Davta), Nov. 18, 1947. 
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pedate with the Governmeot ooDcerniDg the problems relating to the dlssolu* 
tion of the League. Following are the measures proposed by the Government: 

•‘(1) The Government has already outlawed the League and hopes that the 
Tvoagtie will dissolve itself voluntarily, so that the responsible officials of the 
League can be relieved of their responsibilities. 

“(2) Concerning houses and other properties: (a) The properties belonging 
to the Communist Party, now in the League's custody, should be turned over 
to the Government; (h) the houses belonging to the League can be retained 
for the time being; (c) the houses approprlate<l by the Government for use 
of the lAMiguo should he returne<l to the Government, and if they cannot be 
vacated immediately, the 3 * can be used temporarily; (d) the private residences 
of League members will not be disturbed and (e) (he houses locatcnl at Uue 
Chu Pan San. originally rented by the Communist Party, now in the League's 
custody, should likewise be handed over to the Government. If the houses are 
now used for school purposes and can not bo vacated, arrangements for the 
use of the houses by the school should worked out.'* 

Mr. Iluung Yen-Pei gave the following answers to tbo above proposals: 

"(1) Since the I^eague has been outlawed by the Qovernuient, its only course 
it to notify all the Leaguers to cease all party activities, and, following tbe 
Issue of the notillcutioo, the I.4^aguers themselves will be held i>ersonaUy re* 
sponsible for their own activities and utterances. 

**{2) The various points with respect to houses will be duly observe<l. How¬ 
ever, one further point nei*ds clarlOcatlou, namely: While it is not known that 
the League originally had properties of its own, if there should prove to be any 
such properties, they should be disposed of by tbe League itself. Furthermore, 
the League submits the following two re<iuests; 

**(3) That the League members In various places be exempted from register¬ 
ing with tbe Government and enjoy all civil liberties to which tliey are legally 
entitled. 

That League members In various places who are considoro<l by the Gov¬ 
ernment us having violutod the law, and those who arc already under arrest, 
should be treated by the Government In accordance with the law, and that the 
Measures for Dealing with the Communists In the Rear should not be applied to 
I.^ague members arrested under alleged but unproven Communist offiUattons, 

*'As to whotiier or not points (2), (3) and (4) can be carried out, we now 
await your reply. As for the various doeumeuta published in the press critical 
of the League, they arc quite contrary to facts. However, we do not intend to 
argue or offer refutations now." 

Following is the reply made by the Government: 

"(1) If the League would obey the order announced by tbe spokesman of the 
Ministry of the Interior and formally declare its voluntary dissolution as well 
as cessation of all activities, then all League members ever^'whoro could be 
exempted from registering with the Government and would be assured freedom 
within the law. However, if hereafter some still engage in illegal activities 
under false pretexts, they will be prosecuted by the security agencies in various 
places according to law, 

"(2) If, after proper Investigations by the Jndicial authorities, League members 
under arrest for alleged offenses, are found not to be Communist nor working 
for Communists, then the Measures for Dealing with the Communists In tbe 
Rear will not be applied to them. 
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“B^jrthermore, all tbe points relating to bouses and other properties will be 
carried out." 

While publishing tbe foregoing record of the negotiations, we at the same 
time hereby notify all League metnbers to stop all political activities as from tills 
date. All personnel of tlie League’s General Headquarters will resign en bloc 
as from this date and the Geuoral Headquarters will also dissolve as from this 
date. 

Chanu Lan, Chairman 0 / the China Democratic Lcapue 
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2'he Ambassador in China {Stuart) to Secretary Marshall 

803.00/H-547 

Nanking, lYoi'cmftcr 5, 10^1. 

Sib: I have the honor to refer to tbe Embassy’s messages concerning the 
(’entral Government's declaration outlawing the Democratic League and to set 
forth In more detail the events immediately prior and subsequent to the Govern- 
iiient's action. 

Commencing on October 21. 11)47 there was published prominently on the front 
page of the Chung Yung Jih Pao, an ofBclal Government organ, a public an- 
nouticeiiient l.ssued Jointly by the Nanking Garrison Commander anil the Mayor 
of Nanking that all Communist agents and persons connected with them should 
register their secession from the Chinese Communist Party prior to October 
31. 10-17. Tlie announcement stated that those failing to register within the 
prescribed period would be liable to arrest and punishment according to law. 
There is enclosed for the information of the Department n copy in translation of 
the announcement, 

Tlie Department will recall that ns early ns October 14 Democratic League 
leaders expres.sed their concern to the Ambassador with regard to the probable 
outlawing of the League by tbe Government. It will also be recoiled thot on 
October ITi, the Ambassador took the occasion of u visit to the Prime Minister 
to ral.se the question of repressive measures against the Democratic Ix>ague, and 
to suggest that Ihe League request for a conference between Government-appointed 
representatives and representatives of the League be favorably considered 
primarily for tiie sake of the Qoverniiient Itself. 

On the morning of October 24 Dr. Lo Lung-chi, n Democratic League lender, 
called upon an ofllcer of the Embassy to say that commencing on the night of 
October 23 the Democratic I.A'ague headquarters had been surrounded by approxi¬ 
mately twenty persons. Dr. Lo assumed that these individuals were secret 
police operatives. He said that residents of the League headquarters had not 
been molested in any way but that he was being constantly followed by persons 
in plQln-clothes riding in an unmarked jeep. Dr. Lo was In a state of great 
pcrlurballon and referred to the public announcement by the Nanking Garrison 
Comnmndcr and the Mayor of Nanking which he interpreted as being directed 
primarily at the Longue in ns much os It was unlikely that there were any 
actuol Communists in Nanking who would appear at the Nanking Garrison 
Headquarters for registration. Dr. Lo alleged that there was in existence n 
list containing approximately GOO names who would be arrested following the 
expiration date for registration mentioned in the Garrison Commander's an¬ 
nouncement. On the same morning Dr. Lo also colled on the Ambassador to 
express his growing concern with regard to the Government’s attitude. 
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Dr. Lo’s gvoniost concern stonimod from his conviction that the p<*rsons sur¬ 
rounding the Lengue hendquarlors were nioiiibers of the military secret police, 
and that In the event of arrest be anticipated secret action by military tribunals 
which in many past cases bad resulted in the permaneat disap|>earance of persons 
so arrested. 

In passing It Is interesting to note that Dr. Lo‘s fears in this connection are 
borne out to some extent by checking the registration number of the Jeep which 
followed Dr. Ix) to the Ambassador’s residence and to the Chancery on October 
23 and succeeding days. With the assistance of the Provost Marshal of the 
Army Advi.sory Group, the Embassy ascertained that the jeep which followed 
Dr. Lo was registered with the Secret Affairs Bureau of the Ministry of National 
Defense and the registration record of the vehicle showed that it had been 
formerly registered with the office of General Tal LI. 

In the early morning of October 28 a simkesman of the Ministry ot Interior 
announced that the Government ooi])<] no longer tolerate an organization which 
opposed the national con.stitutlon and aimed at the overthrow of the Govern¬ 
ment and that the Democratic Ix*aguo was therefore pronounced an illegal organ- 
Izntlon. This announceiiHuit was published in the vernacular press on the morn¬ 
ing of October 28 and a copy of the announcement in translation Is enclosed. 
At approximately 10:00 a. ni. on the morning of October 28 Dr. Lo Lung-chi 
calh^d an officer of the Embassy by telephone to seek an appointment which 
was granted. Shortly thereafter Dr. Lo called again to say that he had been 
refused t)crmisslon to leave the Democratic Ixuigtie headquarters. Approxb 
mutely one hour later, however. Dr. Lo was grante<l permission to leave his 
place of residence after he expressed to his guards a desire to call upon the 
American Ambassador and accepted the condition that his car would drive 
slowly in order tliat a police vehicle could follow it* Dr. Lo proceeded to the 
Ambassador's residence and spoke briefly with the Ambassador. It was neces¬ 
sary, however, for the Ambassador to leave to keep an appointment with the 
Koredgn Minister an<i tlie Ambassador directed an officer of the Embassy to 
come to hiK residence to talk with Dr. Lo. An Embassy oflic*er proceeded to 
the Anihassador's residence and accoinpunlcd Dr. Lo In Dr. Lo’s car to the 
Chancery where Dr. Lo again exprcs.sed at considerable length bis grave con- 
corn at the trend of events. Dr. Lo appeared convlnceil that the announcement 
hy the Ministry of Interior could not have been made without its having been 
authorized by the highest authority. Dr. Lo believed that instructions had been 
issued by the Generalissimo, otherwise the ^linistry of Interior would not have 
dared to take rosponslhlilty for such action, lo this same general connection, 
an Assistant Naval Attache, while calling on the Municipal Police headquarters 
with regard to an unrelated matter, was informed hy a resiK>nslbIe municipal 
police official that orders outlawing the Democratic League had hwn issued 
personally hy the Gencrnlissimo. There is also enclosed a n)ctnornn<lum of con¬ 
versation between an officer of the Embassy and an American employee of the 
Government Information Office which also bears on this point. 

In the course of conversation with Dr. Lo at the Chancery on October 28, 
an officer of the Embassy informed Dr. Lo that following the conversation of 
the League lenders with the Ambns.sndor on October 14 the Ambassador had 
taken occasion to point out to the Prime Minister, the Ministry of the Interior, 
and to the Generalissimo’s personal secretary the possible adverse effect both 
abroad and Internally of the course of action to which the Government seemed 
committed. It was also mentioned to Dr. Lo tliat the Ambassador had In mind 
mentioning this matter to the Foreign Minister In the course of bis conversation 
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on the morning of October 28. It was pointed out to Dr. Lo, however, that the 
League could not expect the Embassy or the United States Government actively 
to Intervene on Its behalf, although he was Informed that the Embassy was 
naturally interested In developments and would appreciate his keeping the 
Chancery informed. 

On October 28 Dr. IjO had lunch with an ofBcor of the Embassy whose residence 
is Id the Chancery compound and while waiting to keep this engagement Dr. Lo 
liad opportunity to speak to a number of foreign correspondents who called at 
the Chancery during this period and who bad previously been refused admission 
to the League headquarters. Following his lunchoon engagement, Dr. Lo pro* 
ceeded to the Anjbassndor’s residence where he met Hwang Ten-p*el, another 
lender of the League, who. In the meantime, bad arrived from Shanghai. On 
October 28, therefore, Dr. I^o was on Embassy property for approximately five 
hours nnd this apparently gave rise to the allegation in the headlines of certain 
minor Shanghai vernacular papers that Dr. l-^o was In hiding at the American 
Embassy. The text of the stories, however, did not bear out the headlines and 
therefore the Embassy issue<1 no formal denial although the Department was 
Informed that these reports had no foundation In fact 

Since October 28 there has developed a considerable amount of confusion 
with regard to the current status of the Democratic Ix^ngtie, As far as the 
Embassy can ascertain the action taken by the Ministry of Interior has not been 
approved by the Executive Tuan, and although the Government continues to 
regard the League as nn illegal organization It has not taken steps to order Its 
dissolution nnd In fact appears very reluctant to take such action. There have 
been no Important changes In the situation since the Elmbassy’s report of October 
31, 1M7. There would appear to be little question, however, but that extreme 
rightist elements In the Government continue convinced of the necessity for 
complete suppression of the Democrntlc League. For the time being the Indirect 
action taken by the Embassy nnd the obvious interest expressed by the foreign 
correspondcDts In the Government's move against the Lengtie has forestalled 
a wide scale '*Mtch hunt’* and has probably Impressed upon the more enlightened 
elements of the Government the growing need for control of their extremist 
colleagues. The ability of the former to control the latter, however. Is dubious. 

The Embassy was gratlfled to learn from the Department that Its action In 
conneetton with the Government’s move against the League had the full approval 
of the Department. 

For the Ambassador 

William T, Turner 
F irst Secretary of Embasty 

[BDclosnre 1—Translation! 

Official Announcement "by the Nankinq Garrison Headqa-arters and 

Nanking Municipal Government 

No. 2110 October ftl, IHl 

The resolution concerning the pion for dealing with the Communists in the 
roar, passed by the lOlh Meeting of the Executive Yuan, has been published. 
Tliose Communists biding in Nanking municipality should apply for registration. 
The measures for the application for registration of secession from the Commu¬ 
nist Party drafted in accordance with Article 6 of the plan possed by the Execu¬ 
tive Yuan are hereby published. The period from Uie publication of the measures 



AXNEXES 


839 


to October 31 is sot for the application for reiri.strotion and thoj?e whc» fail to 
rcy:ister within this period will be liable to arrest, and to bo punished according 
to law. The measures for the application for registration of secession from tlie 
Communist Party are hereby publicly announced and it is hoped that registration 
will be completed within the period established. 

Measures roa the application fob eeoistkation of secession from the Commo* 
NIST Pabty in Nanking Muntcipauty are as foli-ows ; 

(1) These measures are based on Article 0 of the plan for dealing with Uie 
Communist rear areas published by the Eseoutive Yuan. 

(2) These measures apply to Nanking and Its enrirons. 

(3) All Communist agents and persons connected with theuL no matter 
whether they worked for the Communist Party in the |)ast or are working for it 
at presentp should register. 

(4) Application for registration should be flle<l within the period from October 
21 to October 31. Those who fail to register within this period will be liable to 
arrest 

(5) Applications for registration should be filed with the Garrison Coiumand. 

(6) Applications for registration should be 01e<l with the Garrison Command 
during its ofBce hours within the i>erlod established. 

(7) Application forms may be obtained at the Garrison Command and should 
be completed there. 

(8) These measures will go into efTect as of today. 

Garrison Commander Chang Cqen 
M ayor Shen Yi 

(Eoclofure 2—Tmnslatlon] 

Afmouncem^nt by the Chinese Government Declaring the Democratic 

League Illegal 

Octoher ee, J947 

The Chinese people hnTe known for a long time that the Democratic League 
has linked with the Communists and Joined the rebellion. According to reports 
made by various local authorities who are responsible (or the preservation of 
peace and order the following examples are outstanding: Lo Plng*chl» a League 
member has Instigated mutiny among the troops In Manchuria; the responsible 
League member for the Northwest was responsible for the rebellion of Kung 
Chung*chou; the student strikes in May and the recent labor strikes In Shanghai 
were incited by the League. Since the promulgation of the General Mobilization 
Order by the Government for the suppression of the Communist rebellion the 
Hongkong and Malaya branches of the League hove publicly opposed the Order 
and indicated clearly that the League action and tlie action of the Communists 
are one and the same, necently, Lt YIng-fen, an important League member 
mustered bandits in Szechuan in order to rise In rebellion and to cooperate with 
the Communist bandits of Li Hslen^nien. Other plots and underground work 
carried on by the League of which wo have concrete proof are too numerous to 
mention. In view of the seriousness of the Cozumnnist rebellion and tlie rampant 
activities carried on by the League, the Government can no longer tolerate an 
organization which opposes the National Constitution and alms at the overthrow 
of the OovemmenL Por the preservation of peace and order in the rear this 
Ministry has to take adcQuate steps to check the activities of tlie League. The 
Democratic League Is hereby pronounced Illegal and local authorities responsible 

644038—4 0 56 
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for the preservation of peace and order shall halt the illesal activities of the 
Loafftie and effwt punishment according to the measures for the treatment oC 
Communists stated in the General Moblilzatlon Order. 


(Enclosure 3] 

Mcrtiorandwm of ConveTsation^^ 

Mr. Votaw, American Adviser, Chinese Government Information Office In dis¬ 
cussing the Government order declnrlns the Democratic League an illegal or¬ 
ganization said that a special committee of the Executive Yuan considered the 
question on October 27 and that Dr. Hollington Tong. Director of the Chinese 
Government Information Office, was present at the meeting. Dr. Tong vehe 
mently opi.osed the suppression of the League as an organization and as n result 
of his recommendation, and that of other members of the Yuan, it was decided to 
disapprove such action. Although the suppression order was issued by the Min¬ 
ister of Interior at 2:30 AM. October 28. the Ministry steadfastly, until noon of 
that same day, denied to the CGIO that such action had been taken or was even 
contemplated. Mr. Votaw maintains that Dr. Tong, up to the present moment, 
has still been unnhlo to get in touch with the Minister of Interior to ascertain 
why and how the order was promulgated. Mr. Votnw adds, however, that one 
of the leading figures in the case was Tno Shih-shen. Vice-Minister of Information 
of the Kuomlntnng ami a strong supporter of Chen Id-fo. He also adds that 
Ll Wel-kwo, Minister of Information of the Kuomlntang, was not privy to the 
developments. 

Mr. Votnw said that the more enlightened elements In Government and party 
are seriously disturbed at the action against the liOngue; that the action repre¬ 
sents nnother step of the CC Clique in Its drive toward the elimination of all 
op|x>sltlon and for Its own complete and final control of the Kuomlntnng. Ho 
does not believe there is much that moderate elements In the party can do to 
save the situation unless the Generalissimo himself actively Intervenes In favor 
of the I^rcngue. 
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[Extract] 


S03.00/1-048 


Nanking, January 9, 1918 


Full text December 23 statement by Mno Tse-Tung has already been sent air¬ 
mail to Department. .. . The Embassy gains two dominant Impressions: (1) the 
note of triumphant conviction that the essentials of the Communist struggle for 
victory In Chinn have been achieved, though Mao is careful to point out that addi¬ 
tional great sacrifices will be required, and (2) the continuous and vitriolic at¬ 
tacks on the United States as the great enemy of the world and the agent re¬ 
sponsible for the continuing civil war In China. Endlessly Mao reiterates the 
point that reactionary American imperialism is a major enemy of the people of 
Chinn. Even though the recent months have witnessed heightening attacks on 
the United States, this is the first time that one of the top leaders of the party 
has publicly Joined the hue and cry. 

Convenintton between Maurice Votaw, American Adviser la the Chinese Qovemment 
Information Offlee, and John F. Mclby, Second Secretary of Embassy at Nanking. 
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Mao's elaboration of Communist military tactics uiid strategy is a reiuarkubly 
candid explanation of bow precisely Communist armies operate as far as the 
Embassy bas been able to determine. It is perhaps a mark of Communist con* 
tempt for Nationalist military thinking and intelligence that the Cuiumunists 
have so little hesitation in explaining their strategy, wbicJi» it muse be admittevl, 
has to date not been without success. 

Considerable attention in the manifesto is given to explaining the need for 
relentless pursuit of tbe land reform program iu order to s;Ulsfy the aspirations 
of peasant groups regardless of cost to those who now hold tbe land. This is iu 
accordance with other scattered and fragmentary reports received by the Em* 
bassy iu recent months about tbe stepping up of tbe laud i>rograiu. 

It is interesting to note tbe ai>pea] for support from tbe middle group of peas* 
ants whom Mao says be believes will be willing to make certaio personal s^tcriflees 
for tlie common weal. The tl^reat that any opposition can expect no mercy rather 
stiggests, however, that the Communists are not yet prepared to rely solely upon 
goodness of heart in securing cooperation. Nor shotild the gesture of conciliation 
to the middle groups yet lie considenNl as anything more than a propaganda do* 
vice which can be reversed ut will. 

It is signiticaut that this statement moves even farther awny than the New 
Year's message of Lu Tlng-1 of a year ago, from the lip service to conciliutlOD 
and moderation which characterized Mao's report to the 7th National Congress 
of the Chinese Coniuumist Party in April, lU-15. It scoins to the Embas.sy there 
is a striking similarity between the argument ntid invective advanced by Mao and 
that of other Comtiuinist leaders throughout the world. It also .seems to the 
Embassy that more than at any other time In the paist Chinese C'ommunist think¬ 
ing, with some exceptions iiuide necessary by contemporary conditions, is following 
the line of reasoning advanced by Lenin in his April theses. All current evidence 
Indicates Communist wilUngoess and intcotion to adopt and exploit any means 
po&sible or necessary to securing tlie ultimate objective, namely, full power. Not 
oven the obscure vocabulary can obscure the fact that this is precisely what Mao 
is saying or becloud his convictioD that it will work. 


150 (a) 

2'he Ambassador in China (Stiuzrt) to Secretary Marshall 

603.00/2-548 

Nanking, Pebruaru 5, 

Symptomatic, we believe, of the increasing unrest and of disillusionment with 
the present Chinese Government wore the recent disturbances in Shanghai. More 
than other races, tbe Chinese are inclined to look for n scape-goat when things go 
wrong and in this case wo have noticed an increasing tendency to blame the 
Qenerallssliuo and to seek for an alternative to bis regime. 

Within a five day period, January 2i> to February 2, there were three major 
civil disturbances in Shanghai culminating In outbreaks or mob violence with de¬ 
struction to property and loss of life and injury to both police and members of the 
mob. The government's explanation of these events was given in press conference 
of Shanghai mayor on February 8 in which he stated that disturbances were 
**Communi8t stage-managed*' and that ''Shanghai Is inoin objective of organized 
red mas.^ uprising headquarters for the Tangtze valley area". 
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We/eel that question of Communist participation in these civil disorders Is In 
largedegree academic. While Communists undoubtedly eager exploit events to 
OM ends, these situations are intrinsically manifestations of government's allena- 
^•{lon of popular support through administrative Ineptitude which has now pro- 
- grossed to a degree endangering government’s stability. In each instance of civil 
^ unrest, an organized group npi>cared convinced that government had acted unrea¬ 
sonably and arbitrarily against group’s economic or political Interests. Govern¬ 
ment made no adequate arrangements for orderly settlement of points at Issue, 
leaving group no alternatives except to abamlon demands or pre.sent them through 
mass action. Government policing of Individual situations was Inept and exacer¬ 
bated mass feeling to point where group became mob bent on violent retaliation 
for real or fancied wrongs. Police unable, or possibly unwilling, to restrain mob 
until after acts of violence had been committed. 

These specific, local situations faithfully mirror government’s predicament on 
national level, which la also largely of government’s own making and for which 
government's sovereign reme<ly has so far also been force Ineptly applied. In 
most of China north of Yangtze, principal elements opposing government are 
Communist organized. In remainder of the country still under Its control, 
government’s futile attempts to eliminate all opposition and compel support and 
Its failure to devise and Implement adequate constructive policies for Improvement 
In Its position Is rapidly bringing It to the verge of severe crisis which it can 
hardly hope to survive. Increased urban civil unrest on a large scale may well 
be the factor precipitating crisis, which the Communists obviously are prepared 
to exploit. 

Growing pessimism and despondency of high Chinese civil and military officials 
with regard to economic, political and military deterioration has long been 
apparent. Recently there seems to have developed a sharper awareness of Ute 
fact that the government may soon lack the minimum of popular support neces¬ 
sary for Its survival. This trend approaches conviction on the part of most 
that the government lacks capacity to extricate itself from the plight without 
foreign assistance and fear on the part of many that the government’s imsltlon 
Is hopeless even though foreign old is forthcoming. 

In this situation several tyi>cs of response are taking shape. The Generalissimo 
and those most loyal to him favor strnteg)’ of contiimcd resistance to the Com¬ 
munists and repression of other dissident or potentially dissident elements, while 
effecting such minimum reforms ns are possible without antagonizing the most 
reactionary groups. This grt)V)p hopes to sustain Itself with whatever aid it can 
get. believing that In the final analysis it will be saved by a Sovlet-Aiuerlcnn war. 

Another indefinite grouping responds to the situation with the Idea of seeking 
a negotiated peace with the Communists through the mediation of the Soviet 
Union, hoping to retain dominant Influence and authority in a coalltiou govern¬ 
ment which woul<i result from this mediation. Recent reports, unconflirmed but 
from credible sources, indicate that this group Is gaining many adherents among 
the military and Is already exploring means to contact the Soviets to negotiate 
mediation. While tills group may not have yet achieved status of an anti- 
government movement, probably becouse of lack of firm leadership, many factors 
strongly favor such development Since the military elements In the group are 
preponderant, the possibility of defection among the armed forces cannot be 
overlooked. 

The situation Is very definitely one to cause pessimism. If American aid 
should materialize in adequate measure and palatable form, the tide may torn 
quickly in our favor. On the other band, when details of American aid are 
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aDnouoced» they will be weighed carefully by oil factions anti If our plans are 
deemed to be insufficient or unpalatable, or unlikely to be effective, it Is more 
than likely that disaffection of some elenients now in the government may ensue. 
Such disaffection may well result in the replacement of present dominant elements 
with the group desirous of effecting union with the Communists through the 
good offices of the Soviet Union. As we have previously reported, the General* 
issimo is unalterably opposed to such a move and if those favoring an arrange* 
ment with the Communists came into the ascendancy, bis retirement from the 
scene would be inevitable, 

Stuabt. 


150 (b) 

The Ambassador in China (Stuart) to Secret art/ Mars/iall 

S93.00/2-G4S 

Nanking, Fehruory C, 1948, 

We are by no means convinced that the general breakdown of law and order 
in Shanghai is iniiiiinent, although we believe further sporadic civil disturbances 
probable. There is as yet no indication that the Communists are so organized as 
to be capable of creating and controlling u state of chaos at Shanghai. As we have 
already reported on February 5, we continue to believe that basic causes ot civil 
disturbances at Shanghai are economic rather titan political and must be dealt 
with by economic measures in conjunction with deterinine<l itoUce control. It 
seems to us that the government is well aware of the need to maintain itself at 
all costs Id the lower Yangtze valley, ond at tbi.s time we can see uo serious threat 
to Its position In this area. However, the fact remains that government control 
of Shanghai Is likely to be ciidungered by policy of extremist oleuicnts in the gov* 
ernment in using party secret police to suppress even legitimate dissatisfaction 
caused by maladministration and thus solidify dl.scontented elements into organ¬ 
ized opposition. In such a situation the advantage is thrown to the Coinumnists. 
Moderate elements who would prefer to deal with the situation by firm but 
rational methods are handicapped by lack of unified administrative control. 
For example, the Mayor of Shanghai has no authority over garrison command 
or over party secret police. Slayor Wu has requested such authority and we are 
very Informaliy supporting bis request with the Generalissimo, pointing out that 
the deterioration In the Shanghai situation seems to call for firm measures and 
centralized authority. We consider this feasible because of coinpetence of the 
Mayor, bis loyalty to the Generalissimo and the high regard In which the latter 
holds him. 

In the situation prevallJog at Shanghai there is reason for concern but no Im¬ 
mediate cause for alarm. In fact, manhandllDg of Mayor Wu and the apprehen¬ 
sion of some leaders may have sobering effect, Shanghai foreign community has 
long tended to panic over relatively Insignificant political developments. This 
tendency is infectious and Inevitably contributes to general unrest and feeling 
of insecurity. 

We do not wish to minimize potentialities of situation at Shanghai but for time 
being we feel Chinese Government can retain control over situation. Further¬ 
more, there are factors in situation, such as pending American aid, which will 
undoubtedly have substantial effect on public morale thus tending to stabilize 
at least temporarily. 
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151 (a) 

The Amhasi^ador in China (Stuart) to Secretary MarshaJl 

803,00/3-1748 

Nanking. March 17, 19i8. 

Political anti niilltnry disintegration Is now rapidly approaching the long 
expected climax. The most spectacular evidence of this Is the breakdown of 
military morale seen not only in lethargy and passive unconcern, but also in 
refusal to obey orders or even to act In defiance of orders given. Chinese do- 
scribe tills latter phcnomeiion as deliberately suicidal in terms of national 
interest. Civil and military officials, both high and low, are grafting or are 
planning their escape. In the highest circles. Generalissimo listens only to 
such civilians as Tal Chl-tao, the Chen brothers, and T. V. Soong, but Chen Kuo-fu 
la now in disfavor and his brother is less In favor than hitherto. Relations 
between the Generalissimo and Tal are not cordial, and T. V. Soong Is concen¬ 
trating on his job in south China. Among many of those hitherto most loyal to 
the Generalissimo, there are definite signs of discontent with his policy. Nor 
are there any Indications of any Intention on his part to make the requisite 
radical chnngc.s. In their despair, all groups blame America for urging struc¬ 
tural changes, many of which they claim have been undertaken, or reforms 
which they feel they themselves would carry out If their immediate Inteninl 
problems were not so acute, while America still delays the long promisetl aid 
upon which the survival of democratic institutions depends. At the same time 
they are propo.slng that someone bo sent to Washington to plead for imniediate 
and adequate assistance. Such names as those of T. V. Soong and Yu Tai-Wel 
have been mentioned to mo of late for this purpose. 

There Is a growing tendonoy to postpone the National Assembly due to con¬ 
vene March 29. Tal Chl-tao supports postponement on the ground that In their 
efforts to settle controversies over the election of delegates they are using 
authoritarian methods not unlike the Communists whom they are fighting. 
Others support postponement on the ground of present inexpediency, or because 
a suitable name for Vice President has not emerged. Vice President candidates 
being discussed are Yu Yii-Jen, Sun Fo, Ho Tlng-chln, Cheng Chlen, Pu Tso-yl, 
and Li Tsiuig-Jen. Li is opposed by the inner circles around the Generalissimo 
because of factional bickering and as being too strong a personality to be willing 
to leave the Generalissimo In complete power. Some urge that the Vice Presi¬ 
dent should be a civilian. Present indications are that Generalissimo will 
support Yu Yu'jen with all that Implies. 

Various rather inconsequential attempts are being made among liberals to 
organize or to Issue apjioals, but the controlled press aud fear of high-handed re¬ 
pression tend to nullify their efforts. There is, however, o nucleus within the 
party leadership which Is planning something of the sort with some hope of 
results. I have been asked to advocate their cause with the Generalissimo, but 
have replied that I hove repeatedly suggested to the Ocnemllssimo without 
success, that he himself lead such a movement, and that while I still think his 
endorsement Is not entirely impossible, I could perhaps be of more influence In 
supporting the general idea after their movement had attained substantial pro¬ 
portions. I have added that It seemed to me to be of primary importance that 
the liberals ensure freedom of publication in party papers for their proposed 
manifesto. 

The long expected climax is rapidly approaching, and although we cannot see 
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the Gonernlissmio voluntarily rolinquishing bis power almost anything can 
happen. There is most defloitely accelerated demoralization, dismay and frantic 
search to save something from tlio wreckage, coupled with a psychopathic in* 
ability to do anything. 

Stuast 


151 (b) 

The Ambasaador in China (Stuart) to Secretary Marshall 

8D3.00/S-3148 

Nanking, March 5/. 19^8 

Demoralizatiou and deterioration of situation portrayed in our report of March 
8. have continued at an accelerated pace. There is an increased feeling of help¬ 
lessness in government circles as elsewhere and a fervent searching for some 
means of bringing a stop to civil war and economic and political iincertalntles re* 
suiting from it. There is an increasing realiziition, shared even by the Gen* 
eralisslmo, that military victory over Communists is imiM)ssihle and that some 
other solution must be reached If Communist-domination of all China is to be 
avoided. There Is a realization that old methods are inadequate and that a new 
approach is neede<l. There is, we believe, a sincere search for an effective new 
approach yet no one has found the formula. No one seems capable of taking 
positive action towards peace. Each one looks to another for Inltintivo. Those 
in position to inttuence the GeneruUsslmo to take positive effective measures 
fear bis anger and are reluctant to put forward their ideas of reform. He has 
need of more courageous advisers around him and )>erhaps his roorgniiized gov¬ 
ernment will supply this need. As straws in the wind and as possible portent 
of future trends are recent proclamations by Intellectual groups advocating re¬ 
forms. What tiiey are afraid to do individually, they are beginning to do 
collectively. 

The Chinese people do not want to become Communists yet they see the tide of 
Communism ruDDing irresistably onward. In midst of this chaos and innetion 
the Generalissimo stands out as the only moral force capable of action. We know 
that he plans to reorganize his Government yet we question a mere shifting of 
portfolios can result in cfToctive action. Little, if any, new blood seems avail¬ 
able. Wlmt is needed is inspired leadership, of which so far the Generalissimo 
seems incapable. Possibly, however, the desperutenoss of his situation will 
serve to stimulate him as in the post to leadership required. 

In any event, there is ever so slight an indication that the Generalissimo may 
at last deem the situation so acute that he is prepared to accept and follow 
sound advice. Be is taking measures to improve military situation in Mukden 
and if he can save Mukden, and It begins to look as though he may do so; if 
be can bring himself to begin institution of political and economic reforms needed 
to make bis government more acceptable to the people, and there arc signs here 
also tiiat he may have reached that stage; and if we can continue and, if pos¬ 
sible, expand our present $upi>ort, as now seems llkeb* from the Congressional 
consideration of Aid to China BUI; then the situation may not be entirely beyond 
redemption. 

It is nevertheless desperate and if the Generalissimo docs not act and act 
promptly, there are increusing indications that growing opposition to him 
within the party may And leadership, possibly under the Political Science Group, 
and will remove him from the scene, accepting the best possible accommoda- 
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lion with the Communists. Should this stage be reached, we could expect Soviet 
Ambassador de.signate, Roschin. to assume his duties at Nanking and could look 
for acceptance of Soviet offer of mediation. Contrary, however, to belief ex¬ 
pressed in our report of March 8 we now Incline to the opinion that Soviet medi¬ 
ation would re.'^ult in a coalition government rather than In territorial arrange¬ 
ment. That road to iK>wer is better known to Communists and would, we believe, 
l)e more acceptal)le to dissident elements In government. Under a territorial 
arrangement the present disposition of Communist forces would likely Involve 
giving them jurisdiction over everything north of Yangtze and east of Sian— 
a division of territory unlikely of acceptance even by dissident elements of gov¬ 
ernment. On the other band, we hear expressed on many sides belief that under 
coalition government fundamental characteristic of Chinese would assure that 
pattern of Czechoslovakia could be resisted and that democratic government in 
.some form would eventually succeed. 

Developments in the National Assembly now In session should throw light on 
the future. Choice of u vice president will give an Indication. China Is once 
more at crossruails. The Qeuernlisslmo sees structure he labored so long and so 
liard to create collapsing about Idiu and he may be expected to fight with bis 
usuul courage and ability. Eitlier those of weak lienrt will prevail and we will 
lind ourselves with a Soviet-sponsored coalition government, or those of stout 
heart will rally round a Generalissimo in some way reinsplred to restore benevo¬ 
lence to Ills despotism sutllcleiil to attract once more a public following necessary 
to overcome Communist tbrent. We hope for the latter but we fear the former. 

152 (a) 

The AmboAsadoT in China {Stuart) to Secretary Marshall 

80:1,00/4-248 

Naivkiko, ^IpHI £, 

We are informed that the Generalissimo lias detlnitely given consideration to 
the possibility of accepting the Presidency of Executive Yuan reported on March 
18. Dr. Uu Shill, wlio has been very active in organizing the National Assembly, 
Informs us that tills subject is being widely discussed and may have merits. He 
points out that the office of President, under the Constitution, mny become, ns in 
Krance, largely ceremonial while the President of Executive Y’uan will exercise 
great authority. Also once appointed, the President of Executive Yuan should 
he secure In office ns two-thirds vote of the Legislature Yuan Is required to unseat 
him. Liu Sbih also mentioned the fact that the Generalissimo had not nnnounced 
Ids candidacy for President. In this connection, Chu Cheng, Incumbent Presi¬ 
dent Judicial Yuan and qualified for ceremonial ofllce, has announced his avail¬ 
ability for election ns President 

Sun Fo is actively campaigning for election as Vice President and as President 
of the Legislative Yuan ns well, maintaluing that constitutional prohibition 
against holding other government office when elected President of Legislative 
Yuan does not apply to elective offices such as those of President or Vice President 
of the Republic. 

The Vice Presidential campaign has now narrowed to Sun Fo and LI Tsung- 
Jen, but should the Generalissimo decide to seek Executive Yuan Presidency, 
some arrangement is entirely possible whereby Sun Fo would be elected President 
of the Republic and would appoint the Generalissimo to the Presidency of Execu¬ 
tive Yuan leaving the Vice Presidency free for Li Tsnng-jcn. 


Stuakt 
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1527b) 

Speech hy Generalieeimo Chiang Kai-shek Before the Central 
Executive Committee of the Kuomintang on April 4, 1943^^ 

803.00/4-048 

Tlie convocation of tl^e National Asssoinbly is a great event in the history of 
China, On the current situation as well as on the course of political development 
Ip decudes to come It is hound to exercise a most pn^fuuiul and decisive influence. 
Problems confronting the National Assembly are many. Jn tackling any one 
of them, especially that of the pre.sldeney and vice*presidency, we must have oil 
the seriousness of mind and a sense of grave responsibility to the nation and 
posterity. We must carefully study our revolutionary history, nuii]yze the pre- 
volllngclrctimstances. UDderstan<l the people’s psychology und visualize the future 
of the country. Above all, we must uphold our late lender Dr. Sun's lofty l<lcal 
•everything for the people*", and make our choice with far sight and cir¬ 
cumspection. 1, therefore, propose to explain to you with uU sincerity the con¬ 
clusions I have drawn on these questions after careful deliberation. 

lie fore I present to you tny views on the question of the presidency and vice- 
presidency, I wish to make clear three points: J^'irst, the ultimate aim of our 
Party is to save and reconstruct the country. Aside from the paramount interest 
of the State, the Party has no interest of its own. We have no partisan or per¬ 
sonal considerations. Secondly, the only ambition our comrades should have Is 
how to serve the country and the people. We can best render our service 
only when we perforin our duty wholeheartedly, each in his respective post. 
Thirdly, our late leader Dr. Sun, when loading the revolutionary movement, 
always took cognizance of the past and gave practical and realistic consideration 
to existing circumstances. The above three points are what we have to bear In 
mind when we take deci.slons on momentous issues. Hence I wish to remind 
you of a bitter lesson of history and draw a parallel between It and the present 
situation. 

At the beginning of the IlepubUc Dr. Sun Yat-sen was the president of the 
Provisional Government. Hardly had three months elapsed when the nrajority 
of party comrades advocated Dr. Sun*s withdrawal from the government in 
order to make the peace negotiations between the North and South a speedy 
success. They were mistaken In regarding the provisional constltutioo, the 
parliament und the cabinet a.s constitutional democracy itself. They did not 
realize that Peiping still was the citadel of reactionary Influence with the north¬ 
ern warlords actually In control of everything. In other words, the foundation 
of the Itepubllc was extremely feeble. At that Juncture, our Party, In order to 
safeguard this foundation, should not have relinquished the presidency. But 
to Dr. SuD*8 pleadings our comrades turned a deaf ear. So he failed. And his 
failure was also that of the Revolution of 1011. The result was the tragic 
history of the last thirty-odd years and the enormous sufferings of the people. 
The situation today Is, however, fundamentally different from that of 1011. On 
account of the contributions we made during the Northern Expedition and the 
War of Resistance tlie foundation of tlie Republic has been greatly strengthened. 
The idea of democracy bos become a popular sentiment. In those circumstances, 
our Party docs not need to keep the post and honor of the presidency. On 

’’Transmitted by Ambasoador Btuart from NaDklng, Apr. 0, 1048. 
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the contrary, we stioiihl develop Dr. Sun’s ideal ■‘evorythiiiK for the people” to 
the fullest extent. In other words, we can entrust to persons outside the Party 
the grave responsibility of making the Constitution a living thing. Only in this 
manner. I believe, .shall we rally the support of the people in our common and 
gigantic task of rebellion, suppression and national reconstruction. 

After careful deliberation I consider that the qualiflcatioiis for the first presi¬ 
dent should be as follows: First of all, he must be a person who comprehends the 
essentials of the Constitution. He must have the ability ajid will to uphold the 
Constitution, observe it and carry It into practice. To choose the man capable 
of obeying and enforcing the law is the surest guarantee of the success of con- 
.stitiitional democracy. In the second place, he must be a person inspired by the 
ideals of democraey and imbued with a democratic spirit. I believe that a true 
dt'mocrat Is alwiiy.s a true patriot. I believe that he will, In accordance with the 
Constitution, cari’.v out (he Three People’s Principles ami build up China as a 
country by the peo|ile, of the people, and for the people. In the third place he 
must be a person loyal to the basic policy of rebellion, suppression, and national 
reconstruction. It lakes a true democrat to fully comprehend the Incompata- 
hillty between a dictatorship and a constitutional government. In the fourth 
place, he must ho one who has a profound understanding of our history, culture 
and national traditions. It is evident that the Communists are dotonnined to 
undermine the very existence of our country. They are equally determined to 
destroy our history, culture and uatlonal traditions. Finally, he must be one 
who follows world trends and has a rich knowledge of contemporary civiliza¬ 
tion. Ho will lead China towards the Ideal of universal brotherhood, make 
China an Independent and self-respecting country and guide her to take her 
rightful place In the family of nations. I sincerely hope that my views will be 
shared by all of you, especially those who are holding responsible positions. 
Ix*t n person outside of our Party with such qualifications be nominated ns candi¬ 
date to the presidency. Let all of us support him and help him to bo elected. As 
for myself, being the leader of the Party. I may he the logical candidate for 
nomination by the Party to the presidency. I believe, however, that since you 
have been with me for so many years, you must understand that I do not care 
for high honor and Important post. My only concern has always been how to give 
my host to serve my people. I am ever ready to assist the president in carrying 
out tlie democratic principles embodied In the Constlttitlon. I shall contribute 
what I have and wimt I am as a soldier to defend the country. 

As hmg ns the nation renialns disunited, I am determined not to run for the 
presidency. 

This docs not mean that I shall shirk the rospouslblllty towards our revolu¬ 
tionary cause and our beloved country. Aside from the presidency and vice- 
presidency, I shall not fall to answer the call of the new Government. I have 
been with my people and army throughout these twenty years of great trials and 
Irlhulntloii. Patriotic soldiers and cltlztms have supported mo In uniting and 
defending the country. They have given their very best. They have sustained 
great sacrifices. I have the moral obligation to do iny utmost so as not to dis¬ 
appoint them and to forfeit the confidence they have placed In me. I shall con¬ 
tribute whatever I cun to cooperate with Uie people, the army and my party 
comrades towards our common goal. For the good of the country and the good 
of the people, I am convinced that I should not run for the presidency. This 
Is not mere modesty. It is my sincere conviction. The only hope I cherish is: 
how to lay a sound and solid foundation for China's constitutional government. 
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lu a word, I propose that our Party will nouiiuate au outstaudiug oon-partisau 
lo be catuJidaCe to tbe presidency. 

Comrades : I hope you will appreciate my sincerity, trust my judgment, endorse 
uiy opinion and make a decision I 


152 (c) 

The Av%has:sador in China (Stuart) to Secretary Marshall 

S03.00/4-&4S 

Nanking, April 5, 29^8 

During a tense albday meeting of tlie Kuomintaug*s Central Executive Com¬ 
mittee on April 4, tlie Generalissimo atlirmed his unwillingness to be a candidate 
for the presidency and advised both Cheng Cbten and Li Tsung-Jen not to run 
for vice president, but to leave both ottices oi>en to civilians. Cheng Cblen 
agreed iiiunedlately, but LI Is reported to have become very angry and to have 
said It was too late for him to withdraw. After an all night meeting with bis 
associates he has decided to run independently of the Kuouiintung. and if he 
is defeated there iimy be trouble. 

Strong opposiiion to the Chen brothers is manifest among delegates, and any 
motion suspected of being siK>nsored by them is denounced. Also, revolt against 
party domination is read into the applause which follows reference to such 
domination. 

The Generanssiiiio today openly advised party members to vote for Hu Shih 
and Sun Po for president und vice president respectively, maintaining both are 
civilians. 

Stuakt 
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77ie Ambassador in China (Stuart) to Secretary Marshall 

803.00/4-G4S 

Nanking. April 6, 29^6 

The consequence of the Generalissimo's anDouncemeot of a desire to withdraw 
from the presidential race and servo the country in another capacity and his 
advice to the Kuornintang to select non-party man as its presidential candidate 
has been to confirm him In a presidential position, rally full supiK>rt of the party 
to bis leadership and enhuoce bis authority. 

Whether wholly calculated or not, the Generalissimo’s action was a masterful 
political maneuver. Original motivation for action was doubtless need more 
cohesion within the party weakened by factionalism and by mounting dis¬ 
content with the quality of bis leadership. Apprehensive lest the National 
Assembly serve ns a source from which elements within the party could attack 
his ]>olicy and so bring about party split, the Generalissimo apparently decided 
to risk assuming minor role in now government through quitting presidential 
race and recoin mending non-party candidate for party support. Initial reaction 
of the party to proposal was feeling of vast dismay. Although under the new 
constitution presidential powers are greatly reduced, the hulk of Kuornintang 
has long been accustomed to equating party leadership with the presidency and 
the presidency with control of the government. Thus, the Generalissimo's 
move encountered violent opposition on the basis that party’s control of the 
government >vould be weakened and on the basis that the present crisis demands 
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a strong band at the helm of the ship of state. FoUowlng a series of party 
meetings. CC Clique refused to cooperate with any government not headed by the 
Generalissimo as president and Whampou group threatened to go over to the 
Communists ratlier tliun serve uiuler any president other than Chlaiig. The 
party leaders joined in the refrain that the Generalissimo is indispensable man In 
l)re.sldentlal role. Thus, bowing to the party mandate the Generalissimo today 
consented to enter presidential race. 

As suggested above this maneuver greatly strengUiens Genernlisslmo's posi¬ 
tion. He has answered Communist criticism of “personal rule” by attempting 
to seek less slgnihcant position In new government. Thus Communists are now 
forced to attack “KMT Government’’ instead of “Cblang Government” Also he 
lias answered other critics at lioine and abroad by his public advocacy of broaden¬ 
ing base of new government by tlie inclusion of non-party elements in Inslguflcant 
IKiKts and by bis demnmls tliat such posts be Ailed by persons with civil rather 
than military backgrounds. By facing his critics within the party with nnpaiat- 
alilo possibility of their being forced to attempt to dominate the government 
wltliout liitu in key position, he has secured from them clear and Arm mandate to 
continue Ids rule and probable uncritical acceptance of his policies in future. 
Finally, since under new constitution the president Is Commander-In-Chief of 
the armed forces, he will be able to maintain control over the army. 

In the course of discussions the Generalissimo insisted that vice-presidential 
elections be held on free and competitive basis with party having no candidate of 
it.s own. He declined to give personal backing to any candidate. These clrcum- 
fifancps win probably improve chances of LI Tsung-jen winning vlce-presldentlal 
election especially since Sun Fo. having encountered Intense opposition to hla 
<lcslre to hold both vice presidency and head Legislative Yuan, now inclines to be 
content with the latter office only. 

Stuabt 
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TJie Ambassador in China {Stuart) to Secretary Marshall 


603.00/4-1048 


Nanking, April 19, lOJ^S 


The National Assembly today elected the Generalissimo Arst constitutional 
F»rcsldent of China by a vote of 2,430 to 2C9. The Assembly yesterday passed 
temporary rebellion suppression authorizing the President to take emergency 
measures free of restrictions Imposed by Articles 30 and 43 of the Constitution 
but subject to veto of LegLslative Yuan under the procedure prescribed in Article 
07. Section 2. If the end of the rebellion suppression period Is not proclaimed 
prior to December 25, 1050, a special meeting of the Assembly Is to be called to 
consider extension of the act. 

The effect of the act is to permit the President, in conjunction with Bxecutlvo 
Yuan, to Issue emergency decrees at any time without prior concurrence of legis¬ 
lative Yuan, but subject to revision or revocation by a two-thirds majority vote 
in Legislative Yuan. From what Is known of the composition of the newly- 
elected Leglsiatlve Yuan, it appears very unlikely that a two-thirds majority 
could ever he mustered against a decree of the executive, so that act, in effect, 
gives the President practically unlimited power. 


Stoabt 
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The Ambassador in China {Stxuzrt) to Seci'etary Marshal} 

$03.00/4-2343 

Nanking, April 2 S , J 9 Ji 8 . 

Someone who has Just soon the Generalissimo reports bo is still wareriDg on 
acceptance of the presidency though it nmy be assumed he will accept. He had 
had three long conferences with Ho Shih trying still unsuccessfully to persuade 
him to bo a candidate ns he felt the President should be some Internationully 
known figure. He opposed Chu Cheng for this reason, and Chang Podlng was 
rejected ns too old. Me is said to hare had more than one stormy argument with 
his party and with the military over his refusal to run, they insisting that if he 
would not become President, the elections must be postponed. P'inuUy he had 
agrees! to run ns being tbo only one able and willing to face the responsibility. 
The Generalisslino is opposed to Li Tsung-Jen as Vice President which lessens 
Li’s chances and Increases the possibility that LI may make trouble if defeated. 
The Generalissimo is urging Chang Chun to continue as Premier and intends to 
have the Executive Yuan function In a more constitutlcaial manner. 

It was reported that when the Generalissimo was reminded that he ought 
to give more authority' to others In the Central Government and In the provinces 
and that under his concept of c^entralized administration, things bad been getting 
steadily w'orso, the Generalissimo bad replied that others refused to take suf¬ 
ficient responsibility or were unsatisfactory so that be was compelled to act 
as he did. 

Here we have the picture of a strong, resourceful man unquestionably sincere 
and courageous, yet persisting In a policy which Is frustrating his own aims. 1 
am convinced that he docs not seek for dictatorial prerogatives from selfish 
motives, but insists on exercising these to his own detriment and that of the 
nation. The worse things become under his leadership, the more does be feel 
Impelled to carry the whole burden. 

I do not believe be is conceited or intoxlcateil with power in the usual sense, 
yet he Is dangerously self-oplnlonatcd and confident that he understands the 
situation better and has more experience than anyone else. This is all the more 
tragic because he is so largely right In these assumptions, and because there 
really seems to be no one else who could take bis place. Yet the election has 
eliminated Li Tsung-jen in particular and produced In general an unfavorable 
reaction in China and probably abroad. If the Oencralissimo had the vision to 
take the occasion of becoming President under the constitution to alter radically 
his procedure, these unfortunate tendencies might he neutralized, but the prob¬ 
abilities. ns I sec them, are against this. 

Stuabt. 
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The Ambassador in China {Stuart') to Secretary Marshall 


603.00/4-2848 


Nansino. AprU B3, J048 


Persistent reports from Informed sources close to LI Tsung-Jen state he has 
made a complete break with the Generalissimo and In event of defeat In vice 
presidential race plans to take some “action” the type of which Is unspecified. 
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Other less qualified sources feel this may take the form of local military revolt. 
The l»ulk of troops In the vicinity of Nanking are Kwangsl and Kwangtung units 
whose loyalty, whether to LI or to the Generalissimo, is unknown to us. On the 
basis of present information, we consider armed coup only a remote possibility, 
though conceivable. LI may act In the heat of anger at what he considers his III 
treatment at the hands of the Generalissimo and because of a feeling of frustration 
over the Kuomintang party machine's rejection of his services to the nation in 
its present crisis. Wo believe “action." if any. will take place later; probably 
in conjunction with Hong Kong and south Clilna dissidents with whom evidence 
suggests Li Is in close contact. Vice Presidential election will probably not 
be concluded until June 24 or 2o. 

STi’Anr 
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The Amhasaador in China {Stuart) to Secretary Marshall 


R93.00/4-2548 


Nanking. April 25, JO JS 


In the early morning hours of April 25 Chong Chion and later Li Tsung-jen 
announced retirement from the vice presidential race, leaving Sun Fo ns the 
sole remaining candidate. At the Assembly meeting this morning, nmldst con¬ 
siderable disorder on the part of delegates, the meeting was adjourned without 
any action being taken. This morning local vernacular press carriwl stories 
of the retirement of both candidates, and Li’s supporters Issued statement in tlie 
form of an advertisement that his withdrawal is In the interest of securing 
national hnrnif>ny and to secure vindication from scurrilous rumors being circu¬ 
lated to the elTect that he Intends to force the Generalissimo to leave the country. 
At the morning Assembly meeting with Tu Yu-jen acting ns chairman, delegates 
stated that Li’s retirement from the race could only be effected with the con¬ 
currence of his supporters, and appealed to the chairman for agreement. Yu Yu- 
jen, weeping copiously, stated that the whole affair was regrettable and that a new 
set of ele<'tlons should be hold. 

As we have previously reported. LI has been under heavy pressure from the 
Generalissimo to withdraw candidacy and LI has consistently refused. Li’s 
associates say that LI Is Interested In the vice-presidency ns a platform for 
criticizing shortcomings of the government and suggesting remedial measures, 
and that he will retire from the army and do so ns a private citizen If his cam¬ 
paign fails. Li’s supporter. Governor LI IMn-Hslen of Anhwei, has been the 
target of organized student demonstration and local vernacular paper supporting 
LI and critical of Sun Fo has been wrecked by a mob, reportedly led by delegates 
supporting Sun Fo, without Interference from the police. Presumably reliable 
source Informs us that the Generalissimo has summoned Pal Obung-hsl and 
directed him on pain of secret court martial to switch support from LI to Sun Fo. 

Our initial reaction to these developments Is that LI has been subjected to 
extremely heavy pressure from party machine and Whampoa ormy clique. He 
defies this pressure by resignation of candidacy, thus putting himself in the 
position of being sought by the olllce rother than seeking office, in compliance of 
traditional Chinese practice, and so focusing attention of the general public and 
all Interested parties on opponents' maneuvers to prevent his position. In a 
free and uninfluenced election LI would almost certainly have majority vote. 
The bulk of delegates, desirous of effecting efficient government and frustrated 
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by macbiue control Assembly equate Li’s election with satisfaction of their aims. 
The effect of the latest derelopnients on temper of the delegates may be judged 
by the remark of one, •’this is worse than Tsao Kuu’s election, at least he paid 
for his.” 

We repeat, at this stage tempers on both sides are running liigli, and erentual 
course of action adopted by either is unpredictable. However, there is no doubt 
but what the Kuomiutang is severely split over matters of principle, in distinction 
to ordinary party cleavage on matters of self-interest. The principle at stake 
is efficacy of present leadership and its policies. It is not difficult to conceive of 
a situation where attempts would be made to reject this leadership, or where 
leadership, including the Generalissimo and his closest supporters, would prefer 
to retire in response to popular demand, since the Generalissimo has not formally 
accepted the presidency and is understood not yet to have made up his mind to 
accept 

In the present circumstances the ultimate consequences are difficult to foretell. 
Reliable sources state resolution of the situation will be forthcoming within the 
next 24 hours. We will continue to report signlflcunt occurrences. 

Sttjabt 
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The Amhaesador in China {^Stuart') to Secretary Marshall 

803.00/4-2048 

Nanking, April i 6 , 19 iS 

On the afternoon of April 25 Sun Fo announced his withdrawal from the 
vlce-pre.sidentlal race, stating that be felt It would be undeinocratlc to run without 
opposition. Ills withdrawal was made at the Genernll.*;siino’s direction. In the 
afternoon the Central Executive Committee of the Kuoiulntang met and passed 
u resolution stating candidates withdrawals all invalid. The Assembly did not 
convene today. lA Tsung-jen's associates state that his withdrawal was a 
political maneuver designed to focus attention on threats and intimidation 
directed against his supporters by the Generalissiiuo, Kuoniiiitang bosses and 
Whampoa clique. He made the decision when the Generalissimo ordered Pal 
Chung-bsl to withdraw bis support of Li under threat of punitive action and to 
coordinate his move with Cheng Chlen. Pai yesterday issued a statement that 
Li withdrew because his supporters were continually subjected to intimidation 
and under those cuudltion.s free election was impossible. Cheng's cooperation 
with LI seems to have begun wlieu tlic Generalissimo summoned him, asked 
him to witlidruw and tlirow vote to Sun Fo, and offered to reimburse him for 
the entire costs of his campaign, whicli proposition Cheng refused. 

Intense political maneuvering by all factions continues today, and even best 
informed circles arc bewildered and uncertain as to outcome. However, it is 
abundantly clear that recent developments have seriously .split the Kuomintang. 
Rank and lllc of party and independents, including probably majority of civil 
servants and army officers, have come to believe Uiat country cun survive present 
crisis only through more liberal effective vigorous leadership than has been 
evident in past. This group hoped that such leadership might be fortlicomtng 
in on orderly manner through Implementation of the new constitution. Inter¬ 
ference of Generalissimo and party machine with elections to Assembly and the 
new Yuan, with deliberations of Assembly on constitutional amendment question 
and flagrant intervention In vice presidentlol election has thoroughly convinced 
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those desiring effective constitutional government that Generalissimo Intends to 
use new constitution ns velilcle for «-ontInuatlon of his personal rule in same 
close cooperiitlon with (.’C Clique dominated party machine and Whampoa clique 
dominated Hi;:h Military Comnmnd as has obtained in past. 

There seems little doubt but whut vast majority of politically articulate 
Chinese who are not intimately associated with KMT parly machine are aroused 
over present situation and place blame on Generalissimo. In early stages of 
vice presidential contest Generalissimo left Sun Fo campaign In hands of Chen 
Ll-fu but intervened personally to Influence outcome, despite his pledge of free 
election, when Sim’s defeat apiieared likely. The character of Generalissimo’s 
intervention has definitely outraged many of his supporters. Hitherto, respect 
for Generalissimo’s service to nation, tendency to regard liim as Indispensable 
man and fear of retaliation have combined to prevent non-Communlst elements In 
Nalionnilst China from acting or speaking covertly against him. However, action 
of Cheng and Li and statement of Pal on reasons for Li's withdrawal forces devel¬ 
opment of polillcnl aliimmoiits over issue of democratic constitutional govern¬ 
ment versus personal autocratic rule through entrenched reactionary cliques. 
Noiwiihstnnding native Chinese genius on techniques of political compromise, the 
fact that the present Issue is clear-cut and open and Involves popularly supported 
ciiallenge to vested authority by groups convinced that continuation of that 
autliorlty In i>ower must inevitably by reason of its autocratic character and long 
record of failure and incompetence, Involve country In ruin, mitigates strongly 
against lasting compromise. 

The assembly is now slated to reconvene the morning of the 27th with delegates 
voting on acceptance of the withdrawal of each candidate in turn. Li’s man¬ 
agers now claim 1800 votes. The bulk of the Kuomlntang Is now out of control by 
party lenders. The Youth party Is. Insisting on free elections and Carson Chang’s 
Democratic Socialists are cautious and Irresolute. In this situation it appeors 
entirely possible that democratic, constitutional and nntl-GenernUsslmo propensi¬ 
ties of the delegates may result in Li’s election. How the GeuernUsslmo would 
accommodate himself to such defeat involving rejection of bis leadership Is Im¬ 
possible to foretell. One of the many possibilities Is refusal to accept the presi¬ 
dency. Despite the many disturbing features In this situation, we ore enwurnged 
by the undeniable fact that democratic forces are now appearing and making 
themselves felt In prote.st against autocracy and reaction. 

Following the conference, all three contenders have Just announced their 
Intention to re-enter race. 

152 (j) 

The Amhaesador in China {Stuart) to Secretary Marshall 

803.00/4-2748 

Nanking, April S7, 1918 

ITie confusion which has characterized political maneuvering In the vice 
presidential race continued through most of yesterday, but some cloriflcatlOD 
is apparent this morning. On the morning of the 20th Hu Shih, speaking on be¬ 
half of the special committee appointed by the Centra) Bxocutlve Committee of 
the Kuomlntang to deal with Impasse in vice presidential elections, stated that 
all candidates had agreed to reenter race. Shortly thereafter Li’s followers began 
passing out word that Li would not run and was planning to return to Peiping. 
At this juncture the Generalissimo informed Hu Shih committee of his pleasure 
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at the (lecisioD of all the candidates to remain in the race, exhorted the party to 
act In accordance with his earlier expressed wishes that delegates have freedom 
of choice in voting, and stated that candidates should not spread slanderous 
rumors against one another. Adding to the confusion, Li himself then told cor¬ 
respondents of his intention to abandon the race and fly to Peiping today. This 
statement was immediately denied by Hu Shili. The GeneralLssitno summoned 
Li for conference lost night and after an hour’s discussion persuaded Li to reenter 
contest. The Assembly will meet tomorrow to proceed with elections. 

Li’s stand has strengthened his position and gained the sympathy of Uie dele¬ 
gates who continue to blame the Generalissimo and the party machine for the 
undemocratic interference In the election procedure. The Youth Party and Demo¬ 
cratic Socialists have issued statements calling on the Kuomintang to be “more 
democratic”. On the basis of present information it appears that liberal and in¬ 
dependent elements have successfully challenged control of the CC Clique domi¬ 
nated party machine and the election of Li seems likely. 

Stuart 


152 (k) 

Tke Consul Oenerdl at Shanghai [Cahot) to Secretary Marshall 

803.00/4-2748 

Shanghai, April 27, 19^8 

Reference statement in previous message to effect that, since the Communist 
supporters believe present regime conflriiicd and continued in power by recent 
American old, more violent anti-American propaganda campaign by the Com¬ 
munists can be anticipated. 

Of the politically alert population of nationalist China, there is a very large 
proportion which is fundamentally antl-Coromunlst and anti-revolutionary; 
which considers however that Nanking regime as presently constituted must 
Inevitably collapse through incompetence, corruption, and lack of popular sup¬ 
port against the Communists; which feels that drastic purge and reform of 
that regime offers only hope of salvation; and which views American aid prior 
to revitalization of government with open hostility or grave misgivings as merely 
serving to confirm rotten regime on its path to disaster. Hopes of these people, 
who include students. Intellectuals, buslncRsmen and many others, have to a 
slgniticant extent been pinned on National Assembly and espocIalUr’ on LI Tsung- 
Jen’s candidacy which, rightly or wrongly, many identify with reform and 
progress. 

If proceedings of National Assembly result in Li's election or other develop¬ 
ments Involving real change in complexion of government and Introduction of 
new vigorous elements which offer some promise of effecting drastic reform, 
there is good reason to hope that this important segment of articulate Chinese 
public will largely swing over to support of liberal forces In government and of 
American aid. 

If, on the contrary, results of the National Assembly are the rejection of U and 
other popularly regarded ‘‘liberal" forces and the conflrmatlon of stand put 
Kuomintang politicians in their domination of government and Influence over 
the Generalissimo, consequent wavo of disappointment and revulsion against 
government, whether or not productive of immediate violence, is bound to be 
serious. Many of those who have been wavering with respect to support of 
the government will turn toward Communists and revolution as only alternative. 

844638—49-67 



856 


U. S. RELATIONS WITH CHINA 


Their opposition to American aid would be revived and the coincidence of the 
aid’s timing with the National Assembly’s confirmation of rightist control of 
the government would invite a new wave of anti-American feeling. 

De.spite American aid. or really because of it, if it does in fact assist con¬ 
tinuance of CC conirol. large musses of people will follow exiled liberal leaders 
in supporting Communists Civil War or at best apathetically regarding Nanking 
efforts. Either will result in an Inevitable extension of Civil War with further 
destruction and chaos in larger and larger areas where Chinese Communism 
of a more and more JSoviet nature can take root and thrive. 

That Communists are preparing to exploit such contingencies would seem to 
be indicated by report that Chou En-lai is advocating more emphasis on wooing 
of liberals and by article by Communist ‘■the<jretician” Jen IM-sbih published in 
the April issue of llong King Communist publication MASSES. While we have 
not seen this article, we have learned from two good sources that it has caused 
excitement in local Intellectual and liberal circles; and that Its main thesis is 
an admission that Communists have been too severe toward landowners (small, 
middle and large). Industrialists and Intellectuals, and will have to treat them 
more considerately. With respect to intellectuals, the article is said to be aimed 
directly at those who have lost faith In the government but have hitherto feared 
persecution by the Communists and to play skillfully on theme of “futility of 
supporting rotten regime’’ when good existence umler C<mimunist8 is guaranteed. 

In summary, results of unclarilled United States aid to China program will 
be: (1) strengthening of far left groups; (2) Indefinite continuation and exten¬ 
sion of Civil War; and (3) fostering of nntl-Amerlcanism In liberal groups 
through latter’s claim of non-support and In reactionary groups by their claim 
of Inadequate support. 

It would seem to us that, while situation now evolving at Nanking thus holds 
serious potentialities from American standpoint, something can be done toward 
softening anti-American outburst which may eventuate. 

The question has l)ecn asked locally why a United States official statement 
to the press has not been made clarifying our position as one of giving aid to 
the Chinese people regardless of their government, provided the government 
is not Communist dominated, and that the United States Government Is there¬ 
fore completely disinterested in the outcome of Nanking political maneuvering. 
The oppt)rtunc time for such a statement would be on release of terms of letter 
of intent. If properly worded, such statement would seiwe to correct popular 
misunderstanding that American support of the Generalissimo means under¬ 
writing his reactionary coterie, to counteract much Chinese Communist prop¬ 
aganda, and to enhance or help salvage (depending on the National Assembly 
outcome) American prestige among Chinese liberals. 

Oabot 

152 (I) 

The Ambaaaador in China {Stuart) to Secretary Marshall 

803.00/4-2048 

Nanking, April 29,1948 

Following the agreement of the three leading contenders to withdraw their 
withdrawals from the vice presidential race, and vote of the Presidium of the 
National Assembly to continue with the election, a third ballot was held on 
April 28 and resulted In 1150 votes for Li Tsung-Jen; 1040 for Sun Fo; and 615 
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for Cheng Cluen. The decrease in Li Tsung-jon’s support and the general atti¬ 
tude and apathy apparent during the thinl ballot, Jed many observers to sur¬ 
mise that possibly sulhcient i)ressure and coercion bad been brought to bear 
to insure that on the fourth and Hnal vote Sun Fo would emerge victorious. 

Fourth ballot held on April 29 and resulted In 1*138 votes for Li Tsimg-Jen 
and 1293 for Sun Fo. The Presidium iiumediately thereupon proclaimed Li as 
Vice Presiilcnt. The voting was quiet and orderly until near the end of the 
counting when it became apparent that Li would win and his supporters became 
Increasingly noisy In expressing their approval of the vote and centered their 
demonstrations around Madame Li. who was present on the floor of the .Vasembly. 

Public interest In Nanking during fourth ballot was apparent. TJie pro¬ 
ceedings of the Assembly were broadcast and it sooined as though every radio 
in Nanking was tuned in on It with crowds of people gathered in streets wher¬ 
ever a radio could be hoard. 

The Embassy will subsequently elaborate its estimate of what this develop¬ 
ment means. The preliminary appraisal is that it represents a smashing defeat 
for the CC Clique, a serious setback for the Generalissimo whose determined 
support of Sun Fo was no secret, and n successful challenge by opposition ele¬ 
ments of the party to dictation by party machine centering around CC Clique and 
Whampoa clique. It remains to be seen how the Generalissimo will accommodate 
himself to those developments and whether opposition elements can organize 
effectively to implement a reform program wliicb Li professes. Ll appears to 
have been rallying point for all Ui&coutented ainl opposition elements in As¬ 
sembly. Question now is whether be can provide effective leadership which can 
and will coalesce this feeling Into un effective and progressive opposition. 

Stuabt 


152 (m) 

The Amiaesador in China {Stuart) to Secretary Marshall 

808.00/&-34S 

Nakkino, Mn\f 3. 

The National Assembly which was convoked solely to elect the president and 
vice president developed quickly into something far more basic. Success of 
the Generalissimo’s 1948 version of the retreat to Fenghua conSrnied him in 
power personally, but struggle over the vice presidency ended In rejection of his 
policies. Unquestionably the vice presidential race was the most slgniflcniit 
development In the Assembly. There can be no question but the balloting was 
above the slightest suspicion of fraud. Sun represented the dead reactionary 
aim of the party machine and his election would have meant the unchallenged 
continuation of the old political policies, preservation of vested Interests, and 
the elimination ot any prospect of that revitalization of the party and govern- 
nieot which was necessary to give*hope of ultimate success In the face of a 
dynamic Communist movenjcnt. Whatever he may turn out to be in practice, 
Li Tsung-Jen during the campaign became the symbol and the rallying point of 
discontented and progressive elements who bad lost faith in those controlling 
the government and who demanded new faces and new and more effective 
policies. Ll represented a demand for effective government In contrast to the 
lack of achievement of the dlscre<nted group In power. Locking eri>erieDce or 
organization, bis supporters challenged the party machine and won. It now re¬ 
mains to be seen whether Ll can provide that kind of dynamic leadership which 
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will coalesce these elements Into effective opposition and give substance to the 
program on which U based his candidacy. Li’s victory was a disastrous blow 
to the CC clique which not only failed to deliver in one of the mo.st Important 
jobs ever assigned to it but also seriously undermined the position of the 
Generallsftimo himself by nilsiiiforining him on what he could expect. Most of 
the o|)positlon criticism was directed at the iH^rson of the Oenerallssimo for 
attempting to nullify democratic procetlures. Much of the criticism directed at 
him should more i)roperly hove been turned on the CC clique but the adverse 
effect on his prestige exists nonetheles.s. The Generalissimo’s position is made 
doubly diJlicult by the fact that he oiHUily and bitterly oppose<l the man with 
whom he must now work. It remains to be seen how he will uccoinmodate him¬ 
self to this situation. In this sense he continues to be ns in the past the key 
man. If he attempts to oppose Li and to box him in. he will drive Li to increas¬ 
ingly desperate moves since Li gives all indications of intending to be active 
In the national life. The Generalissimo on the other hand is a practical man 
and a politician. If he concludes that LI represents tlie dominant force in 
natlonall-st China and decides that he cannot destroy him. he may well decide 
to join him. at the same time discarding his previous sources of power. He Is 
reported to have been exceedingly angry over the election of Li. He may Indeed 
now be too old and has be**n in undisputed power too long to adjust himself, or 
ho may again (lomonstrato that he is still the master politician in China. The 
decision Is his. 

The KuomIutnnK was originally a revolutionary party and the revolutionary 
tradllloH remains strong within it. The party is still committed to the activation 
of the principles of Sun Ynt-sen. Kuomintang dissident groups in Hong Kong 
and abroad have adopted reform slogans and policies, and in recent months even 
more conservative groups within the party have been talking in similar terms. 
The source of this Interest In change Is the pressure of the success of the 
Communist revolution. The action of the Assembly conflniied the Generalissimo 
in power but rejected his nntl-rcform policies. In his present constitution position 
ho can either accept and Implemeut, or deny the popular demand for change. 

However. Li's election also gave this demand a constitutional and legal stotus. 
and It may bo this circumstance which will constrain the Generalissimo to Include 
now talent in his goveroment and adopt the policies which will represent an 
attempt to combat revolution by social change. Further proof this is realized 
Is that the two principal defeated candidates, Sun and Cheng Chlen, have already 
started to organize what they call reform groups. 

There has yet been no reaction from the Communists. Unless, as Is rumored, 
they have substantial reason to believe that Li Is prepared to compromise with 
them and to take them into a coalition government more or less on their own 
terms, they must be disappointed, realizing that the election of Sun would have 
favored continuous growth of a situation calculated to foster Communist causes. 

The other group to be considered Is the Kuomintang Revolutionary Committee 
in Hong Kong. This committee claims to hove a definite time schedule now for 
the removal of the Oenerallssimo. It Is known that the committee and T. V. 
SooDg have been making the coyest kind of eyes at each other from afar, just 
In case such a misalliance might prove coovenleot. The committee claims that 
It has maintained closest contact with LI Tsung-Jen during recent months. If 
these allegations arc correct, then It may well be that the claimed time-table 
has foundation and that the struggle In the Assembly was but the first round In 
a life and death straggle between the Generalissimo, the CO clique and the 
Whampoa clique on the one hand, and LI and his aasoclatee on the other. 
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If the civil war and economic deterioration continue on tiieir pres<.‘nt di^istroiis 
course Li and his associates seem assured of eventual success, with increasing 
probabilities that Li from choice or necessity will be driven into an understanding 
with the Ck>mnninists. We shall have to watch developments with extreme care, 
yet our efforts should, we believe, be directed toward influencing the Generalissimo 
to accept the situation and support more liberal |K)licics. 

STUAttT 

152(n) 

Editorial from the New China Newa Agency Entitled: An Old China 

is Dying^ a New China is ^/archfng Ahead 


893.00/5-2748 

(Tabt U “ 

The final play which Chiang Kai*shck wanted to enact in bis 21 years' rule 
over China has been performed. From March 20tb to May 1st, he convened a 
gang of henchmen arid puppets in Nanking to inaugurate a so-cune<l '^National 
AssSembly’* which has ^'elected” him ‘•president**. But they have enacted this play 
80 malodorously that people do not know whether they are enacting a Jubilant 
event or a funeral. 

All Chinese and foreign papers. i>erlodlcals and news agencies in Chiang Kai- 
shek controlled ureas, including those of the various KMT cliques, without ex¬ 
ception dally publiclsefl and ridiculed unceasing^* all sorts of odious news about 
the "National Assembly". The "National Assembly" was HIUhI with rifts and 
divisions, with confusion and despair. Even Chiang Knnshek blamed his 
"National Assembly Delegates** as not fit to be "Constitutional Models** while 
"National Assembly Delegates" counter-blamed Chiang Kal-shok for conceal- 
log the real state of the war in his report. They cursed and beat each other, 
and at the same time opposed the people in concert and made this and that 
resolution against the people. But as a foreign correspondent puts it, the dele¬ 
gates spoke words of bravado like the frightened child who whistles as he passes 
a graveyard. 

In face of the people*8 democratic rcvolutlonory upsurge, It is in such panic 
and despair that they have Chiang Kai-shek moke up and appear on the stage. Is 
it not true that even his masters, the American imperialists, contemplate Chiang 
Knl-shek*s abdication to go abroad at a certain moment after his election as 
president? 

The people of the whole coontry do not pay the least attention to Chiang 
Kai-shek's calling of the so-called "National Assembly*' and becoming Uie so- 
called “president”. What the people poy attention to Is only how to strike down 
Chiang Kal-sbek swiftly* The people of liberated areas are actively unfolding 
a victorious people's liberation war. Within the period of the "National As¬ 
sembly” alone, more than 50 cities and towns including Ycnan, Loyang and 
Weibslen have been liberated. The people In Chiang Kal-ahok controlled areas 
are continuing their movemont against hunger and oppression. Since inaugura¬ 
tion of the "National Assembly" the student movement has, in particular, begun 

^ Broadcait by the North Shcaal lUdlo on May 24.1048, and transmitted by Ambassador 
Stuart from NanViog, May 27, 1048. with the following comment: ••This editorial presents 
a fascinating, if completely inaccurate, picture ot what took place at tbe National Assembly, 
together with a somewhat less fascinating but equally taacenrote picture of what would 
tako place if the Com mun lata were In power." 
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n new high with Peiping as a starting point, and on May 4tb. after Chlnng Kai- 
shek was "elected president”, students in Shanghai publicly burned effigies of 
American aggressors and the dictator of China in "celebration". It can be 
deniiitely said that tlie Chinese people will, in the not distant future, send this 
"government for implementing the constitution" and its makers into their self- 

dug graves. 

Why does Chiang Kai-shek meet with such a fate? This Is because he is the 
representative of the most corrupt and most reactionary feudal compradore bloc 
in China. This bloc resolutely carries out an anti-popular policy of national 
betrayal, civil war and dictatorship and a policy of opposing the vanguard of 
the people—the Communist Party. 

As far back ns three years ago. in April 1045. comrade Mno T7.e-tung in bis book 
"On Coalition Govoruineiif raise«l the warning: "any government that excludes 
the Communist Party outside its doors will not be able to achieve any worthy 
thing This is the basic characteristic of China In the historical stage of new 
democracy. In the past eight years of the anti-Japanese war. althoxigh the KMT 
Government has up till not openly declared general war against the Com¬ 
munist Party because there Is a Japanese Invader facing Uiem. but is em¬ 
ploying measures of localized war, suppression by the secret police, blockades, 
insults, preparation for civil war and opposition to the organization of a Coali¬ 
tion Government to exclude the Communist Party. It has created for itself such 
a situation that the more U excludes the Communist Party, the more down slope 
it goes. If in the future It continues to do this then It Is preparing lo go down- 
slope to the bottom”. 

In .Tanuary 1P40. because of the urging of the people and the Communist Party, 
the Chlnng Kai-shek block convened and participated In the Political Con¬ 
sultation Conference and expressed willingness to cooperate with the Communist 
Party and other democratic parties and groups. And because of this, they, in 
a certain sense and to a certain extent, evoked the hope of the Chinese people 
towards them for the last time. Put after facts, democracy was oniy a piece of 
deception. Treacherous Chiang Knl-shek tore up the Truce Agreement, and 
started on all out eWU war, tore up the PCC resolutions and convened the fake 
‘•National Assembly" of cleavage and dictatorship. Chiang Kai-shek and his 
backer. American imperialism, entertained the delusion that American aid 
would enable Chiang Kai-shek to do as he liked, but no quantity of American 
dollars, airplanes and guns could ultimately change comrade Mno Tze-tung’s 
scientific prediction—the more they exclude the Communist Party, the more 
downslope they go. 

When Chiang Kal-shok excluded the Communist Party In October 1940 and 
unllnternlly Issued the order to convene the “National Assembly" he had de¬ 
ceived the people and started on the downslope. But he was then enthralled by 
his momentary military progress; he still entertained Illusions about the rosy 
prospects before him. But only after a month when he was culling his so-called 
"Notional Assembly for framing the constitution", his good but short dream 
was completely shattered. Up to the present opening of the “National Assembly 
for implementing the constitution" when the so-called “president" proclaimed 
the China under his rule a “coDstltutlonnl", his rule la a symbol of all the con¬ 
fusion and despair of the present odious plan In Nanking, advontageons lor 
tlie reactionary ruling class. 

The new trick that the reactionary clique can now put out Is only to use the 
so-called “anti-Chang" LI Tsung-Jen as the “vice president". It Is said that 
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the Chinese and American reactionarj’ cliques are preparing to replace Cblang 
Kai-shek with Li Tsung-jen. Tlie record of his rule over the people and In the 
eyes of the people is that Li Tsung-jen is not only ns counter-revohjtionary as 
Chiang Kai-shek but a partisan in Cbiang Kai-sbek’s long term counter-revolu¬ 
tionary collaboration. LI Tsung-Jen’s so-called ‘•anti-Chiang" term bn.s nothing 
in common with the people's nnti-Cbinng. Tlie people entertain no Illusion 
whatsoever about him. Therefore, even if the Chinese and American reactionary 
cliques actually use LI Tsoiig-jen to replace Chiang Kai-shek, it will also be 
utterly impossible to because of the Chinese people. 

Of course, the plot of the Cblne.se and American reactionary cliques will not 
succeed at this. When LI Tsung-jen proves incapable of maintaining their 
support they will also pick out Hu Shih and other flgtires. Under such cir¬ 
cumstances, the sign ••liberalism" recently put up by the imlitlcal science clique 
paper "Ta Kung Pao". and the Social Economic Research Association organized 
under the slogan of the "Third Road" Ity T. V. Soong’s subordinates. Chlen 
Chang-chao and company, and other activities of the same kind will still parade 
about and mislead the ma.sses, adopting new poises to pre.servc the essence of the 
reactionary cliques’ rule. Especially when Chiang Kai-shek has collapsed and 
the main forces of bis army have exterminated or routed. The reactionary 
clique will further adopt a cerlnin policy of c<u)cealnient and will even find 
certain unsteady figures from among the present antl-Chlang peoples as their 
protective charm to conceal und rally their force for wlmt they regard as the 
proper opporttmity for the comeback of reactionary forces. Because at that 
time, Chiang Kai-shek, who Is bitterly hated by all, will have fallen from power 
while the reactionary clique will also adopt a policy of concealment, and it is 
possible that a part of the people will relay their vigilance. Therefore, today 
we should tell the people all this heforehand and ceaselessly expose the various 
plots of the reactionary clique so as to carry out Chinn’s new democratic 
revolution to the very end. 

The new democratic revolution is not only to overthrow thoroughly Chiang 
Kni-shek’s personal rule, but also the foundation of Chiang Knl-shek’s rule, 
that Is. thoroughly eliminate the imperialism and the system of Chinn’s feudall8m_ 
and bureaucratic cnpilallsm so that any rule of Chiang Kai-shek’s pattern will 
permanently not revive and not reincarnate. 

To point out the correct policy of struggle for people throughout the country, 
the Central Committee of the Chine.so Conimunl.st Party Issued slogans for the 
current situation on May 1st, the very day the bogus ‘‘National Assembly” 
came to a close. These slogans called for broadening of the united front against 
Imperialism, feudalism and bureaucratic capitalism; swift convening of a new 
political consultation conference by ail liberals, democrats and Independent 
j^oups and organizations and all social luminaries to discuss and approve the 
calling of a People's Congress to establish a Democratic Coalition Government. 
Timed with the advance of the people's war of liberation and the people's demo¬ 
cratic movement, these slogans very clearly map out the path for the Chinese 
people. Without doubt, the Chinese people roust resolutely carry the revolu¬ 
tionary war to the end, for the enemy who unleashed the war has not yet been 
disarmed. Without doubt, the Chinese people must thoroughly eliminate the 
rule of imperialism, feudalism and bureaucratic capitalism because this Is the 
prerequisite of an era of free<lom and peace for the people. Also without doubt, 
there can be no "third road" in the death struggle between the Chinese people 
and their enemy. The only path that exists before China today is to continue 
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to proserve the armed forces and prerogatives of the people’s enemy. This Is 
the line of semi-feudalism, and semi-colonialism, national betrayal, civil war 
and dictatorship led by the big landlord bourgeoise class- This is the people’s 
democratic lino of the workers, peasants. Independent labour, and no matter 
from what corner they come or what banner they fly. all movements, which in 
essence preserve the armed forces prerogatives of the people's enemy, show 
there is no ‘•third road”, but only another guise of the counter-revolution army 
line. This is the path of new democracy; this is the path of the united struggle 
against Imperialism, feudalism, and bureaucratic capitalism; this is the path 
of the political consultation conference which the present stage of Chinese history 
determines that Chinn’s big landlord, big bourgeoise class cannot Join Chinn’s 
(leniocrailc ranks and that these ranks can only be led by the working class 
jHul Its political representative, the Chinese Communist Party. The two years 
<ff history since the failure of the political Consultation Conference in 1940, 
though only a history of two short years, have demonstrated this truth so 
vividly and fully! Today the people of Chinn, have, through suffering, uni¬ 
versally come to know this truth. This insures that the old China of the reac¬ 
tionary clique cannot but wait its doom and the new China of the people cannot 
but win out. 

[Pakt 2) “ 

When their rule meets with the opposition of the people and there Is a crisis, 
the reactionary ruling class frequently recall and change their representative 
political figures who have lost prestige and replace them with reprosentntivo 
figures whose reaclUuiary face has not yet been completely expostnl or with 
regard to whom the people still entertain Illusions, In order to . . . peo- 
lile’s opposition, dull the people’s vigilance and continue to maintain their 
rule. The ruling class represented by Chlaug Knl-sbek today see their rule 
heading towards doom. They also badly want to do tbe following: attempt 
to find a "suitable” figure to replace Chlnng Knl-shok who Is bitterly hated by 
all, to carry on their rule. This Is why Hu Shlh was suggested ns a possible 
“presidential” candidate and LI Tsung-Jen has been elected "vice president”. 
This Is also why American Imperialism and certain reactionary newspapers In 
the country do their utmost to boost Hu Shlh and LI Tsung-jen. It would 
actually have been a craftier and more advantageous . . . for the reac¬ 
tionary rtiling class If they could toiloy find n figure whose reactionary face 
has not yet been completely unveiled or about whom the people still entertain 
certain Illusions, nnd who could take the place of Clilang Kai-shek In carrying 
on their rule. But the Chinese reactionary ruling class Is so corrupt nnd des¬ 
perate that It Is absolutely Impossible for them to find out a comparatively 
"suitable” figure to replace Chlnng Kal-shek, and consequently they cannot hut 
put up this Chiang Kal-shck hated by all, to be the “president" and rely on him 
to maintain their tottering rule. 

The new trick that the reactionary clique can now put out Is only to use the 
so-called "nntl-Chlang” LI Tsung-jen as the "vice-president". It is said that 
the Chinese nnd American reactionary cliques arc preparing to replace Chiang 
Kal-shck with Li Tsung-jen nt the proper moment. But of what use Is this? 
In the record of Ills rule over the people and In the eyes of the people, LI Tsung- 
jen Is not only ns counter-revolutionary ns Chiang Kal-shek but is also Chiang 
Kai-shek’s long-term counter-revolutionary collaborator. The people entertain 

>*BroadcAet by the North Shcnal Radio on Mny 80, 1048, and tranaoiltted by tbe Ambas- 
Bftdor from Nanking, Jnno 7, 1048. 
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no illusion whatsoever about him, Tliervforc, even if the Chinese aii<l American 
reactionary cliques actually use Li Tsung-jen to replace Chlang Kai-shek, It 
will also be utterly impossible to deceive the Chinese people. 

Of course, the plot of the Chinese ami American reactionary cliques will not 
stop at this. When Li Is also incapable of maintaining tlieir rule, they will alst) 
feel out Hu Shih or other figures. Under such circumstances, the signboard of 
“liberalism” recently put up by the Political Science clique’s paper "Ta Kung 
Pao”, and the Social Economic Research Association organized under the slogan 
of the “third road’’ by T. V. Soong, Chien Chang-chao and Company, and other 
activities of the same kind, will still parade about and mislead the masses, 
adopting new poises to presetwe the essence of the reactionary cli«iues rule. 
Especially when Chiung Knl-sbek has collapsed and the main forces of his 
army have been exterminated or routed, the reactionary clique will further 
adopt a certain policy of concealment and will even find certain unsteady figures 
from among the present Antl-Chiang ... as their protective charm to 
conceal and rally their force.s to wait for what they regard as the proper 
opportunity for the comeback of reactionary forces. At that time, Cbiang Kai- 
shek, bitterly hated by all, will have fallen from power and the reactionary 
clique will also adopt a policy of concealment, and it is possible that a part of 
the people will relax their vigilance. Therefore, today we should tell the i)Oople 
all this beforehand and ceaselessly expose the variou-s plots of the reactionary 
cliques so as to carry out Chiim’s new democratic revolution to the very end. 

The new democratic revolution Is not only to overthrow thoroughly Cbiang 
Kai-shek's personal rule, but also to overthrow tlioroughly the foundation of 
Chiang Kai-shek's rule, that is: thoroughly eliminate the prerogatives of Imperial¬ 
ism in China and the system of China's feudalism and bureaucratic capitalism 
so that any rule of Chiung Kai-shek's psittern will not permanently revive nor 
reincarnate. 

To point out the correct policy of struggle for the people throughout the coun¬ 
try. the Central Committee of the Chinese Communist Party Issued slogans for 
the’ current situation on May Ist, the very day the bogus “National Assembly” 
came to a close. These slogans called for a march on Nanking to take olive the 
bogus president Cbiang Kai-shek; consolidation and broadening of the united 
front against Iroperlalisni, feudalism, and bureaucratic capitalism; swift con¬ 
vening of a New Political Consultation Conference by all democratic parties and 
groups of all people’s organizations and all social luminaries to discuss and realize 
the calling of a People's Congress to establish a Democratic Coalition Govern¬ 
ment Timed with the advance of the people’s war of liberation and the people’s 
democratic movement, these slogans very clearly map out the path for the Chinese 
people. Without doubt, the Chinese people must resolutely carry the revolu¬ 
tionary war to the end, for the enemy who unleashed the war has not yet been 
disarmed. Without doubt, the Chinese people must thoroughly eliminate the 
rule of Imperialism, feudalism, and bureaucratic cupUaUsm because this is the 
prerequisite of a life of freedom and peace for the people. Also without doubt 
there can be no “third road” In the life and death struggle between the Chinese 
people and their enemy. Only two paths exlst before China today: either con¬ 
tinue to reserve the armed forces and the prerogaUves of the people's enemy— 
this is the line of semi-feudalism, national betrayal, clvl war and dictatorship 
led by the big landlord, big bourgeolse class—or liquidate the armed forces and 
prerogatives of the people’s enemy—this is the people’s democratic line of the 
workers, peasanU. Independent labourers, Intelligentsia, liberal bourgeolse and 
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other patriots agaiust imperialism, feudalism, and bureaucratic capitalism. No 
matter from what corner they come or what banner they fly, all movements, 
which in essence pre.serve the armed forces and prerogatives of the people's 
enemy, constitute no “third road” but Is only another guise of the counter-revolu¬ 
tionary line at the end of its. ... All persons advocating the liquidation of the 
armed forces and prerogatives of the people’s enemy have only one . . . differ¬ 
ing from Ute counter-revolutionary one. This is the path of new democracy: 
this is the patii of the united front against imperialism, feudalism, and bureau¬ 
cratic capitali.sm; this is the path of the new political consultation conference. 

The basic characteristics of the present stage of Chinese history determine 
that China's big landlord, big bourgeolse class, cannot join China's democratic 
ranks, and that these ranks can only be led by the working class and its political 
representative, the Cliinese Communist Party. The two years of history since 
the failure of the Political Consultation Conference in IIHC. though only a history 
of two short years, have demonstrated this truth so vividly and fully! Today 
the Chinese people have, through their own experience, universally come to know 
this truth. Tiiis insures that the old Chinn of the reactionary clique cannot but 
meet Its doom, and the new China of the people cannot but be victorious. 


153 (a) 

The Atnbassador in China {Stuart) to Secretary Marshall 

iUav fj J9-J8 

Our best liifonuatlon at the moment Is that the Generalissimo has refused 
to agree to reforms demanded by Ho Ying-chln and has commanded Chang Chun 
to reinnin ns Premier and form a new Cabinet. 

Nevcrtlieless, when I called on the Qonerallsslmo on May 0 he indicated agree¬ 
ment with various points 1 fell It desirable to raise with him. In the llrst place, 
he promised supimrt for Jimmy Yen’s reeonstructlou plan and agreed with 
me when I enlarged upon the fact that the Communist Issue could not be settled 
merely by military menus; that unless there wore drastic reforms In government 
policy convincing tlie people that their lot was better than it would he under 
Communist control, no amount of military effort or American aid could be success¬ 
ful. He continued to agree when I expressed my belief In the extreme gravity of 
the outlook in the military, financial and economic fields, and particularly In re¬ 
spect of morale nraong the people as well as with the government. The only hope, 
It seemed to me, lay in radical reform that would convince the people that the 
government had stopped merely speaking and intended to act. Now that be had 
been elected President, I said, the constitution was coming Into effect, iVmerlcan 
aid was beginning to arrive, and he had a superlative opportunity to take the 
requisite leadership and tliot If he didn’t do so now. It might soon be loo late for 
him to play any part in the steps which must Inevitably tqke place. Hla expres¬ 
sion indicated tliat be understood I had the revolt surrounding Li Tsung-Jen In 
mind. I went on, with the GcnerallssliAo agreeing, that In my opinion the great 
majority of Chinese, even the more radical student element, did not want China 
to be cotnmunlzed, but that they were dissatisfied with the present government. 
It became, therefore, a question of winning this large majority by demonstrating 
that the government was more modern, up to date, democratic and liberal than 
the Communists who, I stressed, represented the lost vestige of out-moded, totnll- 
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larlnn and dictatorial political organization. As I saw it, and he seemed to agree, 
the problem was primarily spiritual rather than military or material and that 
somehow the spirit of the populace and of tlie troops would have to be aroused 
or all his plans and all the American assistance would be useless. Mine. Chlanp, 
who was present, agreed most emphatically with this and I believe will o.vert her 
influence toward Improving the situation. 

In response to his request for specllic suggestions. I remarke<l that the Pre¬ 
mier's ten-point program seemed to offer a framework for action and that now 
was the time to give proof that these points were not just a literary essay, but 
represented an intention of the government which would be implemented without 
further delay. 

The above doesn't sound too hopeful, yet we are afraid it represents the 
present attitude of the Generalissimo. He will assent, as he did, but we And It 
(lifflcult to believe that ho is any longer capable of the leadership necessary to 
instill new spirit into the people or that he has any intention of really Instituting 
necessary reforms. 


153 (b) 

The Amha^isador in China (Stvart) to Secretary Marshall 


603.00/C-1948 


Nanking, May 19 , 


The Generalissimo is meeting this afternoon with his top advisers in an 
attempt to find a workable solution to the present Execnitlve Yunn imimssc. 
Among bis most active advisors is Chen Li-fu who, since bis election as Vice 
President of the Executive Yunn. has been extremely vocal in expressing bis 
conviction that the primary need is party unity and that thereafter the govern* 
meat can proceed on questions of reform. Chen’s views seem to reinforce the 
growing conviction of the Generalissimo that Chang Chun Is not the man to 
head the new Cabinet because of bis inability to provide forceful leadership. 
The CC-CUque Is urging the Generalissimo to name T. V. Soong as president 
of the BxcH^utlve Yuan and the Generalissimo appears inclined to go along 
with this suggestion. Soong has arrived in Nanking for consultations on this 
question and will probably accept it if the offer is definitely made- Cben is 
further urging that Ho Ylng-chin be made Vice-Premier and that Pai Cbung- 
bsi be retained as Minister of National Defense in order to heal the rift be¬ 
tween tbe Qenerallssinio and LI, and to draw Uic latter Into active partnership 
with government. It Is Impossible to forecast how this manipulation will turn 
out. Given past performance, the possibility must not be overlooked that this Is 
another skillful manipulation on the part of the CC-CUque to regain its waning 
hold on government. On the other band, tbe possibility must also be kept In 
mind that Soong, who has been flirting with the CC-CUque ever since his re¬ 
tirement from the premiership, might be able to provide sufficiently strong 
leadership to keep CC-CUque activities within bounds. The CC-Cllque for some 
months has been attempting vocally to assiune leadership of the reform move¬ 
ment Only a practical test could determine whether this Is merely Up service 
01 honest conviction. Furthermore, there is no indication as to whether Li 
Tsung'Jen would accept the line offered him or w'ould remain wary. 

In general the situation remains fluid. 


Stuart 
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153 (c) 

The Ambassador in China {Stuart) to Secretary Marshall 

S 03 . 00 / 5 - 224 S 

Nanking, May 22, 1948. 

The inauguration of the new President was held on the morning of May 20 
at u simple hut impressive ceremony. The Generalissimo delivered a brief 
inaugural address in which he said nothing to which anyone could take ex¬ 
ception and whose content, if cnrrle<l out, would go a long way toward solving 
the internal problems of China. The only flaw in the ceremony was that Ll 
Tsung-jen wa.s largely ignored and was kept in the background at the presenta* 
tlon of the Diplomatic Corps. 

Meanwhile, the iinpa.sse over the Legislative Yuan is entering a new and 
more serious plia.se. Chang Chun abandoned all pretense to the office by de¬ 
parting for Chungking May 21. Chen Ll-fu had previously Informed the Geu- 
orallsslino that Chang Chun could have no expectation of securing a vote of 
confidence In the I^egi.slatlve Yuan. Two leading contenders now are T. V. 
Soong and Co Ying-chin, both of whom are uncertain they can command suffi¬ 
cient majority in the Legislative Yuan to persuade them yet to accept office 
even though Soong is the CC-CUque candidate. 

The struggle now seems to have passed beyond the stage of personalities and 
into the realm of a major rebellion within interior party circles to the leadership 
of the Generalissimo. The failure of Soong as the CC-Cllque candidate to obtain 
assurances of a large majority is one indication thereof. Another indication is 
that on May 20, the Generalissimo ordered a certain motion passed by the Central 
Executive Committee and lost it. He blames Chen Li-fu for this failure and has 
ordered him to resign from the Central Executive Committee. The Embassy 
will attempt to ascertain the nature of the motion. The evening of May 20 the 
Generalissimo entertained the Central Executive Committee at a tea party. I^ss 
than two-thirds of the members showetl up. Disobedience of such a request, 
which normally would have been considered as a royal command, combined with 
the Inability to form a Cabinet. Is reported to have the Generalissimo In a highly 
nervous and Irresolute state of mind. 

The present course of action devised by the CC-ClIque has the Generalissimo’s 
approval: 

(1) Ho Ying-chin is to be given n final offer of the Premiership and made to 
make his position very clear. The greatest possible pressure will be used on Ho. 

(2) If Ho refuses it will be offered to Soong. He will accept If he feels he can 
command sufficient majority of the Legislative Yuan. 

(3) If Soong refuses, Ho will be ordered to assume It and take his chances 
with the legislature, thus attempting to force Central Executive Committee oppo¬ 
sition to the Generalissimo into the open. Soong might well then be put in charge 
of administering the American aid program. In the light of developments during 
the past week, prognostication of future developments is. of course, open to 
revision without notice. 

This intra-party rebellion Is doubtless more serious than that which the Gen¬ 
eralissimo faced in the election of LI Tsung-jen because it la a rebellion In the 
Inner circle on which the Generalissimo has for years based bis strength. If he 
fulls at this Juncture It will be difficult for him to re-establish his control. It most 
also be admitted that Chen Ll-fu has given a good account of himself In the face 
pf enormous odds. Confronted with a major revolt throughout the entire length 
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and breath of the party he still bolds a major hand and be plays it well. Unlike 
many other party leaders be is demonstrating ability to play politics in the o|>en 
as well as behind the scenes* 

The activities of Li Tsung-jen during this period are still obscure. As far as 
can be ascertained at the moment^ be seems to be largely passive. This may 
be partially due to a nervous letnlown after a strenuous campaign. It may bo 
also partially due to a weakness of leadership. He has stated privately that 
be does not know what to do now because the Gonerulissimo controls the Army, 
the government finances and the party machine. For a brief period be even 
appeared to have given some consideration to going to tbc United States on the 
grounds that he could accomplish more there than here. 

Another development of some importance is the report, apparently true, that 
GcDoral Wang Yao-\vu is being relieved of his military command and his gover¬ 
norship of Shantung. He would be a serious loss to the National Gtwornment 
because he is one of the ablest military comiimrulers in China and has had a 
highly successful and distinguished record ns G<ivernor of Shantung, which is bis 
native province. There is one factor agalmst him. It must be known by the 
Central Government by this time that Wang, for almost a year now. cither di* 
reetly or through trusted lieutenants, has been considering the establishment of 
an autonomous regime in Shantung under his own leadership; that he has dis¬ 
cussed this question with var]o\is Americans, and that in recent months he has 
approached American oflicials on the possibility of obtaining American financial 
and military support for his regime should he feel developments In Nanking 
warrant such action on his part The situation in Shantung is hardly improved 
by the possibility that Wang would be succeeded by General Teng Wen-yi who 
has never commanded troops and has been a conspicuous failure as military 
spokesman in Nanking, but Is a Whampoa man and completely loyal personally to 
the Generalissimo. Telegram lias just been received from the Shantung Fro* 
vinclal Assembly requesting financial and military aid for Shantung apart from 
that for the National Government. 

Stuabt 


153(d) 

The Ambassador in China {^Stuart) to Secretary Marshall 


803.00/5-2448 


Nanking. May 2i , 19 ^ 8 . 


Prior to my departure for a brief visit to Taiwan, the Generalissimo asked 
me to call on him. 1 found him In a calmer frame of mind than he had been re¬ 
ported to bo on previous days. Madam Chlang was not present, possibly because 
of the delicacy of her position in view of the possibility that her brother might 
be named Premier. 

I took advantage of the occasion to express a few of uiy opinions on the current 
situation in China and what I believed the general course of action should be. 
I told the Generalissimo that the American people were gravely disturbed over 
the friction which bad arisen in the Nationalist Assembly and which was now 
Ijecoming increasingly apparent In the Legislative Yuan. I said that now is the 
time for strong and decisive action and that someone should be appointed as 
Premier who could undertake such action. The Generalissimo interposed at this 
moment that he agreed completely and that be bad honestly hoped himself to as- 
sume the position of Premier and deeply regretted his plans had gone astray. 
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I tlien went on to point out that the reform movement which Li Tsung-jen 
symbolizes represents a new force in China which cannot be quenched; that now 
is the time for reforms; and that unless the Generalissimo gives it, some one 
else will. I suggested that the first step should be the dissolution of the CC- 
Clique. The Generalissimo expressed his general agreement and said he hoped 
I would feel free at any time to express to him anything I might have on my mind. 
He said ho realized the criticalness of the present position and tliat much of the 
future will diq>end on what happens now. He then went on to say that Chang 
Chun Is out of the question ns Premier because he lacks forcefulness. In answer 
to my query, he ruled out T. V. Soong on grounds he could not receive a majority 
in the Legislative Yuan and is so dosiwrately neeiled in Kwangtung. The Gen¬ 
eralissimo said he had every expectation that LIo Ying-cbln would accept the 
position. 

I asked the Generalissimo If he had any objections to my trip to Taiwan. He 
replied at once that ho did not; if he needed me, he would ask me to return. 

Suhseqtieiit to this interview. Philip Fugh called on Ho YIng-chin who expressed 
great surprise at the Generalissimo’s confidence that be would accept the post as 
Premier. Ho said that whereas he was still considering the matter, the question 
de|)etided in large measure on who would be Minister of Finance. He did not 
imllcjite whom he would like to see ns Finance Minister though 1 do know be would 
not accept Chang Kla-ngau who at present appears to be a strong possibility since 
he has rcslgnetl a.s Governor of the Central Bank and has been replaced hy O. 
K. Yul. 

With the elimination of Chang Chun and T. V. Soong, both of whom have 
already left Nanking; and In the event that Ho finally refuses, I would venture 
to sttggcst the possibility that the position might be offered to Wang Shih-Chieh 
who commands general resi>ect for his Intelligence, Integrity and honesty but 
who would hardly provide strong leadership and has do substantial following 
in the party, 

Stuabt 


153 (c) 

The Arabaesador in China {Stuart) to Secretary Marshall 

603.00/0-2348 

Nanking, June 2S, J948 

The Initial reception of Prime Minister Wong Wen-hao and his Cabinet by the 
Legislative Yuan and the press Is highly critical. Wong's ndmlulslrntlve report 
to tbe Legislative Yuan on June 12 was vague and full of generalities, as were 
reports of hts Ministerial colleagues. No new policies nor specific panaceas for 
improvcinent were offered. Comments of legislators on the Yuan floor were 
vlolontiy critical and caustic. Though the ministers were not personally attacked 
and though the legislators put forward no specific program of their own, their 
lack of confidence In tbe Cabinet was apparent. The vernacular press controlled 
by tbe CC-CIlque olso was consorious, and almost no papers offer the Cabinet any 
support. This position is a faithful reficction of the general public sentiment 
of disgnst with a government which does not govern. 

Tbe Premier and the Cabinet are generally regarded as personal retainers of 
the Generalissimo and attacks on them arc viewed as attacks on the President 
himself. Up to the present the Generalissimo has failed to defend the Cohinet 
and apparently is willing to let tliem receive the blame for the continuing deterl- 
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oration of tlie government position. The government’s inability to control food 
prices, which has led to rice riots in Chungking, Nlngi)o and the Yangtze delta 
to\^^lS, is greatly liicreusing popular diijcoiitent ami providc?s critics with acldl* 
tionnl ninmunttioD which they use unsparingly. 

The present Cabinet was a deliberate creation of the Generalissimo who wante<l 
a compliant group through which he could continue to exercise his personal 
authority over all aspects of government. Under these conditions we do not 
expect the Cabinet to come forth with any concrete and specifle program of its 
own, nor do we exjject the Premier to provide any dynamic or constnictive leader¬ 
ship. 

Since the Generalissimo refuses to delegate authority, since he still fails to 
exercise in any positive or constructive wnj* the authority he has concerntrated 
Id his own bands and since the Cabinet is so completely subservient to him, wo see 
few, if any, reasons to believe that more efficient and effective government can 
be anticipated in the near future. And since the Cabinet is so generally regarded 
as tlio Generalissimo’s personal machine, criticism of Its inevitable shortcomings 
will be visited equally on the Generalissimo, to the further detriment of his 
Iverson a l prestige. 

Sttart 


154 

The Amhassador in China (Stuart) to Secretary Marshall ® 


S03.00/0-548 


Nanking, June 5, J948. 


It Is with real regret that I find myself compelled to take cognizance publicly 
of o growlngly dangerous situation which affects not only the Interests of the 
United States, but, I am firmly ct)Dvinccd the vital interests of China as well. 
I am, of course, referring to the campaign against American policy In Japan. 
I know you will understand that my sorrow at having to do this is all the greater 
because most of my life has been spent in Chinese ncadeiiilc circles and because 
the primary object of my life work has been to assist them in some small measure 
in increasing the wedfaro and the mature responsibility of Chinese students to 
tlicinselvea and their country. 

It Is therefore difficult for me to have to admit that the core of anti-American 
agitation on the question of Japan is coming from the Cblnose student groups. 
I do not pretend to know who inUiated this agitation or for what purpose. I have 
received varying reports as to its origin and intent. Perhaps all reports arc 
partially valid. UTint I do know Is that it is seriously damaging the traditionol 
cordiality between the United Slates and China and that if It continues It con 
have most unfortunate results. It Is all the more regrettable that this movement 
should start at a time when the United States Is embarking upon a large-scale 
and serious program to assist China in Its present tragic plight. At a time 
when the American people are being called upon to assist In the rehabilitation 
of war-torn areas throughout the world and, I should add, are only too glad 
to do so, they may well wonder when thc.se efforts are greeted by unreasonable 

and irresponsible attacks on American policy. 

I vrould be most reluctant to believe that university circles which Initiate or 
follow the anti-American agitation really believe the arguments which Uiey use 

** Transmitting the Ambasoador's statement of Jono 4, 1048, concerning anti-American 
studonc ogitatloQ. 
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against my country. Wc are cliarged with fostering the restoration of Japanese 
military and economic imperialism. Tliese charges are demonstrably false. 
Immediately after the victorious conclusion of our war against Japan, the United 
States on behalf of the Allied Powers who destroyed Japanese power, proceeded 
to disband the Japanese Army, Navy, Air Force and General Staff. 1 defy 
anyone to produce a single shred of evidence that any part of Japanese military 
power Is being restored or lliat there is any intention on the part of the United 
States otlicr than to assure that it will never rise again. The basis of Japanese 
aggression was its overseas empire. It has now lost that empire and cannot 
regain it without military power. You may rest assured the American people 
and governmoiit will make sure it does not do so. 

As for Japanese economic and industrial power, the United States again on 
behalf of the Allied Powers, procee<led to destroy or dismantle all Japanese war 
ludtistries. We are now faced with a situation where we must restore enough 
of Japanese economic life to enable the Japanese people to become self-support¬ 
ing. No one can exiioct the American taxpayer to continue Indefinitely paying 
the Japanese bills. Japan must be allowed a chance for self-support or It will 
ho a continuing liability not only to the United States but also to Chinn. An 
indigent country can never become a peace-loving and democratically-minded 
people. If It be argued that industry can be converted to war-time purposes, I 
admit the truth of the nllegntlon. In modern warfare, any production Is suscep¬ 
tible of war uses. Food Is a war product. Textiles are a war product. Any of 
tlie articles of consumption are necessary in modern warfare. It will be our 
rosponslhllity to insure that these products are used for peaceful purposes. This 
task will be made iniineasurably easier if we cooperate thereon. It will be 
Immeasurably more difficult If we squabble among ourselves. 

If It bo charged that the revival of Japanese economy will be a threat to 
Chinese economy, then I deny It. Certainly the demands of the peoples of the 
world for goods and services ore far greater than anything all the countries in 
the world in the predictable future can hope to satisfy. On the contrary, the 
Indefinite continuation of an indigent Japan will continue to lower the standards 
of living of the world. The world will be deprived of what Japan can produce. 
It will continue to be a drain on our already depleted resources. As a hungry 
and restless people, it will continue to be a threat to peace. Such a situation Is 
made to order for Communism. If we are sincere In our profession, that Com* 
munlsin, in the general interest, must be stopped, then we must remove the causes 
which encourage Communism. 

If those of you who agitate or who participate In the agitation against the 
United States on the question of Japan disagree with what I have said, then 
you must be prepared to face the consequences of your actions. If In your hearts 
you know that 1 am right, and still continue your agltotlon for other and secret 
purposes, then I say to you that It Is time you examined your consciences. If 
by dishonest means you are attempting to accomplish some clandestine purpose, 
you are not only damaging the United States, you are olso damaging your own 
country. You arc also damaging your own standing and reputation as students 
and intellectuals of China whose best and most honest efforts are so desperately 
needed today by your country. You are the ones who are in the best position In 
China to know the truth. If you betray It you also betray yourselves. If you are 
not true to yourselves then most assuredly you cannot be true to any one or any 
thing else. 

I hardl.v need protest my affection for Chinese student groups. If my life has 
not proven that, then it has been a total failure. I trust then that yon will take 
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tlie harsh words I have felt eoiupelled to speak in the spirit in which they are 
intended. My greatest wish is the peace and welfare of all peoples of the world. 
Unless China and the United States can approach each other with mutual trust 
and confidence, that peace and welfare are endangered. I have confidence that 
the students of China will not bnosviugly lend themselves to evil purposes or 
betray the trust which has been placed in them by their country. 

At the same time I want to assure you that I am fully aware of how much the 
Cliine.se people suffered at the bands of the Japanese and how heroically China 
resisted aggression. 1 was a pri.soner of the Japanese myself and I know what 
it meant. I also know that the American people are aware of the tremendous 
Chinese sacrifices and are deeply grateful for that selfless contribution to the 
defeat of our common enemy. Dut I would also sJiy that despite the under¬ 
standable bitterness of China toward Japan, the best guarantee against a recur¬ 
rence of the tragedy Is wisdom, calmness and unity of puri>ose. In the present 
distraught situation of the world, misunderstanding among ourselves is the lux¬ 
ury we can least afford. 

Your interests in Japan and those of my country are Identical. We do not 
want a Communist Japan, and our surest method of preventing such a calamity 
Is to enable the Japanese iieople to earn their own living. 


155 

The Ambassador in China {Stuart) to Secretary Marshall 

803.00/&-2048 

Nanking, Auguat 20, 19.S8 

Local vernacular press carries following text of order issued August 17 by 
Executive Yuan: 

In rebelling against the nation, the Communist bandits are nut only engaged 
in manslaughter, arson, and pillage by force of arms, but also have set spies, 
circulated rumors and Instigated workers’ and students’ strikes in the rear. 
The responsible authorities may not have taken strict precautions or handled 
the situation in earnest During the bandit suppression period, preservation of 
social order and elimination of bandit spies are essential to ensuring the safety 
of the people and guarding the foundation of the state. Attention is hereby 
called to the following four points: 

(1) In accordance with Article 3 of the Prosecution Law of the Criminal 
Code. In making arrests according to law judicial ond police agencies may search 
residences and other places without a warrant if there is sufilcient evidence 
for establishing the crime of the accused and if the situation is urgent. But 
places of military secrecy may not he searched without the permlslson of the 
offlcer-ln*charge. 

(2) Liaison will be established with responsible administrative agencies In 
banning bandit-inspired strikes or other activities Interfering with production. 
Those who disobey the ban will be turned over to the special criminal court for 
punishment according to law. 

(8) Student bodies which interfere with the bandit suiipression campaign by 
calling strikes, staging demonstrations, presenting petitions, ond making oral 
or written propaganda on behalf of the bandits are to be dissolved or prohibited 
from doing so. Chief offenders will be turned over to the special criminal court 
for treatment according to law. 

844B88—49-B8 
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(4) Tho 5 ?e [n chiirpo of government agencies, civic bodies, and schools are 
responsible for ensuring order within their organizations. When they find their 
fellow members instigating the activities set forth In (2) and (3), they are to 
report to the local peace preservation agencies and, insofar as possible, help 
collect evidence. Those who fall to do so will be punished. 

Stuabt 


156 (a) 

The Consul at Shanghai {Pilcher) to Secretary Marshall 


803.00/6-2448 


Shanohat, June 2.J, /9.i8 


According to the press, the City Councilor’s meeting for the Sixth Plenary 
Session was explosively attacking the Central Government, particularly Its eco¬ 
nomic policies. The tone of the llrst three meetings of the Session was unprece¬ 
dentedly critical of both the Central and local government. Chairman Pan 
Kung-chan, at the opening meeting on the 21st. is reported to have severely 
criticized Nanking officials for "blunders, incompctency and apathy" and said 
they should be held responsible for the economic crises. He is said to have 
suggested that the Central Government officials refrain from talking before 
finishing their plans, as senseless talk was causing the recent price upheaval. 
Pan is also reported to have compared conditions in Shanghai settlement days 
when residents had more legal protection and self-governing power. Mayor Wu 
following Pan said he "agreed in principle" with Pan and "agreed 100 percent" 
with his remarks on economic conditions. 

The third day of the meeting of the Council was highlighted with a proposal 
made by two councillors and supporte<l by one hundred otliers that application 
to the Central Government be made to dismiss Finance Minister Wang Yun-w« 
on the ground of incompetence, ns he had made no move to chock the steadily 
deteriorating economic situation. The City police was also under attack for 
incompetence and corruption. One proposal ask(>d for disbanding of tlie economic 
I>ollce because it had accomplished nothing towards stabilization of commodity 
prices and bud unjustly harassed the people. 


156 (b) 

The Ambassador in China {Stuart) to Secretary Marshall 

8DS.00/7-648 

Nanking, JuJy 6, I94S. 

Within the past month the prestige and authority of the Central Government 
has sunk to an all time low, emphasized by a military debacle on the Kalfeng 
front and the collapse of the Chinese dollar on the commodity and foreign ex¬ 
change markets. From Information available to us. It appears that, with the 
exception of Fu Tso-Yl, Nationalist commanders are avoiding combat and are 
abandoning their positions when combat threatens. The Chinese Supreme Head¬ 
quarters in Nanking admits that Kalfeng was taken by Communists without 
resistance from the defending garrison and that the attacking force was even 
Joined by certain Nationalist units. Similar conditions appear to characterize 
recent military activities in southern Shantung and we are forced to the conclu- 
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Sion that, except iu isolated instances. Government armies can no longer be 
counted on to tight. 

Detcriuraliun iu the economic sphere is also noteworthy. The new cost of 
living index, issue<I just after deprcKJiation in the value of the dollar, is arouslfjg 
I)rotests of wage earners and salaried groups who argue correctly that their 
incomes, as based on this index, will be insufficient to permit them to purchase the 
necessities of life. While their argument is valid, an increase iu the index to a 
point where their basic needs would be satisfied w<aiJ<l bankrupt both Government 
and private enterprise. Commodity prices are stable at the moment but tliore 
Is little or nothing to prevent other spectacular Jumps, with the consequent 
increase In discontentment and civil unrest. 

In this situation, and as has been the case previously, the Government appt>ars 
to have no remedies. The .Military appears unable to stabilize any of the 
fighting fronts or restore the situation there to the Government s advantage. 
Civil officials admit frankly that they do not know what to do to curb the present 
violent inflation. 

As we have reported, the Geiierulissinio is generally and directly blamed for 
this state of affairs and is criticized for his inability to take any efTectlvc action 
to co])e with the situation. lie is doubtlessly aware of this criticism and of Its 
implication. He responds to It only by trying to safeguard bis own position 
through placing individuals on whose loyalty be can personally count, in positions 
of trust, regardless of the fact that these in<lividuals have long records of incH)m* 
petenco or corruption or both. 

It Js this failure of the Generalis.simo to use bis authority for the Improve¬ 
ment of conditions, that forces provincial military and civil leaders to consider 
adoption of regional understnrulings and formation of regional politicjil associa* 
tioriH against the day when the government In Nanking cither falls or loses the 
last vestiges of Its authority. We have received reports from two independent 
sources that tlie purpose of General Id Tsung-jen’s present visit to north China 
Is to consult with Fu Tso-yi, Wei Lbhaung, Wang Yao-wu, and certain other 
northern loaders, on tlie formation of a third government which would control 
northern China. It has been reported that this government will be iodopendent 
of both Nationalist and Communist control, that It will reach some sort of an 
agreement with the Communists ond that if necessary, It will include ''some 
Communists." We have reported in the statement of T. V. Soong that he Is 
adopting military measures for the protection of the south and his determination 
to defend that area should di.saster overtake the Generullssimo. Also, there are 
Indications that a provisional government which Marshal LI Cbl-sen states he 
Intends forming in the near future, mny be essentially regional In character, 
comprising several provinces in the southwest. 

As we noted above, regionalism and particularism Is the natural response of 
those who would preserve, or make o new* place for themselves, as the authority 
and power of the present Government inevitably dociinos. It is impossible to 
say what event would precipitate a break betw*een the Generalissimo and any 
potential regional leader. This could result from nn overt move by the Kuomin- 
tang Revolutionary Committee or from any compurnble occurrence detrimeiitol 
to the GeDcrallBslmo's prestige. In any event, our role In this situation is not 
a happy one. In the popular mlbd, we are associated with the Government nod 
are regarded os the principal means by which it keeps itself In power. We ore 
asked witli IncrcaBiug frequency why we adopt the policy of perpetuating in the 
power a government seemingly bent on Its own destruction and facile only In 
paving the way for the spread of Communism. While we answer such queries 
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by referring to the Generalissimo's adamant stand against Commanlsts, we are 
forced to admit tliat It Is a stand in name only. A continuation of bis regime 
will almost certainly either plunge the entire country into profound chaos 
whereupon the Conmiunlsts will seize power, or result in the seizure of power 
by local leaders anxious to safeguard themselves. 

156 (c) 

The CotiiKul General at Tientsin {Smyth) to Secretary Marshall 
sn.^oo/T-ms 

Tientsin, Julv I94S 

On iny recent return to Tientsin after five months' absence. I found the local 
Clilneso military, civil leaders, press, and many civilians increasingly bitter 
over the National Government's policy of favoring the south against the north. 
They consider that North China lias been deserted by the National Government, 
and feel that this area Im.s been discriminated against as regards to relief sup¬ 
plies, military supplies, allotment of foreign exchange, and other ways. 

Present opinion among the Chinese hero is that the National Government is 
making a deliberate effort to create the impression with American authorities 
that North Chinn is lost and should nut be considered In any American aid plans. 
The Chinese here do not concur in this defeatist theory. They consider the mili¬ 
tary situation of North China much better than Honan, Shantung, Hupeh, et 
cetera. Particularly since the Fu Tso-yl assumption control six months ago, 
military operations against the Communists have been conducted with more 
ability and success than in other areas. They state that competent military 
leaders in North China have been unable to conduct full effort against the Com¬ 
munists, due to lack of cooperation, funds, and military supplies from the Central 
Government 

Chinese officials here assert that North Chinn can be held ngainst the Com¬ 
munists if given a fair proportion of American economic and military aid before 
it is too late. They point out that military aid should accompany economic aid 
to the Kalian mines and it would be more secure if the mines and railways have 
more adequate military protection. According to these Chinese, Fu Tso-yi has 
raised and partially trained 100,000 locnl militia in North China, but they have 
no arms; they say if arms for this number can bo supplied, North Chinn enn bo 
held ngainst Communists. 

Chinese here mentioned reported plons to use American aid to develop and 
improve mines, railways In South China, harbors, docks, Canton and Shanghai 
power plants, water works, Industries In South China, and comment on apparent 
aid to North Chinn not bo neglected and be given a fair share. The recent visit 
of the Stillman group to Tientsin has given some encouragement, bat the Chinese 
here feci that the National Government will block aid to North China unless 
American pressure Is applied. Chinese here consider that if North Chinn is lost, 
the rest of China will follow sooner or later, also. If North China is lost, due to 
tiellbcrate refusal, the National Government would meet a bitter resistance in a 
future effort to recapture that area. 

North China people in general, do not want Communism and would prefer 
to continue allegiance to the National Government If this Government would 
assist North China and effect some reforms. The Chinese here feel that If 
the National Government continues to refuse help. North China will have to 
decide on the future policy, whether to continue to resist or endeavor to make 
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other arrangements. Mere government promises to help will be futile, only 
concrete action in the form of aid visibly arriving in North China will be 
effective. 


During Stillman s trip to 'I'ientsin, July 7 to i). he visited the Kailan mSne.s 
and had discussions with the Mayor of Tientsin and representatives of North 
Ciiina railways, power and otlier utilities, and Tangku new harbor, also Chinese 
and American husiiie-ssmen. llis visit and proposed visit of Mr. Lapbam, have 
created a good impression and raised the hope.s of N<.vth Cliina. 


The lientsin American Cliaiiiber of Commerce is sending a memorandum to 
f..aphnm, urging strongly aid for North China. Copies are being forwarded to 
the Department, Embassy. Shanghai, and Peiping. 


156(d) 

The Anibasfsador in China (Stuart) to Secretary Marshall 
883.00/7-1748 

Nankino, July 17 . 19 iS 

I have the honor to report that on the morning of July IG I culled on President 
Chlnng Kai-shek with the intention of giving him the only advice that seemed 
to me to have any promise in the present extremely' critical situation. He asked 
me if I had any news and I replied that the news which seemed to me most im¬ 
portant was the Communist general meeting to bo held next month with the 
Idea of a coalition government on the program, an<l the news reaching the Em¬ 
bassy from Hong Kong that LI Chi-shen was planning to start his Southwestern 
Provincial Government in the quite near future with the intention of propo.slng 
a coalition with the Communists. Those developments taken in connection with 
the Chinese Communist broadcasts denouncing Tito and others openly committing 
themselves to worlil communism under the dictatorship of the Kremlin all sup¬ 
plied the backgrouml for the suggestion I had come to make. This was that he 
summon a small group of leaders who were generally respected and urge them 
to sink all personal and political differences in view of the real danger China 
was now facing, which was the loss of her national Independence after the Com¬ 
munists triumphed. It had ceased to be merely an issue of Kuoinintung factional 
politics as against Chinese Communists but was also part of a struggle between 
the fundamental principles of democracy and freedom on the one side ami the 
dominatlOD of a minority controlled from Moscow on tlie other. The revolution 
and the war against Japan hud been fought to win national independence which 
was now again Jeopardized. In such n crisis he ami all others ought to put 
llie nation above ail lulcior issues. I mentioned by name Fu Tso-yl, Li Tsung-jen, 
Pal Cbung-hsl, and LI Chi-shen. As to this last, he should be given the opimr- 
tunity and if be failed to comply on such a basis he should be denounced as 
preferring Rosslao communism to national Independence. I hoped that this 
would result In a Joint declaration appealing to all who wanted a free nation 
to face the realities and support the cause. The financial crisis and the economic 
hardships were very real, but even these were less important than the basic 
Issue. It should be thought of primarily as a war of Ideas and be ought to beat 
the others to It with sldllfully prepared publicity. Be said that he agreed In 
principle and would think It over very carefully, and added that be had been 
planning for a conference to reorganize the Kuomlntaog. I said that I was quite 
familiar with this but that my concern was more in personal relationships among 
the outstanding leaders and that this ought to be ns dramatic as possible lo 
order to ooovlnce the public. 
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He then asked about Araerlcan opinion and I told him that GoTcrnor Dewey'a 
announcement about increased aid to China had produced quite a bit of un¬ 
favorable editorial and other comment. I had with roe the latest USIS bulletin 
on this subject, which I gave Ills secretary for reference.” I added, however, that 
if there should be a movement of the kind I was advocating which showed vitality. 

It would help to neutralize the feeling in the United States that this Government 
had been too weakened to make any assistance to it of much use. 1 told him 
that after all the grentes* help that America could give was not money nor mili¬ 
tary advice but the dynamic force of our ideals which were shared by a great 
many Chinese but were being misrepresented and replaced by those of the Soviet 
Union. 

He said that Americans tended to overrate the importance of LI Chl-shen, to 
which I replied that the man himself and his immediate followers need not be 
taken too seriously but that the whole nation was desperately anxious for peace 
and that with this popular mood any movement that held out the hope of peace 
through an understanding with the Communists might find more hearty sujiport 
than he expected. It seemed to me, therefore, that whatever he did ought to be 
done with as little delay as possible. He said again that he would think the 
matter over carefully. 

In attempting to draw conclusions from this IntenMew the dominant Impres¬ 
sion Is one of futility. I .seriously question whether Uresldent Chlang has that 
quality of greatness which would enable him to assemble those leaders not 
already completely subservient to him and so to treat them ns comrades as 
to draw out their own ideas In reaching a consensus of opinion and n group 
decision. The habits of twenty years, reinforced by Chinese traditional con¬ 
cepts, would be hard to alter. If he makes the attempt to cooperate with such 
a body he probably could not bring himself to do so graciously and with the 
unreserved sharing of minds which alone would win their confidence and Impress 
the public. Any jointly Issued statement would reflect these limitations and be 
unconvincing. He would also tend to draw in those upon whom he can depend 
which would further vitiate the effect. But nothing less than such a unified 
appeal, dramatic In Its note of sincerity and urgency, would startle the now 
apathetic or disillusioned people of the country Into realizing that something 
new and Inspiring was actnnily happening on the highest level of their Govern¬ 
ment. Any effort to urge him further than I have done would either hare to 
Imply much more American aid than Is possible or would over-persuade him to 
relinqut.sh his own Judgment. In either case he would cease to be true to himself 
and the results would almost certainly be unfortunate. It would seem, therefore, 

“The following is the excerpt from the Usia Bulletin of July 17 (Foreign Service 
Digest—“Not for Publication”) referred to by Ambasiiador Stuart in hla converaatlnii with 
the Ocnornlisaimo: 

“CHINA; Gov. Dewey's recent criticism of the Truman Admlnlstratton for Its alleged 
'Niggardly' aid to Chinn and hts usertlon that the D. S. ahould provide Tar greater 
assistance' to preserve free China agalnet the CommanUts has been echoed by a number 
of commentators. Disturbed by reports of Increasing Communist activity throughout 
Southeast Asia, these observers contend China is 'bulwark of atabllity In the Far East and 
the only safeguard possible against Soviet expansion’ (Manchester, N. H., Union). Criticism 
of U. S. policy also comes from Far Eastern expert Owen Lattlmore and Henry Wallace. 

“On other bond, some despair of pouring more American doflart and arms Into China, 
arguing that Its economy Is 'Ooundcrlng* and Its leaders 'corrupt*. 'The rat hole In Asia It 
even moro capacious than that In Europe', eald the Chicago Tribune. ‘Mr. Dewey had 
better Indulge In a little reflection before he starti atufllng dollars Into both ends of the 
hole*. And the Christian Contnry apecolated that while the Repnbllcans ‘will undoubtedly 
have «b|<»^rcad backing in calling for more aid to China, unless their proposals for extend¬ 
ing such aid are clearly outlined, they may do harm rather than good’." 



ANNEXES 


877 


that he must be allowed lo go his own way. modified to be sure to some extent by 
suggestions from others, or that sooner or later there will be a movement which 
will force him out of Ills present ascendancy. He seems unable to think of Com- 
niunlsm as an extreme form of social unrest which cannot be extirpated by the 
combination of military force and gracious compassion which he thinks to be the 
method taught by Chinese history. It is tragic that the very qualities of grimly 
Intlexible determination and enduring courage which fitted him preeminently for 
Incarnating the popular will to resist Japan are now in some real sense a hindrance 
to him in problems calling for very different mental processes. 


157 (a) 

The Amhaesador in China {Stuart') to Secretary Marshall 

t>03.SlS/S-2348 

Nanking, Auf/ust 23, 19i8 

lu summary, we can find no basis for optimism regarding the Gold Yuan’s 
future. 

The Cabinet is staking its life on the success of its currency and economic 
measures. If we assume vigorous, ruthless and effectire Government action 
against hoarders, black marketot'rs and cht^aters (in whose bands control of the 
wealth of the country largely lies), it would still seem that the most this program 
can accomplish Is three or four month's surcease from the upward Uigbt of 
prices. In fact, there is surprisingly frank admission in otticial circles that the 
Government's eyes are glued to a sympathetic Republican Congress in January 
and that this program Is u plank thrown across the intei'Tenlng chasm. 

The only Important, concrete and Immediate effect of the currency reform is the 
invigorating effect on exports which legalizing the black market rate should 
produce. It Is also (rue that the physical inconvenience of lugging around bales 
of pai>er money is removed. Otberwise, the basic factors seem to us to be 
unchauged. The assets which arc announced as backing the present currency 
are the same assets which, in theory at least, underlay the Chinese National 
Currency. The Government's budgetary deficit, which Is what keeps the printing 
presses rolling out paper, remains with us, aud even given maximum economy 
where economy Is possible, the deficit will of necessity remain unmanageable ns 
long as war goes ou. 

The measures appear calculated to toke advantage of the dramatic effect on the 
Chinese public of the physically new currency notes. It is probable that this is 
sufficient temporarily to reduce the velocity in circulation calculated by the Cen¬ 
tral Bank for curly August at a rate approximating 17 times per month. Simulta¬ 
neously, the Central Bank and Central Trust are reported to be releasing stocks 
of commodities In Shanghai and Canton, particularly cotton yarn, and restricting 
bank credit. The combined effect of these measures should at least temporarily 
stabilize prices and thereby reduce the demand for dollars. 

The remainder of the program as It Is now constituted consists largely of decla¬ 
rations against: (1) Increase In prices of goods and services over the August 10 
levels; (2) boarding of commodities: (3) publication of black market prices of 
gold and silver foreign exchange or of “daily necessities”: (4) paj’ment of woges 
and salaries on a cost-of-living index basis; (6) lock-outs of strikes. 

Declarations were also made requiring of all natural and Juristic persons: (1) 
surrender of gold, silver and foreign currency held in China to the Central Bank 
for Gold Yuan notes of, at option of bolder, for purchase of Chinese Government 
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Uuited States dollar gold bonds of 1047, or for dollar deposit with the Central 
Bunk to be drawn for payment of licensed Imports, etc.; (2) sale of all gold pro¬ 
duced in China to the Central Bank; (3) registration of foreign exchange assets 
held abroad by Chinese nationJils including current and flsed deposits, currencies, 
gold, stocks, bonds, debentures, land titles, insurance policies, etc.; (4) upon reg¬ 
istration of the foregoing, transfer of such assets to the Central Bank. The 
enforcement of item four aided by the provision of payment of 40 percent In the 
former's fee. 

The anuoiinced reserve behind the currency of $200 million Is gold, silver and 
foreign currency does not in fact exist in that amount. Already there is evidence 
of public skepticism of this part of the program. 

As previously reported, the regulation limits the total gold yuan Issue to two 
bllllou, equivalent approximately to ten times the present note Issue. The 
dilTorence between the amount needed to replace outstanding CNC and NBC will 
be ns(*d by the Central Bank to meet the continuing budget deflclt, which there 
will be. even In the promised increase in tax collections and other revenue, and a 
reduction of expenditures, are forthcoming. Unless an extremely drastic decrease 
in the velocity of circulation occurs, there is no possibility apparent that the 
Chinese economy can absorb such an increase within the next few mouths wltliout 
nccelerntlng the inflation. Out payments of additional gold yuan will be largely 
through wage and salary payments. No siguiflenut Increase in production Is 
anticipated and imports are to be cut a minimum of 25 percent. 

The black market, particularly for gold bars and dollars cannot be eliminated 
by flat. Assuming the regulations achieve price stability and n reduction in the 
demand for dollars for the maintenance of value and liquidity of wealth, there 
can be only slight weakening of the demand for dollars arising from the flight 
of capital fronj areas of military and i>olitical Insecurity, nud for payment of 
unlicensed Imports. This demand alone Is sufficient to create black markets for 
dollars which must be at a premium over official rates and which inevitably 
will pull prices upward as well. 

Against possible deflationary influences arising from the contraction of the 
money supply and the reduction In velocity, olT-settlng inflationary factors are 
reduction of imports, undervaluation of the Gold Yuan in terms of the dollar 
by 10 to 20 percent, inertia of previously rising prices, reluctance of small 
entrepreneurs and farmers to accept tho psychological effect of the prices of 
their goods and services amounting to a few Gold Yuan cents when they were 
previously expressed in millions, and Anally, the difficulties of enforcement. A 
real danger exists thot these inflationary forces may go out of control at which 
time all confidence in the currency would be tost, since the Chinese Government 
has promised so much in attendant publicity. 

157 (b) 

Secretary Marahcdl to the Chinese Minister for Foreign Affairs 

803,so Rccov«ry/8-2548 

Thank you for your message** forwarded to me by Ambassador Stuart I 
have Just received information regarding the emergency financial and economic 
measures proclaimed by President Cblang and am now having a careful study 

** Tmosmltted to Ambnsudor Stuart on Aug. 28, 1048, 

** Messugo of Aug. 25, 1048 ; not printed. 
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made of them. I am gratified at your determination, as %veU as that of your 
colleagues, to enforce measures designed to help meet China's serious economic 
problems and view sympathetically the measures of self-help taken by the Chinese 
Government. 

1 look forward to seeing you at the United Nations Assembly in Paris and to 
having the opportunity of discu.csions on these and several others matters. Sly 
warm regards to you. 


157 (c) 

The Ambassador in China {Stuart) to Secretary Marshall 
8D3.50/10-1548 

Nanking, October JS, 19iS 

The China August 10 economic reform appears now to be hastening to its 
denouement. Efforts and gestures of the last two months may well soon be 
forgotten and will bo back on the basis of the open printing press and all but the 
open hedging and the speculation In foreign exchanges and commodities. (The 
black-market trading is now out of hand.) With few exceptions, as public ulUl* 
ties are fixed, tlic prices arc fictions. In Shanghai, where enforcement started 
off spectacularly and where control has been mo.st stringent, there Is now a 
noticeable lack of zeal and decreasing effectiveness on the part of the police. The 
several really big names who were early arrested are still in confinement but 
their trials are dragging on through protracted adjournments and appeals. 
Chiang Ching-kuo’s heralded plans for an industrial resurgence, the “second 
phase’’ of the August 19 program, have Just been announced ; they are uninspiring 
and folUjw the same old pattern of “conservation of foreign exchange” and the 
concentration of authority in the central trust and the trade guilds. The nc- 
coinpaiiying registration of Industrial commodities and the inspection of ware¬ 
houses arc tapering off with no apparent results. 

The Chinn note issue is now probably in the neighborhood of Gold Yuan 1.25 
billion which represents a quantity of money say five times ns great ns that In 
circulation on August 10. This money is not going back to the gorernment in 
taxes nor Into the production enterprise but rather Is accumulating and idle in 
the cities building up the infiationary pressure which has recently been 
evidenced by: 

1. Shanghai’s last week retail buying spree which has now spread to other cities 
stripping shops of their expose<) goods; 

2. Increasing unavailability in all cities of «lally neccs.'sllles except under the 
counter and at prices far above the fixed levels; 

3. Short-term interest rates are so low ns to be practically negligible by Chi¬ 
nese standards (1. e. 4 percent per month) ; 

4. Reestablishment of "organized” black markets in gold bullion and United 
States currency. 

In Peiping and Tientsin where police surrelllance has been only nominal, gold is 
selling for Gold Yuan 1,000 per ounce and United States dollars at Gold Yuan 10 
compared to the respective ofllclal quotations of Gold Yuan 200 and Gold Yuan 4. 
In Canton the Hong Kong dollar Is up In the past week to Gold Yuan 1.25 as 
compared to the official .75. In Shanghai where to date the operators have been 
most circumspect, there Is now a good volume of business In currency at Gold 
Yuan 0 to 7 with TTs bringing about 20 percent premium; the shopkeepers arc 
beginning to again quote and surreptitiously to accept United States dollars; the 
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volume of telephone calls is this week picking up showing the resumption of 
blnck-mnrket transactions as pretty much on a “normal” basis. 

With the concurrent discouraging military developments, it seems to us impossi¬ 
ble that the government much longer can continue to imitate Canute before the 
economic tide. It appears equally unlikely that it can publicly abandon the pro¬ 
gram on which so much was staked. What is more likely is that we are seeing 
the slackening of the pretence of enforcement and a yielding full rein to economic 
forces which at the moment are so precariously held In check. 

158 

The Consul General at Shanghai {Cahot) to Secretary Marshall 

803.00/H-248 

SHAtvoH/Li, Iiovcm}>cr S, 1948 

Statement by Chiano CniNo-Kuo November 1,1948 

After past seventy days of my work I feel that I have failed to accomplish the 
duties which I should have accomplished. Not only did I not consummate roy 
plan and mission but in certain respects I have rather deepened the sufferings 
of the people which they experienced In course of execution of my task. 

I will never shift to others any responsibility which should be borne by me. 

I will never give up my political platform just because of setbacks 1 have sus¬ 
tained. I firmly believe that direction I have pointed out as regards "whither 
Shanghai” is absolutely correct. 

Today aside from petitioning to government for punishment so ns to clarify 
my responsibility I wish to take this opportunity of offering my deepest apology to 
citizens of Shanghai. But In so doing I do not want to be accorded an under¬ 
standing by them. I only mean to point out to the people here the responsibility 
which I should bear. I sincerely wish the citizens of Shanghai to use their own 
strength to prevent unscrupulous merchants, bureaucrats, x>olltIclnn.s and rack¬ 
eteers from controlling Shanghai. I firmly believe that a bright future lies ahead 
for Shanghai. 

159 

Editorial from the ^‘•Ckung Yang Jih Pao,” November 19^*' 

863.00/11-548 

"Lose No Tixie in Winning the People’s Confidence” 

Recent military reverses in the Northeast are facts which the Government no 
longer tries to hide and everybody Is suffering terribly from the new high prices. 
The masses of people live under a feeling of fear and are pursued relentlessly by 
difficult living conditions. Such facts are so undeniably true that they can no 
longer bo Ignored Just because some people find them unpleasant to the ear, nor 
can they be white-washed by beautiful words. 

At this moment when the nation’s fate Is flickering, and when the people are 
suffering terribly, what comfort and hope Is there for them? The special prlTl* 
leged classes still enjoy their privileges, and the people can do nothing to them. 
Those plutocrats who have made their money because of personal or political 
relations, are either having a nice time abroad, or keeping right on with their 

*• Transmitted by Ambassador Stuart from Nanking, Nor. B, 1948. 
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activities in fleecing the people. Even now nothing can be done to these public 
enemies of the people who are ulile accomplices of the Communists. No one 
has applied political pressure on them to make them disgorge their money to 
finance bandit suppression and to relieve the jKHjple. Nobody even dares to touch 
them ever so slightly. NejaHism ride.s on just as it has always done and the 
luasse.s of people have no right to say anything. What arc we g<*ing to do with 
national affairs like that, with each lao pa hsin with a bellyful of resentment? 
If nothing is done to release a fraction of that resentment in the bosoms of the 
400 million people who are the masters of the countrj-, how can we face the soul 
of our National Father who devoted his entire life to helping the nation and 
helping the people? How can we face the souls of our brave warriors who 
died for the revolution? And how can we face the suffering people who are our 
brethren? 

In the process of bandit suppression, most people pay attention only to equip¬ 
ment and to the methods of combating Communists—in short, to tangible factors 
only. No emphasis is given to the spiritual factor, particularly political reform. 
We should all know that “military affairs are only an elongation of political af¬ 
fairs.” How can we have satisfactory military conditions if our i>oliticaI affairs 
are not healthy to begin with? If our politics are not solid and bubbling with 
life, how can our military affairs be satisfactory? The present slate of affairs 
should he sullicieiit to make us thorougldy realize that if we want to eradicate the 
Communists and retrieve the present unfavorable military conditions we should, 
while it is important to strengthen the tangible equipment of our army, tackle 
political reform which will give strength to our‘army. What docs tliis mean 
exactly? 

In the second half of the 10th Century, the Communists enjoyed considerable 
power in Germany. Whnt did Germany do to cope with the sltuntloo? Dr. 
Sun Yat-sen told us that Bismarck boldly decided to adopt national socialism, and 
took over from the bands of the Communists their most tantalizing issues. As 
a result, the .Communists could do nothing in Germany. This proves that Bis¬ 
marck was an oble statesman. China today is experiencing troubles unprece¬ 
dented in seriousness since the Tai Ping Rebellion. Of course our present trou¬ 
bles are enhanced by international intrigue, but we must admit that funda¬ 
mentally it is because of the many defects that exist in our social system. While 
the essential purpose of the Conimunists is to grasp political power, on the sur¬ 
face they capitalize on these social defects in order to attract the people to their 
banner. This explains why Communist eradication has been such a difficult 
task. If we want to eliminate the Red menace, we must do what Bismarck did 
Id coping with the German Communists; take over from the liunds of tlie Com¬ 
munists ail those tantalizing Issues. At present, a handful of people are enjoying 
all the privileges. They live snobbishly and luxuriously. They do not have to 
part with one farthing. They will not yield one single man to serve In the army. 
The entire burden of military service and contribution of food falls on the shoul- 
ders of the poverty-stricken masses. How can one feci that it is Just? How can 
we prevent our opposers from using this os an excellent pretext? 

With our national affairs as they are at the present, it is Imperative that we 
sacrifice the handful of people to help the masses. Only by doing so can we 
retrieve the situation. The Anal test as to whether we are revolutionary or 
antl-revolutlonary lies In our choice of ways: whether we will go along with the 
masses, or with the handful of people. If we choose to walk with the small 
minority, then no matter how loudly we shout our revolutionary slogans we are 
de facto, anti-revolutionary. If we choose to walk with the masses, even if we 
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do Dot speak of being revolutionary the lao pa hslng will know that we are revo¬ 
lutionary. If we can truly rule the country with a heart absolutely free from 
selfishness, employ officials because of their merits, keep the vUliiins out of our 
way, remove all officials who do harm to the people, severely punish those who 
fleece the people by virtue of their power, and transfer the burden now resting on 
the masses to the shoulders of the plutocrats, we are sure that the people will feel 
that a new era has Indeed dawned—the morale of the troops will bolster like 
magic. What Is this small task of eradicating the Communist bandits? 

Giving full allowance for the worst, the area that lies south of the Ynngt 2 e 
River is big enough to contain more than*ten European nations and has a popu¬ 
lation of more than 200 million. There is easy access to the sea, there Is rfn 
abundance of all kinds of products and adequate transportation facilities. Com¬ 
pared to the time of the Northern Expedition, conditions today are far more 
favorable. Why then should tl>ere be pessimism? This is because something is 
fuiidamenlnlly wrong with ourselves. If we can gain full control and make full 
use of the manpower and material resources within this large tract of land, we 
have more than the strength we need in eliminating the Communists. However, 
the key to the full mobilization of this manpower and material resources lies in 
our winning of the people’s confidence and we must realize that the people’s confl- 
doncc cannot be won by the mere Issuance of an official order on a sheet of paper. 
It can only he revived by having the responsible parties of the Government do 
several things which will remove the feeling of resentment. Facts must be used 
to prove absence of selfishness and that bandit suppression Is not for the purpose 
of protecting the Interests of the privileged clns.ses but for the protection of terri¬ 
torial Integrity, freedom and democracy for the people, and our history ami 
culture. If we can accomplish this we ore sure to expect a sudden change in the 
situation. 

Waste no time In winning the people’s confidence. This Is our last chance. 

160 

The Amhassador in China {Stuart) to Secretary Marshall 

803.00/11-148 

Nanrino, Nor<?»n6er /, 1948 

The following Is the full text of two articles twice broadcast by the North 
Shensi Chinese Communist radio on October 30 and 31: 

The American State Department and American espionage organization arc 
Jointly undertaking a big plot to destroy national liberation movements of China 
and various countries of Asia, according to reliable reports obtained by well- 
liiformod quarters In Shanghai. 

To explain the necessity for this plan, its framers emphasize in their report to 
Truman the ’’menace’’ to America of peoples liberation movements in Asia, 
especially China. The report bolds that "Chinese Communist-controlled areas’’ 
are deciding the fate of Communism in Asia. Describing Chinese liberated areas, 
the report says that for the first time in the history of China, the Chinese people 
now have a really clonn and honest government Agrarian reform there has not 
only satisfied the demands of peasants, but has also solved many hitherto unsolved 
economic problems In ’‘Communist-controlled areas”. As a result, the political 
system there has become a highly effective organization, the report says. 

The report admits the complete failure of American economic and military aid 
to Chinese reactionaries. Economic and uillttary aid to'China cannot transform 
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soldiers unwilling to figbt into troops with combat power, the report says. In 
its conclusion tlie report bolds that after the end of World War II, the situation 
In Asia has becoiue a “powerful and deadly menace** to Western Colonial Powers, 
first of all to Aznericun positions, at a time when America's need for Asia has 
become more pressing than at any period in (he past. The rei>ort says that loss 
of position in Asia will bring with it irreparable and crushing blows to America. 
It points out that Asia's so<da) life has entered an era of great events and only a 
carefully thought out plan of action can counteract it. 

The report proposes a plan fur the setting up ot a joint political organization 
in Washington, esiteciaHy devuted to opposing the so-called Communistic activi¬ 
ties in Asia. The orgauizution is to include departments for work in various 
parties and groups and trade unions, military w*ork. work among students and 
women, and cspiouuge and intelligence activities. 

The tasks of this Joint political organization are stipulated us follows: (1) use 
all possible means to support 'Megal governincnt" in various countries; (2) organ¬ 
ize and give financial backing to “center parties and groups" to split and destroy 
national movements; (3) strive to reach understanding with elements with 
Leftist leanings in Socialist parties; (4) develop antl-Coinmuuist activities in 
trade unions and peasant organizations; (5) stir up discord between Leftist 
leaders and destroy their prestige; (G) stir up and utiliz<^ friction between 
national groups esiiecially in India, Amman, Burma and Malaya; (7) actively 
absorb renegades from peoples movements in various countries to do work; 
(8) gather and study intelligence of peoples government movements. 

It is stipulated that the above work is to be under the tinified leadership of 
United States Ambassadors in various countries. Tbe Shanghai report states 
that this ^Vmerican plot will be linked up vrith recent AiiioricaD measures in 
China and Japan. A central espionage organization participated in by American 
and Japanese spies has recently been set up in MacArthur*s staff headquarters 
in Japan. This organization specifically undertakes disruption of Japan’s demo¬ 
cratic organizations and opposition to leaders of democratic movement. Many 
Japanese secret police agents participate in this organization. Among them is 
the notorious General Arisue. On American instructions, a society of retired 
Japanese servicemen Is still carrying on secret activities, and has established 
an organization for the specific purpose of disrupting democratic movements, 

A Chinn olllce of U. S, Strategic Services has been set up in Shanghai to col¬ 
laborate with Kuomintniig secret police organizations to destroy any democratic 
movement In China. This office of U. S. Strategic Services has recently shipped 
large quantities of radio sots, radio location detectors, and cameras to China 
to be used for espionage work. American espionage organizations have worked 
out a specific plan to destroy democratic movements in China. This plan has 
been approved by Leighton Stuart and Chtang Kal-shok. The organization to 
execute tills plan has decided to set up its headquarters in Nanking, and its local 
organizations In Manchuria, North China, Central China and Southeast China* 
The second article begins: The following is the full text of on important New 
China News Agency editorial entitled ''China and Asia Friends of American 
People, Bitter Enemies of American Reactionaries.’* 

Today we published a report from Shanghai on tbe fact that American reac* 
tlonarles are actively employing every conspiratorial means of disrupting na¬ 
tional democratic movements of China and Asia, We have frequently reported 
facts on oppression, aggression, and armed Intervention of American imperialism 
against peoples of China and Asia, 

What la new about this report U: 
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(1) American reactionaries admit that peoples revolutionary movements of 
Cliiiin and Asia have obtained support of broad masses of people. They admit 
(hut government, born of the peoples revolution. Is truly loyal to the people and 
very effective. 

(2) American reactionaries regard obtaining of due and sacred rights by 
peoples of China and Asia a “powerful and deadly menace,” thus proving how 
thoroughly the American Government has scrapped Its promise of "respecting 
(he rigid of all peoples to choose their form of government” In Atlantic Charter 
of August 1011, and also thus proving that American reactionaries are mortal 
enemies of the people of China and Asia. 

(3) American reactionaries admit that the reactionary governments of CJhlna 
and Asia are rotten to the core, so that even such enonnous military and economic 
aid as given by the United States to the Kuomlntang Government In China can¬ 
not block the victorious development of peoples revolutionary movements. 

(•1) Under the above conditions, American reactionaries consider that they 
can now no longer rely on open “legal” methods to save reactionary rule and 
coliinial systems In Chinn and Asia from extinction, but must rely on illegal 
methods which cannot meet the public eye—methods of secret police organiza¬ 
tions. As prescription for prolonging the life of imperialism, American reaction¬ 
aries have decided to rely on the Gestapo methods of Hitler and Himmler, and to 
cooperate with the darkest forces of China. Japan and various countries of Asia. 

The stupidity of the American Government’s reactionary plan is obvious. 
Himmler could not prolong Hitler's rule. Secret police aid decidedly cannot 
solve problems that no military or economic aid can solve. Strengthening the 
activities of American secret police organizations in Chinn and various countries 
of Asia can only accelerate the fall of ruling blocs in these countries into abysses 
of isolation and disintegration. However, the peoples of Cliinn and Asia should 
draw important lessons from the vicious schemes of the American Government. 

Since the American secret police scheme stresses provocations within the camp 
of the Left, it behooves the camp of the Loft to answer with further consolidation 
of Its own unity. 

Since the American secret police scheme stresses buying up “political parties 
of the center.” and developing the “anti-Communlst” movement, it behooves those 
who have Illusions about the middle road to abandon their Illusions, reject all 
“nnti-Comrounlst” inducements, and to be on guard against the danger of playing 
into the iionds of imperialist conspirators In an off-guard moment At a time 
when Chlnng Knl-shek, America's number one running dog In China, is bankrupt 
and useless and it Is decided to replace him with the number two running dog, 
Li Tsung-Jen. people self-styled “In the center” should examine their conduct 
carefully to avoid falling Into the trap of American imperialism. This moment 
is probably very near at hai)d. Since the American secret police plan stresses 
utilization of discord among various natlonolitlcs, it behooves all oppressed 
nationalities, and especially various nationalities of multi-national countries, 
firmly to abandon all kinds of mistaken narrow nationalist thinking for the sake 
of the common struggle ngalnst Imperialism. Since the American secret police 
plan stresses utilization of renegades and spies, of espionage, it behooves all 
revolutionary organizations to redouble their vigilance and to strengthen the 
fight against spies, so that all these skulking forces ore brought out Into the light 
of day, where they are powerless to realize their schemes. 

There will still be difficulties in the way of liberation movements of the peoples 
of China and Asia. Courage which blasts path through thorny diflQcnlties. and 
the caution of these who walk on the brink of perilous chasms, are needed to 
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attain our objective; but If only we can net in this manner, we will ciTtninly be 
able to attain our objective. 

American reactionaries in their scheme re^jard the peoples of China and Asia 
ixs their bitter enemies and regard liberation of peoples of Chinn and Asia as a 
‘•powerful and deadly menace*' to them. This is because American reaction¬ 
aries wildly think of making the peoples of China and Asia their permanent 
colonial slaves. But the peoples of China and Asia wiii never be enemies of 
American peoples. American reactionaries, Truman, Dewey and their ilk, have 
received and will continue to receive ‘•irreparable and crushing blows'* from 
the peoples of China and Asia. The America of the people, however, the 
America of Wallace and the Progressive Party, and the America of laborers 
and Uie Communist Party of the United States of America has obtained, and 
will continue to obtain, the friendship of the pwples of China and Asia. No 
matter wlmthor American reactionaries like it or not, the peoples of China and 
Asia will ultimately achieve liberation, while those of American reactionari^ 
in various countries and American reactionaries themselves, will eventually 
meet their doom. All schemes and conspiracies of American Imperialism will, 
of necessity, crumble to pieties, whereas the friendship of the iKH>ples of China 
and Asia and America will live forever. 

Stuabt 
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The Ambassador in China {Stuart') to Secretary Marshall 


893.00/&-1048 


Nanking, Augu$t 10,19^8 


1. MlHuiry: The Communists continue to win the civil war. They have re¬ 
tained the Initiative with all the advantage given by the offensive and government 
troops Just do not seem to have the will or the ability to tight. There are many 
reports of defections to the Communists but none from Communist ranks. 
Occupying ns they do most of north China east of Sian and north of the Yuugt 2 e 
Itlver except for a few scattered urban centers such as Peiping and Tientsin and 
certain lines of communication the Communists now appear Intent on removing 
the last vestiges of government strongUi from Shantung Province, a prelude 
I>ussibly to full-scale attack south to Nanking or possibly to an all-out attack on 
Peiping-Tientsln area. In Central China south of the Yangtze scattered Com¬ 
munist bands operate throughout the countryside creating confusion and disorder 
with the obvious intent of further weakening the government and preparing 
the way for some future large-scale operation. In South China though less 
active Communist guerrilla units operate more or less at will and the government 
has DO forces to employ against them. 

It is a gloomy picture and one would expect the government to clutch at any 
means of improving the situation. Nevertheless It ignores competent military 
advice and falls to take advantage of military opportunities offered. This Is due 
In large part to the fact that government and military leadership continue to 
deteriorate os the Generalissimo selects men on the basis of personal reliability 
rather than military competence. In the distribution of desperately needed mili- 
* tary supplies men of proven military competence such as Fu Tso-yl are given low 
priority and are almost left to fend for themselves. Long contemplated plans for 
training new armies and replacements are not being implemented or are moving 
too slowly materially to affect the situation in the coming desperate months. 
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There Is an awareness of the desperateness of the military sltimtion yet no 
evidence of a will or capability to cope with it 

2. Economic: The Inflationary spiral continues at an accelerated pace. Prices 
have become astronomical and their rise so rapid that the government lias been 
unable to print sullicient money to meet day-by-day needs with the result that 
barter Is becoming more and more the rule. Prices Increasingly are quoted either 
in US dollars, silver or gold. In the Interior silver dollars are coming back to use. 
Thus government ha.s Introduced measures to control Inflation but the effects have 
been only temi^rary and palliative. The fact is that the government in the 
absence of assured continuing and massive loans from the United States cannot 
hope to And an answer ns long as circumstances require the maintenance of the 
present military establishment. A renewed and concerted attack on the periphery 
of the central problem now impends but at best it can only provide a breathing 
spell. 

3. Psychological; After years of war and destruction the all-consuming urge of 
the people today, and this includes both low and high ranking members of the 
government and Comnumist areas os well, Is for peace. This urge becomes all the 
more insistent as most people can see no ray of hope under present conditions. A 
spirit of defeatism is prevalent throughout the country reaching even men of 
cabinet rank. Almost without exception there Is no longer faith that the present 
government can bring a return to even a bearable standard of living without some 
radical reorganisation. With this frame of mind a cessation of hostilities is 
desired at almost any price. There is an overwhelming desire for peace yet the 
Generalissimo wants only military victory over the Communists and no one has yet 
found a way to surmount the Genernllsslmo's objections and win out to pence. 

4. The Generalissimo himself: Universally the Generalissimo is criticized for 
his ineffective leadership and universally no one can suggest any one to take his 
place. He is the one who holds tills vast country together. Without him dis¬ 
integration seems Inevitable yet long oxi>crieDce with him sn^ests that he is 
no longer capable of changing and reforming or of discarding inefficient associates 
in favor of competent ones and unless he can summon the resources to reverse 
(he present trend he will Inevitably and In time be discarded. Nevertheless the 
Generalissimo Is a resourceful man and there are signs that be is trying to find 
a way to continue the fight against the Communists and at the same time prevent 
a return of the country to regionalism. He has sent former Prime Minister 
Chang Chun to the north and to the southwest offering regionol autonomy in 
return for continued allegiance to Nanking and there is reason to believe Chang 
Chun's trip has not been entirely unproductive of results. There Is active and 
violent agitation for reorganization of the Kuomlntong which will permit liberal 
voices greater weight in government circles and there is evidence that under 
Wong Wen-hno the government is making a valiant effort toward economic and 
financial reform which may be announced shortly. Unless, however, these drastic 
measures which are contemplated produce a miracle and result In the retention 
of the Generalissimo and the Kuomintang in control we may expect to see some 
kind of an accommodation with the Communists or a regional breakup or a 
combination of the two. The third possibility seems the most likely. 

Even though at present some form of coalition seems most likely we believe 
that from the standpoint of the United States It would be most undesirable. We 
say this because the history of coalitions tnclndlng Communists demonstrates ail 
too clearly Communist ability by polltlcol means to take over complete control 
of the government and In the process to acquire some kind of International recog¬ 
nition. We question whether a Communist government can In the foreseeable 
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future come to full power in all China by means olhor llian coalition. We would 
recommend therefore that American eOuris be designed to prewont the formal ion 
of a coalition governinent and our Ix'si means to that end is continued and, if 
jiossible. increased support to the present government. Nevertheless deteriora¬ 
tion ha.s alreatiy progressisl to the verge of collapse and it may already be too 
late for our support to ehatige the course of events. To assure suc^cess we should 
likely have to involve ourselves in great responsibilities, null in ry, economic, 
I)olitical for we should have to uiideruike the direction of Chinese a trail's on a 
large scale and a scale in fact that would likely involve responsibilities beyond 
our resources. 


162(a) 

Secretayy Marshall^ tcmyovarlly in Paris^ to Under Secretary Lovett 

893.00/11-648 

pAius, Kovemher C, iPjS 

Dr T. S. Tslnng, Chinese delegate to the United Nations, called ou me this 
morning with a message from F'oreign Minister Dr Wang. 

(1) Would the United States agree to the appointment of Unitot) States officers 
in actual command of the Chinese army units under tlie pretense of acting as 
advisers? 

(2) Would the United States appoint an officer of high rank to head the special 
mission, primarily for advice and planning on an emergency situation? 

(3) Will the United States exix^Oite the supply of munitions? 

(4) What was the thought us to the advisability of Chinese ai)])cal to the 
United Nations because of Soviet training and e<|Ulpping of Japanese military 
and also the Koreans? 

I explained the efforts regarding the supply of munitions and stated I would 
request you to press for urgent action. 1 did not offer encouragement beyond 
present efforts. 

I said I would refer (lie requests under (2) and (3) to Washington without 
making any comment to reference (1). 

I remarked regunling (2) that the proposUton inherently involved great dlHh 
cultios If favorably considered; that if the Individual did not know China it would 
require months for him to grasi> understanding of tlte i)03sibilUics of the situa- 
tion, and It would therefore be a very serious matter for the United States to send 
an officer to almost certain failure. 

negarding (4) I said I would have to consult my colleagues of the United 
States delegation to develop various possibilities; that offhand I thought it an 
Inadvisable procedure and discussed i)ossible Soviet moves to take advantage 
rather than to counter such a move. Dr. Tslang told me the proposition had been 
put to him three times and each time he hud recommended against such action. 

Maesdaix 


162(b) 

Secretary Marshall^ temporarily in Paris^ to Under Secretary Lovett 

893.00/11^48 

Pabis, Koveynher 8, 1946 * 

Your report of November 6 shows why the visit of a high-ranking United States 
officer to China would be undesirable and unproductive. Even If the record of 

644S38—49-69 
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the repeated failure of the Chinese Government in the past to accept U. S. advice 
did not exist, it would be foolhardy for the United States, at this stage of disin¬ 
tegration of the Chinese Government authority In civil as well as the military 
sphere, to embark ui»on such a quixotic venture. We are doing everything pos¬ 
sible to exi)odite the shipment of military materiel untler the $12i» million grants. 
Tlie pattern of defections and other aerompanimeuts of the fall of Tsinan, Chln- 
chow and the Manchurian debacle, although Chinese Government troops had 
adequate arms, indicate the will to tight is lacking. With respect to the Chinese 
Government appeal to the United Nations regarding Soviet treaty violations, this 
is a matter for Chinese deei.sion, but could not be exi)ected to change the internal 
situation in China. 

You are aulhorized to inform the Foreign Minister that the National Military 
Establishment Is making every effort to expedite the shlpiueiils of military 
inat6rlel under the $125 million grants. You should point out to him the inherent 
difticulties involved in an attempt on the part of a foreign oQicial to advise the 
Chinese Government regarding its courses of action even in the unlikely event 
such olHclal could he completely conversant with all the complexities of the situ¬ 
ation, and the even greater dlfllculties for a foreign official not familiar with 
China. You sliould stale that it is not believed that the Inspection visit of a 
high-ranking U. S. olficer would or could offer the solution to Chinn’s problems. 
With respect to the Chinese Government api)eal to the United Nations, you should 
reply in the sense of the final sentence of tlie preceding paragraph. 


163 

President Chiang Kai-sJiek to President Truman^ 

893.30 Itccovcry/lO-1048 

I have the honor to acknowledge receipt of Your Excellency's reply dated 
October IG. 11)4«. for which I am deeply grateful. 

The Communist forces In Central China are now within striking distance of 
Shanghai and Nanking. If we fall to stem the tide. Chinn may be lost to the 
cause of democracy. I am therefore compelled to send to Your Excellency again a 
direct and urgent appeal. 

The general deterioration of the military situation In Chinn may be attributed 
to a number of factors. But the most fundamental is the non-observance by the 
Soviet Government of the Slno-Sovict Treaty of Friendship and Alliance, which, 
as Y'our Excellency will doubtless recall, the Chinese Government signed as a 
result of the well-intentioned advice from the United States Government. I need 
hardly point out that, but for persistent Soviet aid, the Chinese Communists 
would not have been able to occupy Manchuria and develop Into such a menace. 

As a co-defender of democracy against the onrush and infiltration of Com* 
niunlsm throughout the world, I appeal to you for speedy and Increased military 
assistance and for a firm statement of American policy in support of the cause 
for which my Government is fighting. Such a statement would serve to bolster 
up the morale of the armed forces and the civilian population and would 
strengthen the Government’s position in the momentous bottle now unfolding in 
North and Central China. 

My Government would be most happy to receive from you as soon os possible a 
high-ranking military olficer who will work out In consultation with my Govern* 

** Delivered to the White llouio on Nov. 9, 1048, by the Cbinoso Ambasudor. Text as 
trADsmUted by tlio Department to the Embassy In Paris» Not. 12, 1048* 
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ment a concrete scbeme of miJitnry assistance, including the p.irticipatlon of 
American rnUitary advisers in the direction of operations. 

As the situation demands your Excellency's full sympathy and quick decision, 1 
shall appreciate an early reply. 

Chiaxg Kai-shek 


164 


President Truman to Prcmlent Chiang Kai-skck^^ 

803.50 Recovery/n-124S 

My deab President Ciiianc : This Is In arknowledgmeiit of your loiter ilollvored 
to the White House on Noveiiiher 9 through the good odices of your Ambassador, 
Dr. V. K. Wellington Koo. 

As I stated In iny letter of October IG, 194S. everything possible is being done 
to exiKHlite the procurement and shipment to China of the weapons and aminuni- 
tlon being obtained In this country under the China Aid Progrinu. I am again 
emphasizing to the appropriate officials the urgency of your needs and the neces¬ 
sity of prompt notion. In this connection, I have just been informed that one 
shipment of arms and ammunition saileil from Guam on November 4 and another 
from Japan on November 7 on route to Chinn. I have also Ihk^u InfornuHl that 
a further shipment of ommunltlon sailed from the West Coast of the United 
States on November 0 and is scheduled to reach China about November 24. 

A message of November 0 from the Secretary of State to Ambassador Stuart, 
containing Socrelnry MarshalTs reply to a request from the Chinese Foreign 
Minister for military aid and the visit of a higleranking United States offi<N*r 
to China, apparonlly cros.sed Your Excellency’s message in transmission. The 
Secretary outhorized Amba.ssador Stuart to inform the Foreign Minister that the 
United States National Military Establishment was making every effort to expedite 
shipments of mlUtnry materiel purchased in this country under the China Aid Act 
Ue also authorized Ambassador Stuart to point out the inherent difficulties in¬ 
volved In an attempt on the part of a newly appointed foreign official to advise the 
Chinese Government regarding Its courses of action In the present dnctnraa, even 
If such an official would be completely conversant with all the numerous complexi¬ 
ties of the situation, and to point out the even greater difficulties for a foreign offi¬ 
cial not familiar with China. 

However, Major General Barr, Director of the Joint United States Military 
Advisory Group In China, is conversant with the current situation and his advice 
has always been available to you. 

Tour attention may have been called to my public statement on March 11,1948, 
in which I stated that the United States maintained friendly relations with the 
Chinese Government and was trying to assist the recognized Government of China 
maintain peace. I also stated that I did not desire Communists in the Chinese 
Government* Secretary Marshall stated publicly on March 10, 1048, that the 
Communists were now In open rebellion against the Chinese Government and 
that the lacluslon of the Communists In the Government was a matter for the 
Chinese Government to decide, not for the United States Government to dictate, 

I believe that these statements and the action of my Government in extending 
assistance to tlie Chinese Government under the China Aid Act of 1048 have made 
the position of the United States Government clear. 

You will understand the desire of the United States Government to support the 
cause of peace and democracy throughout the world. It is this desire that has 


••Text as trsnsniitted by the Department to tbe Embassy in Noaldog, Nov, 12,1048, 



U. S. RELATIONS WITH CHINA 


890 

led this Gorernment to extend assistance to many countries In their efforts to 
promote sound economies nnd stable conditions without which the peoples of the 
world cannot expect to have peace and the principles of democracy cannot grow. 
It was with that hope that the United States Government has extended assistance 
in various forms to the Cliiiiese Government. I am most sympathetic with the 
diinculties confronting the Chinese Government nnd people at this time nnd wish 
to assure Your Excellency that iny Government will continue to exert every effort 
to exi>edite the implementation of the program of nid for China which has been 
authorized hy the Congress with my approval. 

Very sincerely your.s, 

Harry S. Truman 


165(a) 

The Amhasi^ador in China {Stuart) to Secretary Marshall 

803.00/ll-;548 

Nanking, ’Sovemher 5 , I 9 i 8 

I have the honor to enclose for the information of the Department tlic text as 
released by the Central News Ageiuy In I’elpiiig on October 31, of a state¬ 
ment made by President Chlnng Knl-shek to Mr. Arthur T. Steele of the Now York 
Herald Tribune in reply to a series of ten questions. 

Tlie major portion of the President's statement consists of the usual ro^lnndun- 
cles concornlug China’s contributions to pi'aco nnd civilization, a tirade against 
Communists nnd the customary assurances that conditions in China arc really 
not as bad as many people think. Some passages are, however, of more than 
pnsslng Interest 

iVftor stating that the Chinese Coinmuni.«ts have not the slightest concern for 
the welfare of the people, the President gives his explanation for the recent Man¬ 
churian debacle. It Is difficult to deduce from his statement Just what he has In 
mind, but It Is apparent that he Ignores the real reasons for the defeat nnd prefers 
to consider the aipture of Mukden by the Communists as being of little significance. 
He denies any iicsslmlsm on Ids part nnd states that If the Government should 
receive moral nnd financial help from friendly nations the situation could bo 
speedily reversed. 

Perhaps the most telling comment he makes, certainly from the standpoint of 
world opinion, Is the parallel he draws behveen contemporary events In Manchuria 
and tho.so of 10.31. The President says that when Japan Invaded Manchuria ho 
pointed out to the world that the Second World War had thereby begun. He 
says he wishes now to warn that Chinese Communist conquests of the Northeast 
must bo considered the starting point of the Third World War If the Communists 
are permitted to secure control of the rest of Chinn. He reaches this conclusion 
because the Soviets' desire to control all Asia and Chinn Is the decisive pivot of 
the area. 

The President then makes the Interesting statement that tlie rutblessness and 
treachery of Chinese Communists cannot be compared with that of Communists 
elsewhere. In conclusion he says, "The center of endeavor in Asia must he China. 
This is the great task unprecedented in human history. I hope that the American 
people and their statesmen will dedicate their lives to this task.'* 

Shortly thereafter several prominent newspapers echoed the President’s senti¬ 
ments editorially. Typical were the comments of KMT Chung Yang Jlh Pao and 
the Army Ho Ping JIh Pao which pointed out that the problem of China is the 
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jirublem of tlio >vorhl aod that if tho United State:$ u i.slio.s lo avoiil a Third World 
W4ir it had better do soiiiethiiij^ about Cliina suon. 

The coLteuts of this stateiiieut suggest that it was desigued in the main to 
influouco American opinion, p^irticulurly because of the emphasis placed on the 
Japanese iiivusion of Matichuria uud prospevts that the Chinese Communists* 
seizure of the area portends a Third World War. it must be admitted that the 
President has made an eflfective point. 

For the Ajuliassador 

Lewis CL-\rk 
Mini^icr’Counjsclor 


lEiiclosture] 

Statement by President Chi any Kai-s/uk to Mr. 7\ Steele of 

the New York Herald Tribune 

ilr. A. T. Steele, New York Herald Tribune Cbiiin correspoudeut, submitted 
to Fresiileiit (..'biany Kui-sUek teu questious of which the Fresiilent made the 
followiny observations: 

In answer to the (luestiou wbat is the basic reason for the temporary setbacks 
of Guvermuetit troops at the present moment, the I'resident said the sole aim of 
the Governiiicnt military policy adopted in the war of resistance and in the bandit 
suppression campuiKU has always been to preserve Chitia’s territorial integrity 
and soverelKtity and also to protect the iwople's lives and property. This 
accounts for the fact that no city or place has ever been given up lightly. 

The original purpose of tightiiig the eight long years war of resistance was to 
recover the Northeast. With the conclushm of the war Government troops took 
over at great risk important Northeastern regions and conse<inently could not 
lightly resort to withdrawal. The traditional Ideal and conception of duty of 
the ChiiK*sc soldier decree Is that It Is Imperative for him to die if the city falls 
or to live if he can hold It and that it Is a disgrace for him to withdraw from or 
give up u city for this reason. 

During the past three years, with defense posts scattered all over the areas 
tinder Ued menace Government forces are availing themselves of this weakness. 
Communist bandits have employed the tactics of breaking individual posts in 
Isolated arcus. 

A.S the Government belongs lo the people, the enlistment of men into the army 
service and tJic colh'ctlon of military footlsiocks slnnild be <lono without overbur- 
deuing the iiooplo or violating the law uud rulings of the nation. The Communists, 
however^ hiivo not the slightest concern for the people. They Issue in different 
regions, hogus currency notes ns they like. Th»“y conH.scate at any time the 
peopIe’.H property, enforce arbitrary conscription and ferret out all food.«tuffs 
they cun lay their hands on. Their ways and means cannot be more cruel and 
Inhuman. During the past year, under the pretext of loud reform they have 
resorted to draining the p<ind In the hope of netting a fliml catch of the lish. 
With what they have thus squeezeil from the people, they are able to expand 
their armed forces on a large scale. The scorched earth policy taken on tUelr 
withdrawals au»l the human sea tactics In their offensives are certainly not what 
Government troops should like to follow. 

Consequently, while Government troops can surely score victory when they 
concentrate their forces and engage the main enemy forces In fighting, they 
would DOW and then be put Into sucli a position that with troops Inferior In number 
and Isolated from main forces they bad to suffer setbacks. All Oils Is the fuudn- 
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ineHtiil reason for which Government troops for the moment undergo losses. At 
present, therefore, the Governiueiit cannot but subject the strategy and tactics 
of its Communist suppression caiiipaipn to some chance. Bc.sides, Its military 
education should undergo thorough reform. The necessity to take the whole 
situation into consideration so as to ensure ultimate success relieves the Govern¬ 
ment of conlotiding with feelings of the gain or los.s of a city for a moment In 
Isolated areas. 

Moreover. I should like to point out that the Commanlst bandits with whom 
the Government Is engaged In lighting Is linked up with Japanese and Korean 
Communlst.s who in turn receive support of the Communist International. 

To the serious nature of this fact, we should be fully awake. A people with 
biiig cumul.ative weakness, we have never been afraid of aggression and vlolenct'. 
We engaged ourselves in eight years of war In resistance against Japanese 
militarists and we have been Bghting for 25 years the Communist bandits fully 
C'quipi)ed with arms and brutality from 1924 to 1945. 

liiirliig tlie Northern Expedition tlie Communist bandit suppression campaign 
and the war of resistance against Japanese aggression, the national revolutionary 
army in eacli of the long periods of fighting underwent many setbacks and experi¬ 
enced Ijeavy losses, but eventually in all cases won glorious victories. 

Within the two score and live years tlie Government had more than once 
encountered situations far more critical tlian what it is facing at present. But 
again without any exception It ha.s overcome all the difiloullies and the eventual 
ilclorles were invariably followed immediately after the heaviest losses. 

Through (lur bitter experiences we build up our firm faith with persevering 
courage. We shall put up a relentless and unllinchiog struggle. We have a deep 
faith in the fact that the bandit suppression campaign and national reconstruc¬ 
tion will this time also reach the final success. 

After this failure, I am not at all pessimistic. Now, instead, I feel confident 
China expects lliut its people and soldiers become thoroughly awake to the 
imtloiial crisis and rise to a man for tlie nntioiml salvation. 

What we have relied on was the spirit of nationalism and the Three People’s 
Principle and these cannot be destroyed by whatever Intrigues and outrages. We 
do not tlilnk lightly of the gravltj' of the Communist menace, but wo ore sure the 
torturous and dastardly extortion tlie Communists imposed upon the people so 
that they have boon able to launch offensives one after another, will spell their 
own doom os tiiey are heading for the old rut they bad traversed during the 
period of 1935 and 1930 when they suffered a total defeat in Kiangsl. 

Should the Government be able to receive moral ns well ns material help from 
the friendly nations and the support of interoutionnl righteousness ultimate 
success, it is sure, could be speedily scored. 

The President’s onswer to the question whether or not the Government will 
hold Mukden with Its full strength is as follows: 

It hos been the invariable decision of the Government to mnlntnin the territory 
of and sovereignty over the Northeast since September 1031. In view of the 
fall of Chlnchow and Changchun, the situation In the Northeast as a whole has 
reached an unfavorable stogc. Consequently, Mukden as a city in the North- 
eostern deadlock, is not as vital as It used to be. 

The present situation in Mukden is Indeed critical. Government troops, how¬ 
ever, are still exerting their last strength to fight against the bandits there at any 
cost. This Is being done to discharge their heaviest duty towards both their 
people and the world. Of the most important Intemutionnl problems, the 
Northeast Is one. It has significant bearings on the world situation particularly 
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on tho5:^> nations maiotninin^ clo?o rcjatlons with the Pacific throiijrhoiit the past 
iJiroe years. 

Suc-h a heavy and hard task has hei^n shouhlered by China only. We. holn^; 
unal)le to fulfill our part feel quite rejrretful. Sevenieen years ago with the 
outbreak of the September 18 incident. I signalled to Denjocratic nations and 
the League of Nations a warning confirming that the disaster of a world war 
had since then begun. Although tliis warning was not considered important 
by the various countries, history eventually evidenced the truth that the 
Northeast question was the prelude to World War II. 

History Is now repeating itself. If international right cannot prevail and 
extend Its influence and If democracies maintain the same stand by watching 
the fire ablaze across the river, the world is bound to tread the former patli of 
disaster. Should, unfortunately, Communist ban<llts control China, another 
world war would surely descend upon this globe. And should the Communists 
rule over the nine Northeastern provinces, It would mean the virtual beginning 
of another world catastrophe. What is more obvious, is that without an 
Integral Northeast, there will be no ln<lependent Korea, nor will there be a 
peaceful East Asia. This mucli I can firmly say the ominous and treacherous 
clouds will gather with the trouble In the Northeast as their starting point. 

The question as to the serious nature of Chirm's role In the world anti*com* 
munist struggle, her position in another world war and If the worst should 
come to the worst, the effect of the Communist control over her on the world 
situation, the President answered as follows: 

China is endeavoring to exterminate the powerful factor threatening the 
world peace In order to prevent the outbreak of the third world war, conse* 
quently I am not Inclined to express my views on that position China should 
hold. In the world war to come of the 2,100,000,000 population, the Asiatics 
number over 50 percent and of the 1,100,000,000 population of Asia, the Chinese 
claim oncytbird. 

The Importance of Asia’s position In the world and of China’s In Asia Is too 
obvious to need superfluous remarks. What I should like to point out Is (1) 
In political organization, economic life, social foundation or cultural standard, 
Asiatic races lag behind the Europeans. In the West, In the prevailing times of 
poverty and starvation, It is easier for Communist propaganda and organization 
to achieve effect, (2) The traditional policy of the Communist Intornatlonule In 
enforcing its world revolution and the present direction of its expansion center 
upon Asia, And since the future of Asia h?volves around China ns Its decisive 
pivot, It Is the Communist principle that In order to control the world, It Is 
essential to control Asia and In order to control Asia It is essential to control 
China. I can dochiedly affirm that In case China should he subjugated by the 
Communists, the third world war would surely follow and mankind would once 
again 1)0 precipitated into a tragic disaster. 

If the Chinese Government Is able to extirpate the Commynlst today, the 
factor lurking In Asia and conducive to the next world war will on this account 
l>e eliminated. The Chinese Communists hold armed forces, and the ruthless- 
nesB and treachery of the Chinese Communists cannot be compared with those 
of the believers In communism In any other democratic countries. In spite of 
the dilllcult circumstances, the Chinese Government has never given up Its 
responsibility towards the nation and tl)0 time adhered to International pledges 
and sense of duty and In addition endeavors to fulfill moral obligations In the 
past war against aggression. Now It does the same. I deeply believe, that in 
the anti-cornmunlst struggle, the world should present one whole front. There 
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should liavo been no difforonce between West Europe nnd East Asia In sipnlfl- 
caiice. However, In West Euroi)e, nations are advanced in industries and enjoy 
a liiKbor stnndanl of civilization, nationalism and democracy. 

Since a history of over one and a half centuries are deeply rooted In the life 
and thoughts of the people, it is far less urgent for them to rely on the material 
and moral aid from the Vnited States in their resistance against communism 
than for Asiatic races. If the American people nnd their statesmen are sincere 
in their work for the welfare of mankind they shouid start to work in the most 
vast and the most populous area whose people suffer most in their livelihood. 
There, the former should lift the living as well as cultural standards of the 
latter nnd help them to secure tlielr freedom and independence in order to spare 
niaiikind the catastrophe of the third world war. It Is particularly necessary to 
come to Asia's rescue. The center of endeavor In the salvation of Asia must be 
Chinn. This i.s the great task unprecedented In human history. I hope that 
the American people nnd their statesmen will dedicate their lives to this task. 


165 (b) 

The AmhoAsador in China {Stuart) to Secretary Marshall 

803.00/11-048 

NA^KI^o. Jtfot'cntbcr 6, 19^8 

We gathered together senior military |M'rsoiinel Jussiao nnd Service Attaches, 
who, after discussin.g military situation, were unanimous that short of actual 
cmi>Iuyiiieiit of U.S. troops no amount of military assistance could save present 
situation in view of its advanced stage of deterioration. Agreeing that employ¬ 
ment U.S. troops im{K>s.slblc, it was conclusion of group that there was no military 
.step China or U.S. could take in sunicient time to retrieve the military situation. 
It was agreed that Eu Tso-Yl could not resist attack by forces which Com¬ 
munists can mass against him in North Chinn, nnd that against Notionalist forces 
known to be of Inferior caliber in Hsuohow area, Chen Yi could reach Yangt 2 o 
lllvcr in vicinity Nanking in two weeks. 

We reluctantly reach c-oncluslon, therefore, that early fall present Nationalist 
Government Is Inevitable. It Is too early to say with certaintj' whether that 
Government will be replaced by a Communist Government or by a Communlst- 
riomlnnled coalition. In either event, we shall have to make the best of a bad 
situation ami save wlint we can from the wreckage. 

Embassy will remain Nanking unless developments indicate contrary course 
jleslroble, In whlci> ease Department’s Instructions will be requested. 

Stuabt 


165(c) 

The Consul General at Shanghai {Cabot) to Secretary Marshall 

803.00/11-2048 

SnANQHAi. Nweniber Z9, 1948* 

After discussion regarding possibility transfer of power in Shanghai [a high- 
ranking Chinese Government ofllclal] commented extensively on our China policy. 
He said he felt it was vital to our national security to keep the “flame of democ¬ 
racy” alive in China. When I pointed out many people doubted that present 
Government could win against Communists regardless of amount of aid we 
furnished, he said he fully agreed and added that Government was now detested 
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by great majurity of peoiile. He said we could be greatly uii^takeii, however, if 
we thought we could do business with Coujimuiists and mentioned Chinese knew 
that liquidation had already started la Tsinan. He tlien suggested 4-i)oint plan 
and said that in view gravity of situation C.S. shouhl demand its fultillmeni 
threatening aid otherwise. I pointed out gravity of interferenc-e in Chinese 
intorual affairs. Program follows ; 

(1) . Generalissimo should remain head of Government but suriendcr all real 
power. 

(2) . Resi)onsible cabinet should be formed representing all non-Coiniuunlst 
elements in China and should assume responsibility for war against Communists. 

(3) . U.S. supreme military adviser should be appointed in elToct to run Chinese 
armies and should be furnished with massive shipment of arms and munitions. 

(4) . Primarily to stiffen soldiers morale U.S. should lend 250 million ounces 
of silver to China to pay soldiers. 

The official pointed out that such a cabinet could make clear to Chinese i>cople 
that this was a war against foreign imireriallsm. I said that deeply moved as 1 
was bj’ plight of China I could only report what he had said to Washington. 

Caiiot 


165(d) 


The Ambassador iti China {Stuart) to Secretary Marshall 


6»3.00/12-1648 

Nanking, December 16 . f£i}8. 

Chang Chun, acting as Generalissimo's emi.<:snry, sent for me morning Decem¬ 
ber 13. He said that Generalissimo was hearing on all sides that he should 
withdraw from active control of Government and tlmt this view was shared by 
Americans; tiint Generalissimo would like iny opinion and advice on such step. 
We talked about two hours and In true Chinese fashion he did not come to p<unt 
until near end, but that was burden of his mission. He emphasized report that 
It wns Americans who felt Generalissimo should withdraw. I Anally replied 
that it was certainly impression of most of Americans that I had talked to that 
great muss of Chinese people felt that Generalissimo, as principal obstacle to 
termination of hostilities, should step down from his position of authority; that 
what people of China tliought and wanted was dominant factor in our policy 
formation. Chang Chun contlnuetl tlmt according to Generalissimo’s reports 
Americans did not believe there was any close connection between Chinese Com- 
niuiiists and U.S.S.R., nor that U.S.S.R, was backing CCP. I replied that In my 
experience Americans were sure there was close connection between aims and 
iiiethods of CCP and U.S.S.R., and that former represented faithfully policy of 
U.S.S.R. In China. This did not moan, I added, Umt in American opinion Soviet 
soldiers and technicians were actually participating in civil war on Communist 
Bide. I continued that what American Government and people wanted were 
establishment and general application of human liberties and preservation of 
independence of China. I said that the present Government should make these 
objectives theirs and should make them known to people of China as its program; 
that the Kuomintang should stond on these declared principles in ony negotiations 
with other side, and If it were able to Inspire people of China with slgnlllcance of 
these principles and recnlist their support in sacriQce and suffering and exile 
against the threat of totalitarian dominion, the National Government could be 
sure of active sympathy and support of Government of U.S. wherever in free China 
It might have to move to continue fight. I said that if peace in China could be 
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achieved od basis of human liberties and national iudopendence. well and good, 
but that there should be no compromise with principles and that if they required 
continued resistance the Nationalists would Imve the support and sympathy of 
entire non-Communist world. 

In response to sugirestlons for outside help on mediation in present stage. I 
emphasized over and over that present decisions must come from Chinese, that 
it must be Chinese initiative which either malces peace on honorable terms or 
inspires people of CTiina to further resistance of totalitarian aggression. I said 
tliat we were interesU>d in what Chinese people wanted and were willing to 
support; that is.sues must be clarified and confidence of people secured by Chinese 
leaders themselves and their i)olicles. I continued that these policies should 
no longer be on a partisan basis of for or against Chlnng Kai-shek or his party 
or bis Government, but that they should be lifted to higher non-partisan plane 
of individual liuman rights and national Independence. 

Chang Chun said he thought be understood and would think very seriously 
about what I had .said. I said that he would have to do more than think about 
It; that he and other Chinese lenders in and out of Government would have to do 
something constructive and do it fast. 

Stuart 


165 (e) 

The Ambassador in China {Stuart) to Secretary Marshall 

803.00/12>1048 

Narkino, December 19,1948 

On morning December 17 I visited Sun Fo at his request. He was extremely 
harassed. He at once said be wanted my advice as an old friend of Chinn, should 
they go on with war or sue for peace. I explained that I could not give such 
advice without implicitly representing my country aud that my instructions on 
the matter were explicit. He then asked roc to help him on personal grounds 
ns far us I felt would be permissible. 1 described the American dilemma: We 
are opposed to spread of communism ail over world and anxious to assist in pre* 
venting this In Chinn, but on other band, we cannot do this through a Government 
that lias iost the support of Its own peoples; to do so would be contrary to those 
democratic principles, tlie violation of which is a principal reason for our objec¬ 
tion to communism. In reply to further questions or comments, all of which re¬ 
vealed his genuine perplexity, I pointed out that the all but universal desire of 
the people was for peace, and that, although this could not be registered by any 
constitutional process, yet It was as evident to everyone as had been the popular 
will to resist and the consequent support of tlie Government during the Japanese 
wars; that President Chlang’s determination to resist to the end, then ns now, 
was magnltlcent in its personal courage and patriotic purpose, but that his own 
problem os Premier would seem to lie in whether to support the President, In the 
face of contrary public opinion and tho unfavorable mllltory and fiscal trends, 
or to hove the Cabinet discuss and decide the issue for presentation to the Presi¬ 
dent ; that, in other words, it might be helpful to the President if he were advised 
to relinquish his emergency powers and delegate more authority to the Executive 
Yuan, or If this were too cumbersome, to a small group who bad his confidence 
and could in some real sense represent or at least Interpret the people’s will: 
that this did not necessarily Involve tlie President’s resignation, but it ought to 
mean that the delegation of authority was complete and real. 
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Dr. Sim nski-d if 1 nii.v sii*-c ial iiifonnat inn :is to n-sult'; of .MjolaiiK- Cliiang’s 
niissioii and pmsont attitude of Ooneral Mar^linll. I io|,|ifd that 1 knew of no 
changes in Aniericnn jxilicy resiiltiiiL' from h-r vi^it to Wasliington ; tiiat tJa* 
Secretiiiy of State was still deeply soli, itoiis over fliinese aflaii s hnt that lie was 
probably very imnh perplexed us to what Anuriea could do to hclj); tliat nothing 
liioie was possible until after ('ongiess had as-einlile-l ; and that 1 ijnesji„ii,Ml 
wisdom of Chinese authorities allowing tlndr de<-jsioii> to be intlueneed bv any 
espeelation of American miliraty aid under existing conditions. 

lie then put series of (juestions as to whether ('oininiinists wanted ja'ace, or 
would abide by tiu-ir promises, or would not continim to u.se their armies to over¬ 
run China since they hatl the power, et cetera. I replied that these were all 
is'ifilieiit. but that 1 hail no answers that were more ih;in gijes»es. He asked if 
I had ;iny direct contact with the CF leader.s and when I replied in the negative 
lit remarked tluit part of the probleta was liow to reach them and a-s<ertain theii' 
views. He wondered if they were in touch with Soviet l-mbassy and w la ther he 
might not undertake to inediat**. Wlaui I rather diseouraged this approacli be ex- 
pn*ssed hope that U. S. an«l U. S. S. H. might jointly imdertake this, to wbb b I re¬ 
plied tliiit .such projuisjil would have to come from the two Chinese parties before 
it could oven be eousidiTed .seriously, but that I personally iiulliH-d to opinion that 
Chinese laid better try to find tladr own solution despite all the unite obvlotis 
difriciiltles. He remarked that any derision for peace or w.ir by executive Yuan 
woulil be subject to review by Legislative Ymici w bleb, while in a sense represanta- 
live of people, bad jihoijt one tbird its laeinbersliip uiaier CC Clique control, ;mil 
tiait it would iil.so involve min-li argument and publicity. 


I them trietl to sum up my advice* to cffe*e't that he atid bis colleagues would 
have to debate whether in view of all factors they could from now oti light e-oin- 
miiiiisin more effectively by jiiiiifary or jiolitical meibods. :ind that no ont.side 
elements <'ould or should di*ci«le* this for them nor inlinence their cbob*o; that 
1 was confldent that a very large* element of the politically conscious people of 
country were strongly against communisiu and Its ruthless totulltarlsiu policy; 
that they should think in terms of pre.serviiig Individual libertle.s and national 
sovereignty as the fundaim*ntal Issues rather than of the re*tenfion of the KMT 
and Its present letiderslilp as against some other proe*e‘durc: that I could tissure 
them of continuing Ainericiin sympathy and readiness to help In whatever ways 
seemed to lie benellclnl to the Chinese people and their national independence; 
and I was personally iiiueli more syiupatbetic than my replies to Ida questions 
might 8(*em to indicate. 


Stuabt 


165 (0 


The Ambassador in China {Stuart) to Secretat'i/ Marshall 


803.00/12-2M8 

Nanking. December 21 , 19^8 

May I outline below my personal views re political outlook In China and 
t>enring of this on American policy. This is ptirtly for recortl hut chiefly in order 
to have full botieflt of your instructions. 

As you are well aware my original hope hnel been that by military aid to 
Chlnng Government especially in form of advice upon which all else would be 
conditioned, It might have been possible to keep «ren south of Ynngt.se intact 
and clear coastal region from Nanking northward of militant Communism. It 
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would linve b<‘pn expintod that again with American technical advisers and 
economic aid there would be improvements in local Government and In people’s 
livelihood which would compare favorably with conditions In Communist terri¬ 
tory. National Government woidd guard its frontier but carry on no aggressive 
warfare neairist Communists. This would allow public opinion to take form 
ill both sections and be basis for some sort of negotiated settlement. Whether 
lliis would have proven practicable and results have justllied our efforts now is 
imiimtorial. 

Dealing with present realities one must begin as always with President 
Chiang. It is distressing to observe how completely he has lost public confidence 
in recent months and how widespread is d»*sire he retire. This sentiment is 
sliared by most iifliciais of ail ranks In Government and Is almost unlversai 
among politically conscious citiauis. OpiKisitioii to him is primarily because of 
conviction that war ns he has been conducting it is hopeless and Is bringing upon 
people almost iinen<lurable economic and other distress. View is not Infrequently 
expressed that he is best asset Communists have. It is ironical therefore that he 
refuses to turn over active direction of affairs ns he has iH’en repente<lly advised 
to do because tiiis would he in his opinion tantamount to albiwliig Communists 
overrun country. Issue Is thus confuse! in his mind ns apparently ,in case of 
many in U. S, as though American military aid to him were only alternative to 
complete Communist iloiulnation of Chinn. But it would be in violation of basic 
principle of dmnocraey to nmintnln in power man who has lost support of his 
own people. It would arouse greater sympathy for Communist cause and violent 
anti-American feeling. 

In any case our military men all seem to be agreed that such aid would be too 
late, oven under new leadership. It Is probable that resistance groups will carry 
on for some time In south and west and may form a loose federation. But our 
military aid to these would at this state be in roy opinion very unwise and would 
certainly complicate matters in coastal provinces and central area. 

Government lenders are all constantly asking what American policy Is going to 
bo or what our advice to them would be or, more insistently whether it would not 
be in order for us to advise President to retire or go abroad for trip or in some 
way eliminate himself from absolute control of affairs. Ho meanwhile is coercing 
Sun Po to form new Cabinet without delay but new Premier In addition to having 
undergone rather painful operation and being met by refusals as he InTites one or 
another of Inner circle of party members, is being thwarted by President’s Inter¬ 
ference ns he attempts to make up his list. Dr. Sun Is therefore in mood of frus- 
irnMon and Government lacks even semhlnnce of functioning Cabinet, President 
ha.s b(*en advised by various people to organize small emergency group in Cabinet 
to which ho could delegate full administrative authority while he exerted only his 
constitutional prerogatives. It is generally recognized that this would only be 
IHisslblo If he withdrew to Ruling or elsewhere under some pretext which at pres¬ 
ent ho has no serious thought of doing. However after having repeatedly tried 
without success to persuade Hu Shlh to become Premier he has induced him to 
come to Nanking for consultation. He is proposing that Hu form a sort of ad¬ 
visory group ns ’’brnintrust" but as Hu points out this would be in effect paper- 
cabinet and would have no more real power than one it would supersede. 

On December 17 I had long talks in each case at their request, with Sun Fo 
and Hu Shlh, and these only served to accentuate quandary that Government 
is In. The conversation with Hu was cspeclaliy saddening because he represents 
finest type of patriotic Idealism in his attempt to be loyal to Chiang Government. 
Hu's argument Is that Communism is so implacnhle and Intolerant, so diaholl- 
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cally tboruugb In its indoctriuudon niul mi ruthless in eiiforcirij: its totalltaruiii 
control even in China tbat Cliinii;; Kal-sbek sbouhl he suppurted despite his 
sbortcomiu;,'s because be alone sees this and bus been uuocauproniisiinj in resist infer 
it, also because lie almost alone aiiiouj; K.MT leaders has been free fruiu taint 
of avarice or other typical vices of Chinese oiticialcloni, ile believes that if 
Chiang were forced to retire Central Goveriiiuent wuuUI disintegrate aud Com¬ 
munists take over virtually on their own torins. Ho wonders therefore if Anje:i*;a 
could even now be iM.u'suaded to recall Jusmao aud assist Chiang in carrying 
on war rather than ullosv Communists duiaiiiate country and mold it to their 
own ends. Tears came to bis eyes when ho asked iih% on basis of our long friend- 
ship, to tell him what he should say to Tresidetit Chlaiig and what else lie could 
do now that he had deteruiim*d to give up aeudemic career for service to nutiou. 
I told him that ]iriinary weakness of Chiang Government was moral rather tlian 
military, in sense that troops bad lost fighting spirit and t>e<>ple had lost coiili- 
deuce in Government's ubility to provide for them as well as in cause for which 
they were being aske<l to suffer. Aim rii a was powerless under these conditions. 
I had repeatedly urgtHl uiKin i^resident Cbiung supreme imiKirtance of rallying 
public oiiinion behind him but had failed. I wondered if llu caiuld lead in an¬ 
other •*new thought movement” or “Jiterary revolution” on issues of frwdoin 
and democracy as he hud done with hrilliant success thirty odd years ago. He 
said he bitterly regretted not having used talents in this Held since V*J Day 
rather than selfishly returning, as he had, to more congenial academic activities. 
This lengthy comment is lu prepare way fiir discussion of our policy if coalition 
Government will in course of time be formed. Presumably CP will dominate at 
outset. But whether they continue to do so or will allow their original [position?] 
to be diluted or modifled will depend on number of factors. One of these is extent 
to which non-Conimtinist elements will participate and exert libo^ali^i^g In¬ 
fluence. Another is necessity for CP to adopt tolerant course at beginning be¬ 
cause of their own limitations. This wotild doubtless be nothing more than tem¬ 
porary tactics but In that period Inter-actioii betwcK^n their own ideology and 
more liberal ideas might have permanent effects. Stuact 
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The Amhassador in China {Shiart) to Secretary MarahaU 


803.00/12-20-18 

Nanking, Dccf^nbcr 29 , 19^8 

I called on General Wu Te-cben, new Vice Premier aiul Acting Foreign Minister 
yesterday morning. Uis concern briefly summed up is tbnt Government bns 
failed In Its military action against Communists; that for flrst time new (#') 
that In announcement of readiness to consider "an honorable peace*' there has 
been no response from Communists. He Is, therefore, greatly puzzled as to what 
Communists want, and what American advice Is. 

I explained on this Inst tlint American hostility to Communism and interest 
In welfare of China and her people wore both unchanged but that it was Inherently 
Impossible for U. S. to make any suggestions or promises that mlglit Influence so¬ 
lution of their present problems by Chinese themselves. I added that I bail great¬ 
est admiration for resolute will-power of Oenernllsslmo In fighting Communism 
by military means, and that, whatever decision responsible leaders should make 
as to present crisis, I hoped they would all show that same resolute will In resist- 
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ing the evils of Communism by every available means. They ought not to think of 
situation as hopeless nn<l Irretrievable. They would probably have some very 
distasteful and even bitter experiences and outlook might seem very depressing, 
but more thorough cooperation among themselves and grim determination were 
called for. They sbouhl also win support of people in whatever course of action 
they undertook. I reminded him in leaving that the U. S. was watching with 
keenly solicitous interest and readiness to help in whatever ways might seem 
JustiQable and ofTective when time came. 

In course of conversation ho raised question of the four other members of 
*'Big Five'* undertaking to niediate. and I explained cUfllculties. His mood is 
one of being quite aware of <losperate military failure and on bafflement over 
unresponsive attitude of Communists. 

He apparently is unaware of negotiations in which Vice President baa been 
involved or at least made no reference to them. 

Stuabt 

165 (h) 

The Amhasiador in China {Stuart) to Secretary Marshall 

803.00/12-3M8 

Nankiro, December SO , 19^8 

A successful formntlon of the Sun Fo Cabinet does not promise to alter pre¬ 
vailing political trends. Agitation for pence both within and without the govero- 
ment is reaching n crescendo, yet nothing can be done without the ossent of the 
Goneralissiinu. By virtue of oction by the National Assembly, the Generalissimo 
holds emergency powers allowing him to make virtually all policy decisions. 
The Cabinet can only advise and assist in implementing the Generalissimo’s will. 
Thus as long ns the Generalissimo can exercise command over Nanking garrison 
and police, he has both dc facto and de Jure authority to continue the war or 
adopt n pence policy. 

Various reports of the impending retirement of the Qcncralissimo should not 
be taken ns positive indication of the Qcneralisslmo's intentions In spite of the 
fact that he summarily removed Wu Ting-chnng, his faithful Secretary General 
and replaced him with Wu Chung-hsin solely because of the Intter's known 
ability as n negotiator and for the avowed purpose of arranging the retirement 
of the Generalissimo. In the present deteriorating military situation it may be 
assumed that the Generalissimo has given thought to pence ns nn alternative to 
continued hostilities. He Is under strong pressure to retire and It is conceivable 
that he may bo persuaded to step aside or that Pal Chung-hsl whose troops now 
garrison Nanking may force his band by coup d’etat assisted by Chang Chun, 
Chong Cbih-chung and those others demanding peace. His retirement from the 
scene Is prerequisite for any negotiations with the Communists. 

The principal motivation of governmental peace advocates appears Uint If the 
Qenernllssliiio retires, the government can negotiate with the Communists and n 
considerable segment of the present Kuomlntang can be preserved ns a bloc 
lu the coalition government. This view was strengthened by Li Cbl-shen on 
December 20 in the Hong Kong press announcement which indicated that the 
present government, less the Generalissimo, would be recognized by the Com¬ 
munists us having legal status as a temporary government for the purposes of 
negotiation. However, In the December 22 Reutor-AP Hong Kong ator 3 ’, “spokes¬ 
man for one of major groups of 10 ontl-Chlang parties exiled Hong Kong" states 
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Communists not proparecl to enter the coalition government which wouUl have 
representation from the present Nanking regime. We reporle<l December 10 
that Li Tsung-Jen has a man In Hong Kong negotiating this point and it is 
possible that LI Chi-shen*s statement is a result of these negotiations. 

However, that may be, we consitlcr it unlikely that the Communists will permit 
the Kuomintang to enter the coalition government as a bloc, but will rather j)eriDlt 
participation by Individual Kuomintnug members selected with care. As we 
see It, shouhl Generalissimo be persuaded to retire or be forced out, Li Tsung*jen 
as leader of the government would seek through his proclamation to open nego¬ 
tiations with the Communists. Ho has little with which to bargain, however, 
and we think it unlikely that the Communists will be willing to treat with him 
except in terms amounting to unconditional surrender. Their military forces 
gathered north of Nanking and already moving to encircle the city arc over¬ 
whelming. Proclamations promising safety an<l good treatment to technicians 
both within and without the government and the preciMlent set in Tsinan and 
Mukden make it highly likely that suflicient government and public utility oflicials 
would remain In their jobs to ea.so the problem of running the government which 
will confront the Communists. Even the Ktiomlntang leadership Is offered the 
opi>ortuiiity of getting off the blacklist of war criminals or at least being per¬ 
mitted to survive, by proof of acceptable service to the Communist victory. 

Therefore, with anticipated refusal of the Communists to nt^gotlate, with the 
loss of the Geiioralissimo^s leadership should he have n*tired coiniiiand, with the 
deathblow to what remains of military* morale in government forces which would 
result from publicized effort to negotiate, we l>eUevo there Is little Hkolihood 
that the government can continue to rally sufficient support to maintain resistance 
as a unit* It would be more likely to disintegrate, leaving the autonomous 
areas In the west and southwest to make their own accommodations with the 
Communists, 

The central point in the present situation remains, however, the fact that the 
Generalissimo has not yet taken the lliial stop to relinquish bis control and that 
until he has done so, bis opposition to Communism will continue ns heretofore. He 
has said that he w*ould remove to Nanchang. then Canton, and Taiwan If necessary 
and that he would resort to guerrilla tactics if forced Into It, but that he would 
tight the Communists unto death. Those insisting on peace may succeed in per¬ 
suading him that he Is harming the Chinese people by continued resistance, yet 
his deep conviction in the inhumanity of Communism with the resulting oppression 
of the Chinese i)eople may lead him to carry out his threat. It would certainly 
be a more glorious end and more in the traditional pattern than if he were meekly 
to step aside to spend his dying days In exile. 

Stuart 


166 

A Series of Chronicle SummaT^s by the American Embassy in Nanking 
to the Department of State during 194S on the Oeixeral Situation 

Nanking, Fehruary J7, 1048 . 

The Chinese lunar New Year celebrations have Just come to an end, and wo 
shall take that as a pretext for sending you this second round-up of our thinking on 
the China scene. As the Chinese arrange matters, or rather try to arrange mat¬ 
ters, everyone embarks on the New Year with a clean slate—a new suit of clothes, 
a full stomach, all debts paid afld past sins forgiven. While this may he true for 
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tfie individual citizen. It Is certainly not so for the body politic. Indeed, with tbo 
coming of the New Year, we see no reason to believe that It promises anything 
better for the p*.*ople of China than the year of the Pig, which has just passed. 

Perhaps the most siiectacular occurrences in China during the past month were 
the riots In Canton and Shanghai. The Canton nfTalr. to judge from the way in 
which the matter was handled by the Governraent*controlle<l press, had Its begin¬ 
nings in a calculatetl attempt by certain elements in Kwangtung to distract public 
attention from the domestic crisis by an npi>eal to the xenophobia generally latent 
Iti tbo Chinese intolllgcntsla and student groups. The appeal was successful, and 
tliere Is much to suggest that those who roused the feeling of the mob, went on to 
lead it to acts of vandalism. That the whole afTalr was a source of considerable 
embarrassment to Dr. T. V. Soong. could not but be gratifying to its Instigators. 
The Shanghai disorders, except for the demonstration against the British Con¬ 
sulate General, had a totally different cliaractor. Here the students of Tungchi 
VniTorsity, the taxi dancers and cabaret employee's and the cotton mill worhers 
had long standing grlevaiioos over what they felt to l)e the failure of the Govern¬ 
ment to meet tbclr political and economic re<]uiremonts. There was, and Is, 
widespread unhappiness with the economic and political outlook, which is so 
doepseated ns to spring Into unrest at the slightest provocation. Disgruntled 
at their lack of succc.ss in negotiating tliolr differences with Government repre¬ 
sentatives. they turned to force, nn<l. in the end, could only be restrained by force. 
Wo may expect more of this unless conditions improve sufllclently to Inspire hope 
of a better day. 

In recent weeks, beslde.s the disturbances In Shanghai and Canton, we have had 
reports of unrest In preiloininantly rural areas of Southern and Southeastern 
China. The perennial banditry seems to be on the increase and is occasioned we 
believe by an increasing feeling on the part of tlie common people that the Govern¬ 
ment Is unwilling or unable to improve conditions. In spite of the Increasing 
tendency on ihe part of the Government to cry "Communist” at every disturbance, 
In none of the civil disturbances of which we have heard do we have any credible 
Information that they were instigated by Communist agitation, or that In their 
totality tliey form a pattern of Communist subversive activity. This Is not to 
say, of course, that the Communists will refrain from exploiting to the utmost 
this tondencj' on the part of the people to solve (heir economic and political prob¬ 
lems by force. In addition, as civil unre.st continues, we may expect that the 
Cominunlsts will try to organize and direct It to their own ends. However, for the 
time holiig, It appears that the Government police and military can meet force 
with force, and keep the situation under control. 

The lack of confidence in the Government which Is becoming general among the 
common people, and which has occasloually resulted in open opposition, has a 
parallel development among certain military and civil officials. Here the dis¬ 
content is founded on the Qoveriimcnt's failure in the purely military phases of 
the civil war, and Its general lack of success In dealing with the problems arising 
therefrom. We have, for some time, been reporting that a deeply pessimistic 
and defeatist psychology Is growing In Government circles, and we have noticed 
through the past months as the situation has continued to deteriorate, that this 
feeling Is becoming more widespread and more profound. It is easy to under¬ 
stand how officials underpaid as they are and suffering all the ills of inflation 
(the Vice Minister for Foreign Affairs gets the equivalent of US$35.00 per 
month) are becoming more and more convinced that the differences between the 
Government and the Communists cannot be settled by purely military meanSi 
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or at least cannot be settled in a way that would leave the authority of the 
Govornmont preponderant and uiudiallenged. Basieully the Chinese are oppor¬ 
tunistic, and an Increasing number has its finger in the air to make sure which 
way the wind is blowing, 

There arc good grounds for pessimism over the Govorninent’s ability to force 
a favorable military decision. In Manchuria, Govermnent armies remain under 
siege in a few of the principal cities, and a large, well equipped relieving force 
from Shantung, which was transported by sea to llulutao, has not been able to 
open land communications between that ])ort and the Mukden area. Depending 
entirely on air transport for supply and reenforcement, and with troops and 
materiel being depleted in defensive engagennMits, the position of the Govern¬ 
ment's Manchurian armies is serious, if not critical. As this is being written, 
we learn of an extraordinary conference of native Manchurian political and 
military loaders which is to be convened shortly in the capital; extraordinary 
in the sense that tlu» Government has not. in tlie past, shown any disposition to 
forget past differences and consult with Manchurians on Manchurian problems. 
Despite the Government's announced dc*termination to hold Manchuria at all 
ccjsls, wo fool that even In Its highest ccdielons the Government is coming to 
regard its Manohuriau venture as a ver>* forlorn hojio. Thus, if the conference 
appraises tlie ilanchurian problem realistically. It can hardly do other than 
recommend the rescue of Government forces now committed there by with¬ 
drawal. If this 1.S attempted we are not altogether convinced that the oi)eration 
would bo tactically feasible. 

Elsewhere, In China proper, the Governinont’s military position is no brighter. 
In Ilopel, Gen. Fu Tso-yl's forces are mainly engngeil in constructing fortifle<l 
positions in JehnI, roughly parallel to the Groat Wall. This Is evidently in 
anticipation of a Government nnlitary collapse in Manch\irla, which would 
release Communist armies there for an offensive In China proper. General Fu can 
Scarcely' hope to defend this position In strength, and, at the same time, cope 
with the Communist armies in southern and central Eloi>ei, should they coordinate 
an offensive with a drive to the south hy the Manchurian Communists. The 
recent reappearance of regular Communist forces in northern Klangsu has forced 
the Qoverninent to concern Itself with the defenses of the northern approaches to 
Slianghnl and of the capital Itself. To the wo.st of Hankow, Iho Coinmunist.s 
even have a footliold on or near the north hank of the Yangtze, and will, in all 
llkeMljood, soon be able to interdict river shipping unprotected by naval convoy 
between Szechuan and middle and lower Yangtze ports. 

In the sphere of economics, the Government has apparently done better than 
Id its military operations. Vlgoroo.s policing of the black market in foreign 
currency, better smuggling control and a more restricted ullotment of foreign 
exchange for Imports has stemmed the advance of the Chinese dollar In terms 
of foreign currencies. However, this has operated in restraint of export trade 
and a consequent gain of foreign exchange, since prices of native commodities 
continue to spiral upwards. Also, recent measures for the centrnUzatlon of 
financial controls In the Bank of China, which thereby becomes a national bank 
In effect, If not In form, provides a more rational banking structure for the 
country, and brings It under the direction of more responsible political elements 
than has hitherto been the case. However, the one fact in the economic situation 
which Unpresses most Chinese Is^the upspring in commodity prices unaccompanied 
by comparable Increases In wages and salaries. It Is this fact, os much as any 
other, that Is responsible for the growing opponltlon of the people to their 
government. 

844538—<0-60 
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Thf flow of American relief supplies to China, wlflch is now under way. and 
the prospect of furtlier aid in the near future lias met with a mixed reception. 
The hijjher oHicials of the Government, while expressing suitable gratification, 
openly say that this aid will he of value only in so far as it may be the forerunner 
of greater things to come. At least one of the Government’s foreign economic 
a<lvisor8 has stated tliat aid as now contemplated will not ameliorate the Gov- 
eriiment’s economic plight to any appreciable degree. Liberal Intellectual and 
even business circles oppo.se aid on the ground that the Government is certain 
to misuse it. and that at best it will serve as only a temiwrary prop for the 
groups in power and so prolong a civil war which the Government will lose in 
jjny event. 

Given the conditions we have described above, there is nothing surprising in 
the fact that many Chinese, both civil and military ofliclals. as well as groups 
outside the Government, are actively seeking a means to end the civil war. 
They are aware that this can come only through a negotiated settlement with 
the Communists, but we doubt that there Is any realization that such a settlement 
woubl in all likelihood result in either a coalition government in which the 
Communists would play the d(.ralnant role, or in a territorial arrangement which 
would give the Oommunlsts time to consolidate their gains and reform their 
forces for the next offensive stake. That such an accommodation Is likely, is 
denied by many high government officials, particularly those closest to the 
Generalissimo, nowevor, we have much Information to the effect that even 
in the Army there is strong sentiment for a negotiated peace. 

As wo have stated before, the main barrier to a negotiated settlement Is the 
Intransigence of the Oonernlisslmo and his closest supporters on one hand, and 
the Communists on the other. As yet there appears to be no effective, organized 
opposition to the Oonornll.sslmo. yet such opposition seems to be forming. The 
recently announced candidacy of Gen. Li Tsung-jen for the Vice Presidency may 
well provide leadership for opposition to the Generalissimo on this matter, and. 
if General Li should be elected, he would have means for making this opposition 
effective. 

There seems to be some evidence that the Communists would, at this time, 
view with favor a chance for a negotiated settlement. They are now in a position 
militarily and politically to demand ns much or more than in 1945-1046, and the 
Government—less the Glmo—might be willing to accede to those demands. 
Also, the Communists may fool a compulsion to consolidate their political control 
over the areas they now occupy, or would receive from a negotiated settlement, 
to train administrative personnel for the government of these areas and to make 
the necessary preparations for the political penetration of the rest of tho 
country. . . . 

Thus, the New Year which confronts the Chinese people presents a picture of 
little hope, much travail, and small prospect of a solution of their problems. We 
have noted a tendency to hold everything until the extent and the character of 
the Aid‘to-China program Is known. We have endeavored to counteract this 
tendency by pointing out to all who would listen that the major effort must come 
from the Chinese themselves and tliat the best way to Insure American aid would 
be for the Chinese to initiate dcffnlte measures for their own economic betterment, 
but we have encountered expressions of intentions to do just that which were 
tinged with insincerity. • 

Narkino, March 18,1948. 

At the time our last letter was written, the Generalissimo had secluded himself 
at Killing for a winter vacation. His absence from the helm of the ship of'state 
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lasted more than three weeks, and through this period he saw no one of conse¬ 
quence In his govermnont. As may be imaginetl, this excursion in ergophohin 
gave rise to the wildest rumors, not the least sensational of which was that he had 
become convinced of his incoiui»cteucy in governing, and so was selecting bis suc¬ 
cessor. However, better informed and more knowledgeable persons agrecil that 
he had retired to consult with himself as to what measures might be effective in 
the present exigency, and that on his return to the capital he either would or 
would not promulgate radical changes in policy. If the latter were true, it was 
held this could be taken ns an indication that the Generalissimo is satisfied that 
his present policies are adequate to the task at hand. 

Over two weeks have elapsed since the Generalissimo's return. In tbl.s period 
he has made no notable policy statements, nor have wo any indication that any 
are contemplated. He has exhorted his officials to improve and purify their ad¬ 
ministration of public alTairs, and he has Informed the nation of the government's 
intention to defend Manchuria come what may, but be has in no wise indicated 
that he has any new solution fur the tasks confronting him. If this be so, and 
we arc of the belief that it is so, we take it as an Indication that the Government 
has DO new solution, and so we can see no reason to hope for a halt in the processes 
of decay and disintegration which have characterize<l the China scene these past 
several years. 

We have not noted, since our last letter, any particularly spectacular examples 
of further disintegration in the Government's over-all imsition. However, the 
decline continues, and there is little doubt but what the Government will soon be 
faced with new crises. What Is, perhaps, the salient characteristic of the Govern¬ 
ment's present situation is the fact while certain of its lenders have excellent and 
feasible plans for solving certain si>ecific problems, there docs not exist in the 
Guveiuiment a complete and dynamic leadership to integrate such plans, imple¬ 
ment them and carry them out. For example, Gen. Wei Ll-huang, the Govern¬ 
ment commander in Manchiirln, has an adequate plan for the continued defense 
of the Mukden area, yet the Government shows no signs of meeting Wei's fairly 
modest requirements. At the same time, Manchurian lenders have advised the 
Government that much support could be won from the Communists in the North¬ 
east if the people of Manchuria were given more responsibility and authority In 
the management of their own affairs, under their own loaders. liy way of reply, 
the Government offered honorary titles to the Manchurian leaders, announced Us 
intention to bold Manchuria at all costs, and seemingly imid no heed to this advice. 
Similar examples of the attitude of the Government to the problems of China 
proper could he clte<l at great length, an attitude expressed In a policy of passive 
resignation to the many vicissitudes confronting it. 

As we have reported before, the people of China, both nfllcinls and ordinary 
citizens regard with increasing disfavor this government which tioes not goveni, 
or at most governs through inertia. Bitter criticism of its leadership is com¬ 
monly expressed. The Generalissimo, once regarded us the unfortunate victim 
of incompetent advisors, is now viewed ns personally responsible for Ills countrj’’s 
Ills and feeling runs strong that any great prolongation of his leadership must 
certainly Involve the entire country in ruin. In this situation many ofiicinls, 
particularly those outside the capital, believe that the time has come when they 
must look to their own Interests as a matter of self preservation, and are so 
proceeding to develop a direct and personal control In the regions where they are 
assigned. We have been Informed that Dr. T. V. Soong now seeks to Increase his 
military resources in Kwangtung, and to integrate Hunan, Kwangsi, Kiangsi and 
Fukien Into his province. In Hopei and Chahar there is some evidence to suggest 
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that (Jen. Fu Tso-yi may alreaily have attained some degree of independence from 
Nanking control in tlie military sphere. Likewise, the Muhammadan leaders 
in Ninghsia show signs of questioning the authority of the Central Government, 
and in Shantung the provincial governor, Gen. Wang Yao-wu, has been openly 
critical of Government imlicies and has evinced a desire to seek American aid 
on a semi-lndoi)endent basis. From these and similar indications, we conclude 
that local leaders in several parts of the country are, from lack of faith in the 
Central Governiuent to c«nitinue to perform its functions, beginning to exhibit 
particularistic teudencles. 

Besides this new growth of regionalism, wo note, os wo have reported, that 
(he Government s ineptitude, particularly as regards the prosecution of the civil 
war. has brought some olhcinls to consider the advisability of a mediated settle- 
meat with the Communists. Uespite ulliciul Government denials, through Its 
recent military attache. Gen. Itoschin, the Soviet Government Informally sug¬ 
gested to certain Government lenders that the good offices of the Soviet Union 
«-iiiild he obtained to arrange a mediated end to the present civil strife. The fact 
lhal, suh.sequent to his having made this suggestion, the Government, aware that 
he had done so, accepted General Roschin as tlie new Soviet Amhassudor to China, 
leads us to believe that aeeommodatlon with the Communists mu.st be favored by 
many inllueiilial pt^rsons within the government ns itreferable to a continuation 
of tlie status qtio. The Chinese with whom we talk are of the opinion that aecom- 
iiKjdallou means caalltion government, and that through participating in a 
coalition g«ivernnioiit the Communists might come to control all of China by 
political ujenns. Yet. faced ns they are with mounting defeats in the civil war, 
and with the most colossal chaos In the administration of the nation's affairs, 
they cling to a forlorn hope that more can be salvaged from a mediated pence 
than wotild he saved If the entire country were to fall Into Communist hands as 
tlie political (Hslntcgrntlou develops. 

The fact that at least some members of the Government look with favor on 
a Soviet offer to mediate an end to the civil war does not, In our opinion, neces¬ 
sarily indicate a llrm trend fi>r the Government to orient itself toward the Soviet 
Union, ratlier than tlie United Slates. Soviet mediation would, we feel, be 
accepted by non-Communist Chinese only with great reluctance, and only If It 
were clear that tlie negotiations witli the Communists could come no other way. 
Kxcept in very limited circles, the U.S.S.R. has no following in non-Communlst 
China, and it Is almost universally feared, disliked and mistrusted there. How¬ 
ever, the possibility remains that Uie Soviets may succeed, perhaps through the 
Insistence of their Chinese party, in forcing the Government to accept them as 
mediators. 

In this situation, the slow increase of anti-American sentiment In the country 
is noteworthy. The origins of this sentiment are complex. In its most vocal 
expression, as It occurs In the statements of such public personages as Dr. Sun 
Fo, it Is but little more tbau Irresponsible and malicious talk. In other Instances 
it Is probably the result, direct or Indirect, of Communist propaganda which 
reiterates the simple, but cllectivo, theme of the Alliance between American 
Imperialism and the rapacious and corrupt reactionary, Chiang Kai-shek. Effec¬ 
tive ns the Communist propaganda Is, it largely serves to reinforce a common 
cunviclioD, which we have referred to elsewhere, that the Generalissimo is, in 
fact, leading Uie country to ruin and chaos, and that he could not do so If It were 
not for the support which the American government has given him. Regardless 
of the validity of this idea, It Is, as we say, commonly held. Although It Is not, 
of course, found In the Government controlled press, this opinion (s held by the 
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iotellectuals who staff the press, and so onuses iJiein to attack us and our 
policies for otlier matters, not directly pertinent to this issue. 

As we linve sufr^ested above, the main political issue before most non-Com- 
munist Chinese today Is how a settlement with the Communists can be reached 
which will leave a maximum of political control with non-Communlst elements. 
It seems clear now that even those Chinese who are most strongly anti-Com- 
munist feel that this must he achieved by political means since it cannot be done 
t^y military methods. At the moment, the principal harrier to a political settle¬ 
ment is the Generalissimo and some of his closest followers, for, even though they 
might be inclined to accept sucli mcosnres, there is no likelihood that the Com¬ 
munists would negotiate with any government led by the Generalissimo and 
participated In by some of Ills associal^ns. In the.«e circumstances, the question 
arises ns to whether the Generalissimo would retire so as to make such negotia¬ 
tions possible. We feel sure that he will not do .so as long ns he 1ms any hope 
that our military assistance to him will be of a scale and scope sufheient to allow 
him to gain a military decision or to prolong the civil war until such time ns 
other events may force us to intervene decisively in his favor. 

However, regardless of the fact that the Generalissimo may himself decide to 
deiiend on a military decision for a settlement of the civil war, there are some 
strong indications, as we have suggested, that he may not be allowed to do so, 
for oppo.«iltion to this course of action continues to mount, and Is becoming con¬ 
crete and organized. It Is In this connexion that the vice-presidential candidacy 
of Gen. Li Tsung-Jen Is signlficanL General Li's candidacy was announced with¬ 
out reference to tlie Generalissimo. He Ims attracted support from Dr. Hu Shlh, 
from other academicians and intellectuals, and, we believe, from many political 
personages of Importance. There Is some evidence to suggest that he will have 
a largo amount of support from army circles, and possibly from Marshal I^l Cbl- 
shen and his followers. General Li’s principal opposition lies In the C. C. Clique, 
which will support Yu Yu-jen. It i.s likely that Yu will have the Generalissimo's 
backing as well. Since the election will be held in the Legislative Yuan, which 
is almost entirely packed by the C. C. Clique, it Is likely that Yu will be elected. 
However, this cannot be taken as a certainty, for provincial lenders will exercise 
much influence over provincial delegations, and a real contest may develop. In 
any event, dissatisfaction with the activities of the Government’s leadership will 
be freely expressed. 

As will be noted from the foregoing, we are now entering an era of political 
change In China. Not nil of the forces which make for this change are Immedi¬ 
ately clear. Though some of the larger outlines are beginning to emerge, any 
comments as to how current trends will work out must bo highly speculative. 
However, we are on relatively sure ground when we point out, ns we have obove, 
that present Government leadership Is In the process of being repudiated by those 
who have formerly supported It; that opposition to this leadership Is becoming 
concrete and organized, and Is primarily hosed on opiwsltlon to the Government’s 
policy of settling the Communist question by military moans: that the present 
leadership must almost certainly go unless actively sustained in power by us; 
and, that If there Is a change In leadership, the new leaders will reach a political 
settlement with the Communists which may very likely result In some form of 
coalition. 

Nankiko, ildv If J 94 S 

Whatever the ultimate result of the recent session of the National Assembly 
and the electtons of the first President and Vice President under the Constitution, 
it seems to me that two phenomena were made clear: Firstly, the Qlmo, by 


908 


U. S. RELATIONS WITH CHINA 


masterful political stratepy. coupled. I believe, with at least a certain amount of 
sincerity, refused to be a candidate for the Presidency, with the result that he 
nnds himself elected to that olhce with conllrmed authority, albeit somewhat 
battered by the fray. He succeeded in establishing his Indlspensablllty at this 
singe, even though his policies have been repudiated, and in demonstrating that 
he. and he alone, can hold together the present governmental structure based, 
ns it Is. on the support of more or less In^lependent Generals, with their more or 
less personal armies, who are restrained from declaring their complete regional 
autonomy by self-interest, of course, hut also largely by Uielr loyalty to the 
Genernllsslino. Should he disappear from the scene at this time, they would 
Inevitably revert, I believe, to the regionalism that existed prior to the march 
north of the Kuomlnchun and we would see an era of «a«fe qui vcut. 

Secondly, the liberals, or the reformers, or whatever you wish to call them— 
those who were rapidly becoming desperate In their desire to bring new life Into 
a government that was slowly, but surely, committing suicide—were able to 
demonstrate and make elTective their strength by rallying behind LI Tsung-Jen, 
who has emerged, whether he Is qualified or not, as the great reformer, and elected 
him Vice President despite the most violent efforts of an efficient CC Clique 
inaohlne, supported by an irate, but arrogant and not too adept Generalissimo. 
The reacthmnry, who ngr«*cd to a secret ballot In that election, will now rue the 
day he <lid so. I am told that when LI Tsung-jen's strength became evident, the 
Generalissimo called Chen Ll-fu on the mat and there were heated words as to 
why Chon had not been able to control the vote as he had promised. Maybe 
now Chen will once more, as he has In the past, express a desire to visit the 
U.S. to study '‘democratic In.stltutions”! 

Our interest during the past few weeks, has. of course, been largely centered 
these meetings of the National Assembly. Its activities have had pride of 
place In the press and have formed the topic of conversation everywhere. Even 
I he sliopkeoiKir, avid for his gain, kept one ear on the radio, while the other was 
listening to his customer. Also, wherever there was a loud-speaker on the streets 
of Nanking, crowds could be found listening to the results. 

Going back a little bit, our Information Indicates that In the elections to the 
National Assembly and to the new Legislative Tuan, ns well ns during the first 
meetings of the Assembly. It was evident that the party bosses of the KMT 
regarded the establishment of constitutional government as au exercise in 
machine politics. It was obviously their Intention to use the party machine 
and the prestige of the Generalissimo to control the new Government as they 
had the old, and they were prepared to use whatever means were necessary to 
accomplish this end. They were aghast, therefore, when the Generalissimo, 
without, I believe, real prior consultation with his supporters, announced his 
intention not to stand for President. It was the decision he had made In Kullng 
over the Chinese New Year and which had been long and expectedly awaited 
although no one, I believe, had previous knowledge of the nature of the decision 
be had made. To the part>’ machine, the Generalissimo was an Indispensable 
man. He bad helpe<l create and bad protected the machine and since he ruled 
through it, it was indispensable to him as well. The Whampoa Generals, the 
Paotlng Generals, and the Generals of no Clique whatsoever. Including the Mo¬ 
hammedan Generals of the We.st, all of whom care little for the Nationalist 
Government. Insisted that if be left the Ship of State, so would they. This 
situation cannot have been unknown to the Generalissimo, and it is for this 
reason, even though we do not question his sincerity, that we credit him with 
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a masterful political tactic wheu he refused to stand for President. Having let 
himself be persuaded, which. If our ns.«uniption is correct, was not a difficult 
task, that he was indispensable to the country, the cireunistan(x*s of his past 
forced him once again to strive to bring the party machine with liiiu In full 
power into the new Governntent. to exclude it.s oj)ponents. and to amend the 
Constitution so as to make the new Government susceptible to his personal 
control as Inul been tiiat Government which was pas.sing. Through an amend¬ 
ment to the Constitution, he obtained the full powers necessary to maintain 
his personal control and ho sought continued 7 'ower for the party machine 
tljrough his support of Sun Fo for the Vico Presidency, with every indication 
that tiie party machine would find some way to see that Sun Fo remained also 
as the elected President of tlte I/Cgislatlve Yuan. 

The machine had rigged the elections to the National Assembly and had thus 
retained an almost solid bloc of delegates which could be strictly controlled, 
and which inclutled politically experienced individuals well able to stir the 
Assembly and to control its deliberations. Also, it liad at Its disposal a disciplined 
corps of political workers skilled in such minor political arts ns bribery and 
Intimidation. It had a controlled |)rc.ss, which could he counted on not to 
erpose its more flagrant violations of the amenities of democratic procedure and 
it had at its service, at least so most delegates thought, the secret police. 
Finally, through its aflilintion with the Whampoa Generals, un atfitiation so 
close as to make them, to all intents and purposes, a part of the machine, it had 
with it the bulk of the Army High Command. 

Thus, the party machine was an organized i>oIitica! force of no little magni¬ 
tude. Yet it was committed In support of rcuclioiiary principles, which hud 
been implicitly, if not oiienly and explicitly, rejected by tlio rank and Ale of the 
KMT, and by indeiwndeot individuals and groups within Nationalist China. 
Tliese principles Involved essentially the perpetuation of the personal autocratic 
rule of the Generatls-slmo and his closest followers. 

The opponents in the KMT of this reactionary leadership had, and still have, 
DO colicsive organization. Sucli union as is found among them is bused on their 
common dissatisfaction with the Government’s lack of concrete achievement, on 
their well-grounded fear that the Government, as at present constituted, cannot 
prevent the further spread of Conmiunlsm. and on their belief in democracy 
and in constitutional government. A benevolent despotism hud remained despotic 
while ceasing to be benevolent. The community of interest and views among op¬ 
ponents of the party machine would not, in the ordinary course of events, suflice to 
move them to united action, yet the flagrant intervention of the machine in the 
elections and the all too obvious interveution of the machine and of the Generalis¬ 
simo in the deliberations of the Assembly and in the Assembly's Vice Presidential 
elections, moved most delegates to consider ways and means of protecting their 
Interest and of representing their constituents. 

As a result, revolt against party solidarity developed. The clash cante to a 
head in the Vice Presidential elections. Independent delegates had shown dis- 
gruntlement when the party machine, during tlie meetings of the Assembly, had 
successfully prevented free debate of the shortcomings of the Government, and 
they felt furtltcr frustration when the Generalissimo and the party machine inter¬ 
vened, all too openly, to prevent the election of Li Tsung-Jen. (We ore told 
on good authority that the Generalissimo called In LI Tsung-Jen and demanded 
his withdrawal and that at one stage he offered Cb'eng Ch’ien, who was running 
third, complete reimbursement for all his campaign expenses If he would withdraw 
In favor of Sun Fo.) The frustration of these independent delegates and of the 
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disgruntled members of the KMT coalesced in supi>ort of Li Tsung-jen as the one 
who had campaigned for reform. 

Aroused by this evidence «.f mounting dissatisfaction and orgainzc*d opposit on. 
(he KMT machine threw all its re.sources into the battle, vilifying LI and intimi¬ 
dating his supporters. These tactics aroused violent resentment and Li. in a 
masterful manoeuvre, announci-d his withdrawal frotn the race in order to demon¬ 
strate clearlv the imttire and source (►f the attacks to which he and his supporters 
were being subjected. There is evidence that his withdrawal was concerted with 
that of Ch’eng Ch'len. As was anticipated, Li’s move, supported by that of 
Ch'eng Ch’ien, gained the sympathy of the general public and of those delegates 
to the National Assembly not under strict machine control. Blame for tlie 
sitiirttlon was Increasingly on the Guncrallssluio, and since Cheng Ch en» 

the only other nonmaehine candidate remaining In Uie race, had withdrawn in 
sympathy with Li. the Generalissimo was forced to direct Sun Fo to withdraw his 
candidacy as well. Also, In order to persuade Li and Ch'eng to re-enter the nice, 
the Gimo was compelled to give absolute assurances, both private ns well as 
public, that the Vice rrosidentiul race would henceforth be free and without party 
duress, each member of the National Assembly being allowed to vote ns bis con- 
.'^elence dictated. Iiicldentnlly, to make sure the Generalls.slmo dldu t go back 
on his promises, the Assembly delegates took elaborate precautions to see that 
the vote was not only secret, but that the ballots were also accurately counted. 
The result of all this, as is known to you, was the election of Li Tsung-jen as 
Vice President by 1-13 votes (1.138 to 1205). or. In other words, a photo finish. 

It remains to be seen whether the emergence of LI Tsung-jen, ns what might 
be called lender of a reform group, can be cotiflrme<l. Those who supported him 
are of divergent views, and of his qualities as a political lender, we know little, 
though ho shows promise. Wo can only hope that these stirrings of democracy 
which were so evident In the Vice Presidential election may grow into legitimate 
ami olTectIve opposition to the reactionary elements in the Government. What 
existed as opposition to the Genornllsslmo and to the KMT party machine was, in 
essence, we believe, a demaml for change and reform which had not yet become 
an organized political force. Having shown sufficient strength to elect Li Tsung- 
jen ns Vice President In spite of the strenuous efforts of the CC Clique, backed 
by the Generalissimo, the reformers now have a spokesman, and their chosen 
lender can speak with authority If he plays his cards well. Nevertheless, the 
Generalissimo and the machine control the key posts in the Government, and how 
I hey will accommodate theinsolve.s to the pressure for change remains to be seen. 
We can only hope that the liberal elements which have thus expressed themselves 
will be able to assert strength toward reform within the Government and within 
the country sufficient to give some hope that the present onsweep of Communist 
expansion may be checked and some day reversed. 

In the mountline the lull In military activities does not warrant, we believe, 
any confidence In the abllUy of the Government at the moment to checkmate 
any Communist move which Communist strategy may dictate. The Generalissimo 
announced on New Year’s that the Communists would bo of no military importance 
between the Yellow and Yangtze Rivers In six months. Yet months have gone 
by and we see little sign of action toward accomplishing that end. Welbslen in 
Shantung, the first walled city to go by frontal attack supported by heavy artil¬ 
lery, Is only one more example of the Incapability of the Notional Leadership to 
direct an olTenslve. Here, ns elsewhere, the Nationalist troops encamp behind 
walls and wait for the Communists to come pick them off. Present Indications 
are that the Communists may by-pass Mukden, and strike toward Chtnhuongtao. 
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Yet we see no real activity to counter tills move. Fu Tso-yi In Peiping, ns has 
Wang Yao‘Wu in Shantung, is showing IncToasiiig tendencies to\var<l iiulepen^l* 
cjico, and we find it difhcult to helieve that he will romuin in that area under 
serious Communist threat. Wo are wateliing the situation closely lu hope that 
we can give Americans in that area suniclent advance warning should we b^*conie 
convinced that Fu Tso-yi will not tight, but will withdraw toward Clmbar and 
Suiyuan. \Vang Yao-wu has already warm'd Americans in Shantung to seek 
places of safety, and the situation in Central China looks none too good. l*horo 
are already creditable rumors that the Communists have penetrated south of 
the Yangtze and that we will bo hearing in due course from new concentrations. 
Unless some means can l)e found to revive (be spirit of the Nationalist trO()ps 
and possibly. Just barely possibly, Li Tsung-jen and bis backers may be able 
to accomplish (bis, there seems little hope of effective resistance to continued 
expansion of the Communists whore and when they will. 

We have been Interested In the failure of Koschlii, the former Soviet Military 
Attache In Nanking, who ha.s been Soviet Aiuliassaflor Designate here, to return 
to Nanking. We were told the other day that he has asked for a vl.sa and Is ex¬ 
pected here early in May. We feel that the timing of his arrival has some mean¬ 
ing, but as yet we have no good guess. 

One element in the LI Tsung-Jen candidacy which has worried us, has been 
the possihillty that he might seek an accoiiinuHlatioii with the Communists. an<l 
there is recent evidence that lie may have had, and may maintain, contact with the 
KMT Revolutionary Committee In Hong Kong. It is not entirely beyond the 
realm of possibility, therefore, that Roschiir.s return to Nanking at this time may 
in some way be connecte<l with develoiunents in the National Assembly, 

Nanking, June Ji, J948 

Although the military situation has been deteriorating at An alarming rate 
during the past month, the attention of Government leaders hns heeii directed 
almost entirely to {lolitical maneuvering and the election of a new Government. 

With the selection of the Premier and the Cabinet, Government under the new 
Constitution has Anally come into being. The personnel of the new* Government 
Is largely recruited from the old, and the now elements present are so dominated 
by the groups which hold power before that no far-reaching changes in polliy' are 
likely. 

In general, the reaction of the country to the new Government Is most unfavor¬ 
able. We have board few expressions of faith tlmt it is eoiniKdcnt to Improve the 
situation, and there Is much talk that It will soon be replaced. When the National 
Assembly met, It w'as hoiicd by many that somehow, through its deliberations, 
Q political renaissance would be effected, which w*ould culmiimle in the creation of 
a strong Government capable of halting the spread of Communism. Tlie General¬ 
issimo was given extraordinary powers to achieve this end, and his critics offered 
their advice and their services to a.^^sist him. What was wanted of the Generalis¬ 
simo was dynamic, effective leadership. The Generali.sslmo, however, has failed 
to respond to this demand. While he has retained his almost unlimited authority-, 
he has come forward with no new program. His rejection of the services of LI 
Tsung-Jen as an advisor, and his continued reliance on Incompetent men to head 
the new Ministries combine to convince most people that his leadership will con¬ 
tinue to be uninspired and essentially disruptive. Since It has become apparent 
that he Intends to continue his pcrsonol rule, and hns no Intention of responding 
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to the popular deniantl for chaiiirc, wl(lesi>rcad dissatisfaction develops, and the 
Generalissimo has become more unpopular than at any time in his career. 

In view of this increasiiij? dissatisfaction with the Generalissimo and his Gov¬ 
ernment, it is surpri.sing that there is no apparent popular demand for his 
removal from office. The opposition elements witiiln the Government talk mainly 
In terms of supplanting the C. C. Clique and of offering the Generalissimo better 
and more di.slnterested advice. If there were oiK>n ngltation for the Generalls- 
sinio's roaioval, ratlier than covert dis.satisfactlon wltli hi.s rule, Li Tsung-Jen and 
certain group.s in the Government would probablj' respond to it. But there Is 
no popular, open movement in this direction, although the Gonernlisslmo loses 
In prestige each day he fails to provide that leadership necessary to rally the 
people in defense against Comiminlsm. The prevalliiiR mood is one of despair 
and resignation to what is regarded as the inevitable victory of Communism. 
Furthermore, there is a growing belief that Communism would be a not unat¬ 
tractive nlterrmtlve to the present ineffective regime, particularly since such a 
change would bring with It an end to civil war. 

A.s an accommodation with the Communists might be expected to include the 
removal from the scene of the Generalissimo with whom the Communists may be 
expected to refuse to deal, the question of his successor Immediately arises and 
there is no obvious person available. The Generalissimo has dominated the 
scene for so long, no one stands out ns capable of replacing him. Li Chl-shen 
of the Kuoinlntnng Revolutionary Committee is. of course, “avnllnble” yet we 
have no way of gauging the strength of his support. It might easily bo someone 
within the Kuomlntnng Itself. Nevertheless, we find it difficult to believe that 
the Generalissimo can he removed from the scene except at the expense of national 
unity. It was denionstrntt'd most clearly in the I’resldcntlnl election that it is 
the Generalissimo that hohls this vast country together and that without him It 
would likely fnll^pnrt. Should be leave the scone and should regionalism result, 
the Communist task would In? made much more easy. 

In the iiiintnry Held, it is obvious that (he Communists continue to gain and 
the Government appears Incapable of saving that part of Chinn not yet In Com¬ 
munist hands. The military position of the Government Is deteriorating rapidly 
and has become critical in several areas. The Government armies In Manchuria 
are virtually Isolated, must Inevitably be contained in their present positions by 
siege and cannot Influence the military decision In Chinn proper, even though 
tneir capitulation should l>c long postpone<l. The Communist offensive In Jchol 
is succeeding In reducing the local Nationalist garrisons, and I'Ni Tso-yl finds him¬ 
self under heavy attack along the Johol border. While General Fu should be 
able to stop the Initial assault against his northern defenses, the fact that he 
has large Communist armies on his flanks and his rear makes his situation 
dangerous. It is probable that, ns the campaign progresses, the Manchurian 
Communists will be able to secure a foothold on Utc North China Plain. 

Except for a minor Nationalist victory In Northern Klangsu, there have been 
no Nationalist successes through the past month. A large Communist concen¬ 
tration has crossed the Yellow River without opposition northwest of the junction 
of the Lunghni and Tslnpu rnilronds. The Tslnpu has been cut near Tnlan, isolat¬ 
ing Tsinan. Lin-yl, the last Government garrison In Southern Shantung, Is now 
under attack, and Is not expected to offer prolonged resistance. The Communists 
are In sufficient force just north of the Lunghni to besiege Hsuchou, or to by-pass 
that point and drive toward the north bank of the Yangtze, near Nanking. While 
their Intentions are not yet clear, the latter move remains a strong possibility. 



AXNEXES 


913 


Observers report no improvement in the morale of the Nationalist forces, now 
nt a dangerously low ebb. Field Commanders and troops are unwilling to fight, 
except as a last resort, and large-scale defection of combat elements confronted 
with battle can be ex|>ected to continue. While the Oovernmenfs military situa¬ 
tion has probably not yet become critical in the sense that a general militjiry 
collapse is imminent, only inspired and dynamic military leadership can long 
postpone, let alone avert, that eventuality, and there are no olficers having such 
qualities in positions of authority. 

The general public is well aware of the continuing deterioration in the political, 
military and economic spheres and is disillusioned and despairing of improvement. 
In this situation, the notion th;it stability can come only tbrougb the ces.sation of 
tlie civil war has become an itlce fixe, the currency of which spreads rapidly. 
Thus, the pc‘Ople of Nationalist China become less and less inclined actively to 
resist Communism. In this state of mind, our China Aid Program is condemned, 
even by its direct l>eneficiaries. ns a factor prolonging the civil war. Since the 
Government prohibits anti-clvIl war propaganda, this condemnation of our aid is 
sublimated and transferred into an attack o!j our policies In Japan by student 
groups and other elements of the population. This nascent anti-American feel¬ 
ing Is, of course, exploited and fanned by Communist propaganda organs, and is 
further fostered by some elements of the Governmeiit-controned press, which 
uses this means to distract attention from the Government's own shortcomings. 
There Is Inherent in this situalion a very grave danger to the American po.sitlon in 
China. We still Imve in this country a large backlog of good-will, particularly’ 
ittnung the educated classes. However, in their present suffering the people of 
China do not discriminate betwwn fricud and enemy. Nor do they clearly per¬ 
ceive where their Interests lie. In tlie eyes of many Clilnese, we bear the onus 
for supporting and keeping in power an unpopular regime which does not have the 
Interests of the country at heart. We are blamed for preventing its replacement 
by a government which promises, as they see it, to bo an iniprovoment. And we 
are further condemned because the regime wc support patently fails to meet the 
minimum requirements that any people asks of those who rule It. This state of 
mind, we believe, is playing no small part in the present student aiiti-Americun 
cumpuigD. 

On the other hand, recent reports from Communist territory indicate that 
the Communists have difficulties of their own. The principal of these is a 
shortage of qualiUed administrative personnel for political posts, and a luck of 
personnel with the more advanced economic skills. Their revolutionary pr<grum 
and prt^ugandu are now designed to secure tlie support of potential adminis¬ 
trators, but the violence and brutality which has characterized their political 
activity continue to alienate many.^ However, in appealing to administrators and 
to persons possessing knowledge of advanced agricultural, industrial and com¬ 
mercial techniques, the Communist leaders have had to Jettison their practice of 
economic egalitarianism. This costs them at least some of the support of the 
ngrbriun and industrial proletariat which forms the mass basis for their revolu¬ 
tion. Although the Communists have been Mpcctacularly successful in the military 
sphere, their victories have been over a most inconipetent opponent. Should the 
efficiency of the Government armies be restored, even to its war-time level, the 
Communists could no longer hope for cheap victories. Indeed, as the military 
situation now stands, the CoDimunLsts may he forced to undertake campaigns 
involving formal, positional warfare. The CoiniuunLsts have yet to win u battle 
under such conditions, and should the Government armies dictate the conditions 
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of battlf, as tlioy are capiible of doiUf{. some large Comiminist defeats can be 
anticipated. 

It is a black picture, yet in tbe flimi analysis, we incline to the belief that tbe 
sitnation of tlie Government, critical lliougb it is, is not entirely Iwyond repair. 
The adoption of only a few positive policies would improve its position immensely. 

W bat the Government now .suffers from as much as anything is tliat its own 
I)trs(Uinel and its own supixirters Imve no coiifldence in it. To cite a single 
Instuneo, a high ranking Cbinese Government Army officer has told one of tbe .staff 
officers of AAG thtit the Executive Yuan is refusing to provide funds for certain 
military expenditures on grounds that Uie civil war Is already lost. 

^^'e are doing wliat we can to btilster morale in Government circles and we are 
leaving no stones tmturmtl in <iur efforts to assure that advantage will be taken 
of the resjiile affonled by the Aid to China rrogram to institute the reforms 
and find tlie lemhuship necessary to rally the people and encourage them to 
resist Communist expansion. If those vast numbers who do not want to be 
Cuumniiiists can be given even one ray of hope it may yet be possible to turn the 
tide thougli time is rapidly running out. 

Nankino, Auffuat 24, 194^ 

In recent weeks the Cliinese polltioul scene lias been characterizetl by obscurity. 
Trends and developinent.s wliich had been clear and traceable became less evident, 
and the various di'tliilto pnUeriis of iHiIitical ncllvity which we had been watching 
b<K.-nme ill-defined and iiidi.stinct. It became evident, however, tlmt certain 
stabill/ing factors are bt^itining to retard the ivcent rapid decline in tlie Govern- 
inont’s position. We do not foid thnt these factors will be permanently elTecUve 
In the sense that they will halt once and for all the general deterioration per¬ 
vading Nationalist Chinn. Disintegrating forces are still dominant. However, 
we feel that the Government is in somewhat less danger of collapse than was 
the case a month or six weeks ago. lii fact, the Gimo and his new Cabinet under 
Wong Weii-hao are showing signs of determination to survive. 

The principal dangers to the Government continue to be the progressive deteri¬ 
oration of the military situation, the prospect of n breach In Nationalist ranks 
through the formation of regional political associations, the crisis in the national 
economy and the inability of the Government to exercise effective political con¬ 
trols In many spheres of public and private activity. Tlie Government is well 
aware of the gravity of this situation, and. In its own way, is developing means 
for meeting it. 

The most important recent event, of course. Is the series of financial and eco¬ 
nomic measures promulgated by the Executive Yuan on August 20. A new cur¬ 
rency called the Gold Yuan is established, the bank notes themselves being the 
so-called Sun currency which was actually printed about three years ago. CNC 
is to be converted to the Gold Yuan at the rate of three million to one, and the 
Gold Yuan Itself has a gold content valuation which works out at four to one 
U.S. dollar. The Government announced thnt this currency will be backed by 
holdings of bullion, specie and foreign exchange amounting to U.S. $200,000,000 
and the pledge of securities in Government-owned enterprise, on which latter a 
valuation of U.S. $300,000,000 has been placed. There is a provision that the Gold 
Yuan cannot be Issued in an amount exceeding tbe vatne of this backing. At the 
moment this is academic since It is calculated that the U. S. dollar value of total 
CNC and NEC outstanding is only in the neighborhood of U.S. $70,000,000. The 
difference between thnt sum and tbe total “backing” Is tbe authority to the 
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printing presses to meet tlie cioficit in the coming months. So innclj for the 
highlights of the currency measures. 

The currency reform was accompanied by a series of measures designed to 
accomplish the iiear-baLincing of the Gorernment's budget, and the reduction 
of the export-import deficit. Many of these measure.s invtdve future eK-cutory 
acts, clarifying regulations, and the establishment of onforcemeut machinery. 
Exports ore to bo stimulated, imports cut. wages and prices frozen ns of the 
August 11) levels, strikes banned, and lioldings of gold, silver, and foreigti cur¬ 
rency, at home and abroad, are to be nationalj/.iKl. In connection with the latter, 
•there Is a whale of an itiformer’s fee: to wit. -tO^o of tlie Government s n-covery 
in any Lndividaal case. 

All of this represents IVutig Wen-haos sui>reme effort. It has been received 
so far with complete skoiiticlsiu by .sophisticjites and some genuine expressions 
of hope and relief by rick-shaw bo.vs. Real effort is being made to appeal to the 
patriotism of all the Chinese i)oople ami the Gimo has thrown his full Ittlluenct* 
behind it. It might work, but if It does it will only be bwause the Government 
executes tlje program wifli ruthlossness, courage and effectiveness. 

So far as the future of the Gold Yuan Is concerned, it si^ems to us the only 
real change is. first, the n<*ceptnnce and legalization of the black market rate 
as the new official e.vchange rate. If internal prl«ps can be, in fact, frozen as Is 
the intention, this should Imve a hlglily beneficial cffiK-t on exports. The second 
accomplishment is nominal. It is the removal of the <Iaily inconvenience which 
ha.s been entailed in handling balc.s of CNC for even minor transactions. Other¬ 
wise, the basic factors remain ju.st what tliey were before the measures Avere 
promulgated; there is no tnore backing to the new currency than existed for the 
old, and the budget of the Government is Just as hopelessly out of balance today 
as it was last week. Wo don’t want to apiwar unduly pessimistic, but our guess 
Is that we will haA'e a very few weeks of relative stability in prices and then 
the now Gold Yuan will start sliding in terms of the U.S. gold dollar, picking 
up Avhere the late, iinlnmented CNC left off. 

In the military field the Government’s efforts continue ineffectual. The bulk 
of its field commanders have proven themselves lucompeti-nt in battle, and 
ignorant or neglectful of the primary objective of military operations—the 
destruction of the enemy. The Government can still compel and entice Its 
armies to continue resistance, but It does not appear able to mobilize its military 
and other resources and use them in tlie offensive effort necessary to re.siore the 
military situation to Its own advantage. A case in point is now shaping up In 
the Hsuchow area. The Governor has been anticipating strong Communist 
attack on HsiichoAV and has been concentrating troops in that area. As matters 
now stand. General Chen-yi, with his strong Communist columns, Is maneuvering 
in the area around Tingchow in Northwest Anhwei. He has gotten himself into 
such a position that it would bo a not too dlffiriilt task for the Government troops 
to encircle him and annihilate his forc(*s. This they plan to do, yet our experi¬ 
ence cautions us to anticipate that Inability of the Government to compel 
obedience to its commands, lack of uniform command in the theater, unwilling¬ 
ness of one Government General to cooperate with another or come to the aid of 
another, and the traditional Chinese Inclination to leave an avenue of escape 
open so as to avoid reol battle If possible, will all result in much maneuvering, 
little actual fighting, and the retirement North of Chen Yl’s forces practically 
intact. 



916 


U. S. RELATIONS WITH CHINA 


If the Government troops slionUl surprise us ami actually encircle and 
annihilate Chen Tl, which we are informed by competent authority Is within their 
capability, such an action should chimse the course of military events for some 
time and iiii;:hr serve as the insplrati<in iH‘ede<l to spur others on to victory. 

Until we are convinced, however, that Government troops are capable of taking 
strong offensive action, we feel tl»at were it not for the fact that the Communist 
armle.s themselves have dimciilties. n general military collapse on the part of Gov¬ 
ernment forte.s would likely occur. It does not appear at the moment, however, 
that the logistic services of tlio Communists are such that they can support a mas¬ 
sive, protracted assault of sufficient weight and dunitlon to reduce an«l take any of . 
the more .strongly garrisoned Nationalist centers. Under these conditions, the 
Communists Jimst perforc-e keep to their strategy of containment, attrition, and 
limited attack. Changchun is now starving and will fall of Its own weight one 
of these days. This strategy will bring them no quick victory unless there should 
intervene political and economic factors which contribute to break the will of 
the Nationalists to continue their resistance; but. ns the battle now goes, their 
victory will be delayed beyond what might have btK.ii expected several months ago. 

The steps which the Government can take to improve the military picture 
continue limited. The sheer inevtia of a war-weary populacOj plus the fact that 
the Government cannot control many of its own members who place self-interest 
above the welfare of the nation, militate against the development of an'all-out 
war effort. Given the complex personal and political relationships of the Officer 
CoriKS, It Is all hut imi»osslb1e to remove Incom[)eteiit Officers of high rank, or to 
reward the few men of merit with stiitnble promotions and authority. 

The threat of the formation of independent regional governments appears less 
Imminent than was the case of a month ago. when well-founded reports indicated 
that the forces of disintegration were actively at work. While there Is little 
doubt that regional lenders, and such dissident organizations ns the KMTRC, are 
sllll thinking in terms of separatism and still planning to that end. It looks very 
much ns though they have come to think that an overt break with Nanking 
Is not feasible at the present time. This Is not to say that the dissidents and 
potential dissidents have effected any sort of a reconciliation with Nanking, or 
that they have abandoned the thought that they must prepare to set up their own 
regime or regimes against the day when the present government disappears. 
Their liking for the Glmo has not increased, nor has their confidence In bis 
leadership. However, It seems at the moment that they do not Intend to Influence 
the course of events by an overt move which would help unseat the Qlmo. 
Rather, it appears that they Intend to wait for what they regard as the Inevltoble 
collapse of the Nanking Government before venturing on the establishment of 
their own Independent political associations. 

If this appraisal is correct, we believe that the reluctonce of the dissidents 
to make an open break very likely stems from a new realization that the present 
Government still performs for them certain Indispensable functions. Principal 
among these at the moment Is Nanking’s role in channeling American aid to the 
Provinces. We have made It abundantly clear that we support the Nanking 
Government. We have also made It plain that we Intend to consult the Nanking 
Government on the allocation of our economic aid, and It is a well-known fact that 
the disposition of military aid is Nanking’s responsibility. In this situation, the 
potential dissident, who cannot dispense with American aid. Is bound to Nanking 
by very strong ties. Also, Nanking continues to supply such vital necessities 
as air and sea transportation, money and civil governmental organization. . . . 
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MancJiuriau r«>gionalisin also apppjirs quiescent. The Northeastern politicos 
cannot move without the concurrence of Wei Li-bunng, and Wei cannot dispense 
with the supplies and air transport that he receives from Nanking via Chinchow. 
Thus, he is even less likely to favor a break with the Giiiio than Pti Tso-yi. In 
this connection, for the pa.st several days the vernacular press has been quoting 
unidentified "informed sources in Government circles" to the effect that the 
Young Marshal is soon to ho released. Government spokesmen, including Hoi- 
linglon Tong, make no comment on the rei>ort. This story appears at irregular 
intervals, generally when the Northea.storn lenders becotiie restive, and is doubt¬ 
lessly designed to quiet them. We have no reason to believe, however, that the 
Gimo has changed his hitherto adainnnt refusal to release the Young Marshal 
under any circumstances. 

The picture remains still black. Yet it is not as black as it lias been and there 
18 some evidence that the Government has obtained a new lease on life. If the 
economic measures can afford the breathing .«:|)ell required and if the Govenunent 
succeeds in taking even a part of the drastic action planned for reform, and if, by 
some miracle, it can bring a real victory in the military field, collapse of the 
Government may be iKi.stpoiied indefinitely. As we have .said so oflen in the past, 
the bulk of the Chinese people does not want to he Communist and would 
cooperate heartily witli any regime which gives proiiii.se of an ellicient alternative. 
On the other hand, as one Chinese Intellectual reinarkeil to us recently: "You 
can’t deny the lessons of history, and history will show that in China, periods of 
chaos are Inevitably followe<i by periods of tyranny." We are certainly experienc¬ 
ing a period of chaos. 

Nankjno, November 8 , 19\8 

Within the past few weeks, the Govvrnnient's military {lowcr and economic 
position have so deteriorated that we seriously question its ability to survive for 
long. There is Just no will to flglit in Nationalist Government armies and in high 
ofiicial circles there is only befuddlement. We have reiiorted on the various crises 
tiiiit the Government has bud to face, and for that matter still faces, and there is no 
need to recount them here. It will suffice to say that at no time has (he Govern- 
nieiit been able to devise measures ade<|uate and suitable to the tasks confronting 
It, and that most of the measures adopted luive actually operated to the Govern- 
iiicnt’s detriment. There is little or no conffdeiice in offii’ial Chinese circles that 
the Gimo bus mustered, or can muster, the resources needed to rescue Ids regime. 
While there are sonic in Uie Government who say that increased American assist¬ 
ance COD still save the day, we are inclined to believe that most of those who take 
this line are not, in fact, convinced that any practicable amount of aid can save 
them. The departure of the Gimo lias been mooted in the Legislative Yuan, and 
peace has been advocated cditorialiy in tbe Tientsin vcnmculur press. These 
sentiments are widely, if not generally, held, and it cannot be long before further 
military and economic debacles and their truuslallon into cITcctlve political 
action. 

Precisely when and exactly bow the present Government will go is Impossible 
to foretell. There arc so many ImiKiudcrublcs involved that no linn prediction 
can be made. However, when It goes there must be soonor or later a new govern¬ 
ment for China, and this must he cither wholly Communist in character, or one 
in which the Communists play a leading role. There will very likely be certain 
sections of tbe country that will hold aloof for the time being to see how the 
wind blows. Nevertheless, It appears at the moment that the new "Central" 
Government will result from an association of the Communists with the minority 
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parties and a segment of the KilT. Iii this case the degree of control which the 
Coiumimists exercise will always be enough to insure that their opiwnents can¬ 
not coiul)ine to eliniiunte them by force. Actually, the extent of this control is 
virtualiy at their pleasure, for they can rery likely maintain the preponderance 
of military power which they now hold and so enforce their will against their 
opponents. Thus, insofar as the opposition cannot, through the foreseeable fu¬ 
ture, develop the military i)Olential needed fur u counter revolution, the new 
govenimetit tmist be very imieh what the Communists choose to make It. 

If there i.s one thing certain iti this .sittiatioii, it is that the prtiblems facing the 
new goveniinent will be of an almost lnde.seribJible magnitude. The native 
agrarian economy is in grave crisis, and that segment of the national economy 
organized along Western lines Is in an equally serious plight. At almost all 
levels political institutions no longer function as they were Intended to, so that 
a state of loosely controlled anarchy obtains. Only a part of the general chaos 
i.s directly attributable to the civil war; many of the crises stem from the deeper 
contradictions of Chinese society. We can assume that the new government 
will soon succeed in ending civil strife, though conflict may continue briefly in 
periph(‘ral areas and may flare up anew from time to time. We can also assume 
that the new government will display more administrative ability and that it 
will, at least in initial stages, have a higher degree of probity than the present 
regime. From these assumptions we may expect it to make some substantial 
progress in solving those problems which are the products of civil war and bad 
guvermuent, and so contribute to its own stability. 

Wc have often pointed out Just how the present Government has been wont 
to do those things it ought not to do, and to leave undone those tilings It ought 
to do. and how. In so doing and not doing. It was bringing on its own downfall. 
The main problem facing the now government is to do those things it ought 
to do in meeting the luinlinum rcnulroinents any government must provide for 
those It rules. Here we may fairly question whether the new government has 
this capacity, and from all indications it would appear that the answer is lu 
the negative. Briefly, Uie basic problem of the now government will be the 
ordering of the national economy so as to insure a livelihood to all, and at the 
same time aei|Uire from the nation’s production a surplus for its own support. 
This involves the rehabilitation of the national oconomj'—not only In terms of 
lepnlr and replacement to physlenl plant—but also reconstruction of economic 
institutions, and it Involves tbe reorganization of the economy In terms of a new 
economic and social philosophy which Is altogether an Import and has no real 
roots in the country. To do these things, the new government will need n feasible 
program, good ndinJnistroUve personnel, and It will need, above all, matdrlel. 
Whether its program Is feasible remains to be seen. It Is certainly true that It 
has not worked too well In the agrarian areas which the Communists have held. 
It may work on a national scale If sufllclently amended, but deep and vital changes 
will bo di/Bcult wltliout doing violence to tlic Communists* basic, underlying 
dogma. Good administrative personnel they lack, as do the Nationalists. Indeed, 
effective, trained administrators ore In short supply throughout Chinn. The 
material most nce<led are capital goods which cannot be produced within the 
country and must be importe<l. Tlierc Is little prospect In the foreseeable future 
that, however nod by whomever managed, the national economy can produce a 
surplus, over and above the requirements of the State for Its own mnlntenonce, to 
pay for the Imports needed. 

The difficulties we mention, while basic, are only a few of the many that will 
arise. However, on a short term basis the prosjiccts are that a new government 
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wiU achieve some success, and will gain a considerable measure of popular 
support. For one thing, it will have brought about an end to the civil war, the 
consummation devoutly to be wished as fur as most Chinese are concerned, re¬ 
gardless of the manner of its coming. Also, it will at the outset likely be able to do 
certain things of benefit to the masses, which any ‘ good” governmeut could do. 
Indeed, It may well, over a cousUlerable period of tinte, be regarded by the body 
politic as a vast change for the bettor. But as it must come to grips witli it.s 
fundamental problems, Its chances of giving a satisfactory performance di¬ 
minish. . . . 

Our foregoing comments concern the longer view, rather than the immediate 
future. As we say, what will come in the next several months, or even weeks, 
is almost Impossible to predict. The fall of Mukden, which occurs as this Is 
written, Is likely the beginning of the Anal series of military debacles for Na¬ 
tionalist arms. At the moment it appears that the isolation of Hsuchou has 
begun. In this situation, of all the Goveriiiiient there are few, if any. save the 
Gimo who even profess confidence that the tide may yet be turned. Only u few 
days before Mukden fell, the Government liud five well equipped, supplied and 
trained armies In the Manchurian field, the most formidable striking force at 
its command, and within few days these armies were lost. They were lost not 
from battle casualties, but from defection, altboxigh among their commanders 
were numbered officers long associated with the Gimo, and In whose loyalty 
he trusted impUcltlj-. The troops at Hsuchou are far Inferior to the former 
Mukden garrison, and their comiuuuders are already resigned to defeat There 
Is no reason to believe in their will or ability to resist an offensive. And when 
they are gone. Nanking has no defenses worthy of the name. 

It is not difficult to see why the Gimo retains some confidence in his star. 
His beginnings were modest, and from them, against great odds, he led n revolu¬ 
tion and was the prlncipol architect of a new state. For a time his government 
was successful. More than (hat he was able to maintain it through the eight 
years of bis war with Japan and in the end to regain the territories that he had 
lost His achievements are by no means Inconsiderable, and they testify to his 
qualities. There Is a tendency on our part to forget that Chlang succeeded as a 
revolutionary, and tliat he still regards his party as a revolutionary party. It 
was his fate that there should develop In China another revolution in competition 
with his own, and that, in the broader view, the KMT has become to the Com¬ 
munist revolution what the old. war-lord regimes were to Chlang as he rose to 
power. The Gimo docs not understand this, and so. to some extent, he regards 
himself as the protagonist of a revolution which must in the end succeed because 
all men must recognize that It is essentially right. To that extent he must 
regard his triumph was inevitable and his reverses as but setbacks incidental to 
the temporary perversion of natural order. These are, in general, the reasons 
which constrain him to continue the struggle when it has become apparent that 
it is a lost cause. 

There appears no reason to believe that the Gimo has, or will consider, a 
negotiated peace with the Communists, even should they agree to deal wltii him. 
This intransigence will prolong tlie confiict as long as there are any wlio will 
stand by him. It remains to be seen how many of his followers will remain when 
the news of Mukden becomes generally known. Their members will be appreci¬ 
ably leas when the assault on Hsuchou begins. Whether he will have enough of 
u following to attempt a defense of Nanking is problematical, even doubtful, 
but it seems clear that once he has left Nanking in flight, he will never again be . 
really effective i>oUtlcal force in this coontry. 


844S88—10-61 
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Nexo Year Message, 1949^ of President Chiang Kai-shek ” 

•l/f/ Fellow Countrymen: 

On this thirty-elglith anniversary of the founding of the Republic of China and 
tlie first niinlvorsnry after the Introduction of constitutional Government, I observe 
with great regret that our national reconstruction efforts have come to a state of 
suspension and the Three People's Principles still remain to be achieved. 

Since the end of the war against Japan, the main object of the Government 
has been to lay down a firm foundation for peace and reconstruction so as to alle¬ 
viate the sufferings of the people. The task which the Government considered as 
of great Importance was to recover the Northeast, thereby preserving China's 
national sovereignty and territorial Integrity. But, unfortunately, we have not 
been able to do this. 

On the other hand, Tsinan was lost to the Communists and Chinchow, Chang¬ 
chun, and Mukden fell into their hands In.succession. The Mukden tragedy of 
1031 has re|>eated itself. Commercial and industrial cities as well as cultural 
centers in North and East China are now being menaced by the Communists. 

During this national crisis I cannot but blame myself for my inadequate leader¬ 
ship. I am sorry that 1 have not lived up to the high expectation of the people. 

Will Not Abaxdo:? Libebtt 

The military situation has entered upon an exceedingly perilous stage. The 
fate of the nation and the historical and cultural continuity of our people will 
soon be decided. The issue of this struggle will determine whether the Chinese 
Iieople will continue to live ns free men and women or as slaves, and whetlter they 
will live at all or perish. 

Everyone is concerneil over the policy which the Government has pursued In 
dealing with the situation. We are convinced that all patriotic citizens will not 
tolerate the Communist method of “liquidation" and “struggle" and that they are 
not willing to abandon their liberty nnd to remain inactive at this critical moment 

But we arc also fully aware that military operations have increased the people's 
burden and that they hope for on early conclusion of the war. Shouldering the 
responsibility of the conduct of national affairs, I have carefully studied the 
situation and considered the wishes of the people. 

The Father of our Republic once said: “The aim of national reconstruction of 
the Republic of China is peace." Being a strong believer in the Three People's 
Principles and abiding by Dr. Sun Yat-sen's bequeathed teachings, I did not have 
any intention to light the Communists at the end of the war. 

Immediately after V-J Day, the Government declared its principles for peace 
nnd reconstruction. Later It went one step further by seeking to solve the Com¬ 
munist question by means of political consultation. 

In the subsequent one and a half years, tlte Communists disregarded every 
agreement nnd obstructed every peace effort that woa made. As a result, these 
agreements and the programs which were agreed upon were not Implemented. 

In tlie end, the Communists started an all-out rebellion, thereby eudongeiing the 
very existence of the nation. Unwillingly, the Government was forced to order 
n general mobilization and to proceed with the anti-Communist enmpnigh. I am 
, sure that these historical facts are still vivid in yonr minds. 


Reprinted from China Information Buttetin (New York), vol. II, Jan. T, 1640. 
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Communism hns already had a history of twenty-five years in Chinn. In this 
period I have never for a moment given up the hope that the Communists would 
place the national interests above that of their own. would follow the regular 
courses as befitting n political party, and would join hands with the Government 
in finding ways to work for peace and national existence. 

CHAtLt.VGES Reds' Sincebity 

Such was the puriKise of the political consultation which took place shortly 
after the war, and such remains the objective of the Communist-Suppression 
Campaign. The key to the prcddom of peace or war and to the happiness or 
suffering of the people is not in the hands of the Government, nor can the problem 
be solved by popular ap|H*al for peace to the Government alone. The problem can 
be decided only l>y the Communists. So the sincerity of the CommunUts for 
peace must be ascertained before the problwn can l>e solved. 

If the Communist.s ore sincerely desirous of peace, ainl clearly give such indi¬ 
cation, the Government will be only too glad to discuss with them the means to 
end the war. 

If a negotiated peace is not detrimental to the national independence and sov¬ 
ereignty, but will contribute to the welfare of the people; if the Constitution Is 
not violated and constitutionalism preserve<l, tiie democratic form of government 
maintained, the entity of the armed forces safeguarded; and If the people’s free 
mode of living and their roinlinum living standard are protected, then I shall be 
satisfied. 

Id roy devotion to the cause of the National Revolution, I have known nothing 
except loyalty to the nation, service to the people and the realization of the Thre<' 
People's Principles, tliereby fulfilling my sacred duties as a Revolutionist. If 
peace can be secured, I am not at all coDcerue<l about my own position. In this I 
will follow only the consensus of the people. 

If, on the other hand, the Communists arc not sincerely desirous of peace and 
will Insist on continuing their armed rebcUlon, the Government, with no other 
alternative, will fight them to the finish. As the political nerve center of the 
country, the Nanklng-Shnnghai area will be held at all costs, and tlie Government 
is determined to throw in all available forces for o decisive victory. I firmly 
believe that the Government wdil win out in the end, and it also will mark tl^c 
turning point of the w*nr. 

The people of the nation should realize that only by carrying on this war of 
self-defense can a real peace be secured ; and only by making sacrifices can n glori¬ 
ous victory be won. It has beim almost forty years since I Joined the National 
Bevolotlon. In every major and prolonged battle, I have suffered many set¬ 
backs and have been subjected to vicious propaganda. No mutter how serious 
was the reverse, I never lost confidence in the final victory. And as a rule, 
victory was obtained in the end. 

National spirit, Justice, and righteousness, such os they are generally recog¬ 
nized, must constitute our mainstay in this fight. The brutal force of the 
Communlsta can wrest from us the Northeast, but it can never subdue our national 
spirit 

The CommunlsU can penetrate Into our heartland, but they can never soil our 
national character. Righteousness is the strength for victory, and right will 
always triumph over might We of this generation have seen the greatest cata¬ 
clysm In our history; we have on our shoulders an unprecedented mission. 

We can, we must endure temporary afflictions and sacrifices and struggle for 



922 


U. S. RELATIONS WITH CHINA 


the existence of the nation, the continuity of our history and culture, our free 
way of living, and the prosperity of our offspring. 

My countrymen, at this time of national crisis, I feel all the more keenly the 
weightlness of my responsibilities and the difficulties In fulfilling iny mission. 
It Is my hope that all patriotic countrymen will advise me and join hands in the 
fight for the sanctity of the Constitution, the maintenance of China’s territorial 
and sovereign Integrity, the freedoms of the people, and the continuance of our 
culture. 

Dr. Sun said: "Final victory belongs to the one who struggles until victory.” I 
hope that all of us will bear this motto in mind. 
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The Chinese Foreign Minister (TTu) to the Ambassador in 

China {Stuart) 

8UU.UO/1-840 

Aii>E-Mf:MoiRE 

Nanking, Janxtary 6, 1949 

The Chinese people, true to their peaceful traditions, have always devoted 
themselves to the pursuit of International as well ns domestic pence. In their 
long history, it was only when they were in the face of the danger of aggression 
that they took up arms In self defense. For this reason, the people rose to 
resist the Japanese invaders, and later, through their close cooperation with 
their allies. World War II was carried to a successful conclusion. On the eve 
of victory, China took an active part In organising and founding the United 
Nations in the hope that a foundation for world peace might thus be laid and 
International disputes settled by pacific means. For, it has long been through 
the maintenance of peace that the continuity and development of human 
civilisation can be ensured. 

Following the surrender of Japan, the National Government immediately took 
steps to Initiate and carry on pence negotiations with the Chinese Communist 
Party. Through the good olDces personally offered by General Marshall the 
Political Consultative Council was set up and a number of meetings took place. 
Unfortunately, the failure to reach a mutually s^itlsfactory settlement led to a 
renewal of hostilities. Although these efforts proved abortive at the time, the 
government and the people have never since abandoned the hope that hostilities 
may still be brought to an end. 

However. In the wake of the long, gruelling struggle against Japan, this renewed 
conflict has inflicted untold suffering upon the masses and prevented the gov¬ 
ernment from carrying out the plans of reconstruction w'hlch It bad prepared 
during the war with Japan. The ravages of war followed by rapid deterioration 
of the economic life of the nation make it imperative that pence be restored as 
soon ns possible. 

As nations today are unavoidably Interdependent and international peace and 
stability depends largely upon degree to which International cooperation can be 
achieved, It w’ould be difficult for any nation to confine the effect of Its own un¬ 
settled conditions to itself. The Chinese Government Is, therefore, most anxious 
that her internal situation would not In any way become an Impediment to the 
progress of world peace. 

In consideration of the above facts, the President of- the Republic of Oblna, 
In his New Year message on January first, announced without hesitation hla 
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determination for the restoration of peace in the country. The decision thus 
proclaimed by the President has since received the general support of the 
people, who have through numerous messages and public statements echoed 
their prompt support for a peaceful settlement of the questions at issue be¬ 
tween the government and the Communists. 

The United States Government has on many occasions in the past demon¬ 
strated its friendly concern over the state of affairs in China and has cooperated 
with tlie Chinese Government for the promotion of international peace. The 
Chinese Government wishes hereby to assure the United States Government of 
its sincere desire for a peaceful settlement witli the Cbtue.se Communist Party 
and particularly avail Itself of this opportunity to ascertain in the views of the 
United Suites Government on tliis subject The Chinese Government will 
welcome any suggestion by the United Slates Government which may lead to an 
early restoration of peace in China. The Chinese Government ftirther signifies 
its readiness, through the possible intermediary of the United States Government, 
to initiate negotiations with the Chineso Communist Party with a view to 
attaining the end stuteil above. 

Similar notes are being communicated to the French, tlie Soviet and the 
British Governments. An early reply from the United States Government will 
bo greatly appreciated. 


169 

Memorandum on the Situation in Taiwan “ 


liaclioround 

The Formosan Chinese greeted the surrender of Japanese authority to the Chi¬ 
nese with Immense enthusiasm on October 25, l})4r». After fifty yeai-s under 
Japanese control and intensive economic development they welcomed a return to 
China, which they hod idealized as the "Mother Country". The richness of the 
Island and the relatively light population pressure had made rapid economic 
and social developments |) 0 .ssible. Agriculture, food processing and light indus¬ 
try in the best years produced an overseas trade valued at D.S. $225,000,000. To 
improve Taiwan's economic value the Japanese had raised tlie general standard of 
living. Public health standards were high and literacy widely spread among the 
masses. Formosans had come to place a high value on orderly procedures in 
the courts and on the orderly enforcement and observance of government regula¬ 
tions, for they found order both profitable and necessary in a complex and semi- 
industrialized economy. 

With the removal of the Japanese the Formosans looked forward to a return 
to profitable trade and an expansion of their already established industries, with 
the markets of China ready to receive all tbut they could produce. The surpluses 
which had always gone to Japan would now, they thought, go to China. They 
expected to return to control of the properties taken from them by the Japanese 
through fifty years and expected a larger share In the munagemeut of their own 
enterprises. Under pressure of the Japanese overlords who were alien to 
Taiwan, they had developed an island-wide sense of social solidarity. They 
were free of all internal political strife. The Japanese had rigorously excluded 
all Communist Influence and activity, and had indeed filled the people with fear, 
dislike and distrust of Communist doctrines. They revered the Generalissimo, 


** Submitted by Ambaaudor Stuart to Prealdeat ChlaDg Kal-abck on Apr. 18, 1047. 
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believed the Three Peoples Priuciples meant new opportunities, and looked 
forward expectantly to participation in the Central GoTernment. The year 1946 
was one of increasing disapi)t»intment. Though the majority of petty officials, 
clerks and office boys of the new Administration were Formosans, they were 
virtually excluded from all important governinent offices and from Important 
administrative posts. The legal necessity to place all confiscated Japanese prop¬ 
erties and enterprises under Government control led to the creation of syndicates 
and combines in every held in which the Japanese had had an Interest. Though 
the Governinent owns (and must heavily subsidise) these companies, the salaried 
and priviledgcd administrators are in a position to squeeze freely. It Is alleged 
that raw and llnl.shed materials and agricultural products find their wny into the 
hands of unscrupulous officials for their use In private trading and smuggling. 
Jmiglng from Taiwan's former capacity to produce and the fact that Its enter¬ 
itises continue, qiialiiied Formosans estimate that published records show only 
one-tenth of actual receipts. As an example, it Is alleged by persons formerly 
connected with the Deinirtment of Agriculture and Forestry that fishing boats 
were withdrawn from their normal bases in 1940 and were used for smuggling 

in the Inlcrests (*f the authorities eoiicerned. 

Formosans have l»een virtually excluded from the higher levels of economic 
administration. These persistent allegations of corruption lead them to place 
responsibility on members of the Government who appear and reappear In lucra¬ 
tive posts as O»mmissioiiers, members of Committee.^, nnd Directors In a manner 
which concentrates full control of the total economy In the hands of a clique 
close to tlie Governor. 

There was a progressive decline In Formosan economic enterprise, especially 
where tliere was coniiietUlon with cx-Japancse interests. Unemployment among 
Formosans has progressively increased, either through direct discharge (fre¬ 
quently to make room for unqualified newcomers) or by the suspension or aboli¬ 
tion of various established enterprises which failed to be profitable under the 
new mnnngeniont. Whereas about 50,000 Formosans bad been employed normally 
111 Industrial work, by January 1947 Unbra ofilclols estimated that less than 
5,000 were so employed. Whereas the top government officials created a Taiwan 
industrial and Mining Enterprises Syndicate with a capital of two billion 
Taiwan yen, in which the Commissioners and Uieir associates play leading roles, 
the Department of Mining and Industry announced on appropriation of only eight 
million Taiwan yen for loans in aid of private (1. e. Formosan) Industrial 
enterprises after June 1040. 

The Quarantine Somce broke down and the Public Health Service wag badly 
shattered. Cholera epidemics occurred for the first time In about 30 years; 
bubonic plague appeared after an even longer absence. Educational standards 
ill the schools were markedly lowered. Friction spread through the schools 
between Formosans and mainland students and teachers. Trouble between 
mainland police and local potty officials increased. The press was filled wltb 
public charges and counter-charges of corruption and lawless acts among gov¬ 
ernment officers. Formosans claimed that corruption and nepotism among 
mainland officials Increased rather than abated during the year. The cost of 
living soared. Bank of Taiwan wholesale commodity price Indices show advance 
as follows from November 1045 to Jnnuory 1047: foodstuffs 3,823 to 21,068; 
clothing 5,741 to 24,483; fuel 003 to 14,001; fertilizers 180 to 37,660; building 
materials 040 to 13,612. (Pre-wor June 1037 is used as a basis.) Prices shot 
up most rapidly during February 1047. These figures on the whole reflect the 
drain of Taiwan wealth from the island, with little or no return to It. 
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Although the two rice harrests of 104t> were good, u rice shortage grew acute 
Id December 1940 and January 1947. The Government instituted a tax In kind 
for rice lands, ostensibly to secure an e<|ual distributioD. and repeatedly threat¬ 
ened to use military foicv to punish private hoarders which it blamed for the 
sbort4iges. In fact there is siitistantial evidence to support the Foriiiosans in their 
charges that large quantities of grain were smuggled out or went Into private 
control of ofllcials. It is |‘opularly believed that the army is shipping unpub- 
licisod quantities to tlie inirtbern front on the mainland. 

Three govcrtwieuial acts 

Against this background of increasing economic and social dislocation three 
governmental acts in January and February api>ear to have crystalU^e<l Formosan 
resentment toward ec*onomlc policies and toward Individuals in the Governimmt. 

(1) Throughout 1040 Formosans sought permission to ele^^^t city mayors and 

hsien magistrates, in order to ensure themselves of some dirt»ct control over local 
police and over economic functions and public services. The nnnount.H?ment 
of China's new Constitution was greeted with relief. Prominent Formosan 
loaders counseled that demands for local elections could wait until the Constitu¬ 
tion would become effective at the end of 1047. In early January, however, 
the Governor General announced thot although tlie Constitution would be effective 
on the mainland on DtH'cmber 1047, it wouhl he l!n|K>ssible for the Government 
to allow local elections of mayors and magistrates in Formosa until DecemU^r 
1049. This had no which stirred political discussion to a new pit<h. 

Formosans state that until they can elect their own representatives at all levels 
of local government they wdll Imve no security of person; they cannot control the 
local iK>llce, ensure the enforcement of law nor enjoy security of property. 

(2) On February 1 the Government announced a new policy for the disposal 
at auction of certain large categories of Japanese property—principally real 
estate abandonee] by the Japanese and now occupied by Formosans on a low 
rental basis. Tlie announced procedures were such that it was widely believcMl 
that Formosans without great wealth and Its Influence would be unable to buy 
real estate which they bad believed would be available, cspc'clnlly In view of the 
fact that It had been taken from them more or less forcefully by the Jopanose over 
the course of fifty years. 

This annoiinceil procedure was Interpreted as a threat to tlic security of low- 
income level Formosans who, having lost their former homes during the war, 
are not anxious to face eviction from houses now occupied If, as tliey anticipate, 
new mainland landlords should suddenly greatly increase rentals. (Rental Is 
the one Item In living costs which has not risen excessively since 1045, due to 
the removal of several hundred thousand Japanese.) 

(8) The third governmental act wos a February 14 niinouncement of a series 
of complex financial and trading regulations which Formosans believed effectually 
concentrated monopoly control In the hands of a small group of officials. It is 
believed by some obsen'ers that these were announced precipitously and rashly 
in the belief that the crisis In Shanghai wos about to provide an opportunity long 
awaited to establish a semi-autonomous economy for Taiwan, giving Into the 
bonds of a few mainland people an absolute control of all external trade and a 
general control of Internal production and business as well. 

As an Island people, Formosans have been sensitive to overseas trade, ond after 
the Japanese surrender they anticipated the reestablishment and expansion of 
seaborne commerce. They had projwsed to organize their capital for production 
and Individual busineas» out of which they had expected to be taxed In support 
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of the Central Government and of the local Island administration. These new 
measures seemed to the Formosans not only a threat to return them to the 
subservient position they had suffered under the Japanese, but to threaten to 
destroy the very means to create wealth within the Island. 


TUE FEBBDAaT INCIDENT 

Spotitan('ou$ protest and unorganized riots 

On the evening of February 27 certain armed Monopoly Bureau agents and 
special police agents set upon nn<l beat a female cigarette vendor, who with her 
two small children, had protested the seizure of her small cash ns well as her 
allegedly untnied cigarettes. She Is reported to have died soon after as a result 
of the beating at police hands. An angered crowd set after the agents, who shot 
at random, killing one person before they escaped into a civil police station. 
Their Monopoly Bureau truck and its contents were burned in the street, although 
the agents were allowed to be taken away, on foot and unmolested, from the 
police station by military police called for that purpose. 

On the morning of February 28 a crowd estimated at about 2,000 marched In 
orderly fashion from the area in which the incident had occurred, past the 
American Consulate and toward the Monopoly Bureau Headquarters. Placards 
and banners announced that they Intended to protest the action of special armed 
agents, to demand a death sentence for the responsible man, and to demand 
the resignation of the Monopoly Bureau Director. 

Unfortunately, as they made their way across the city, two Monopoly agents 
were discovered in a side street molesting a vendor. They were beaten to 
death by an angry crowd which was not taking part In the Initial dcmonstratlOD. 
This happened near the Taipei Branch Monopoly Bureau Office buildings which 
the crowd began to sack. Its contents were burned In the streets. Mainland 
employees were driven out nnd If caught were beaten mercilessly. The crowd’s 
anger enlarged to include employees nnd property of the Trading Bureau, another 
monopolistic orgaulzntlou greatly disliked. The Consul and the Vice Consul 
observed the orderly gathering before the Monopoly Bureau Headquarters, where 
no Monopoly Bureau official would receive the petition which had been brought 
aliout noon. Monopoly Bureau police and a few military police were guarding 
the entrances. 

Meanwhile at about one o’clock someone announced to the radio audience 
that demands wore being made on the Government to put an end to its monopolies. 
All Formosans were urged to support the movement. 

The parade, meanwhile, left the Monopoly Bureau for the Governor’s office 
where It was intended to present tlie petition for reform. At about two o'clock 
it reached a wide intersection adjacent to the government grounds. Without 
warning a machine gun mounted somewhere on the government building opened 
fire, swept and dispersed the crowd nnd killed at least four. Two consular officers 
drove through the square Immediately after the shots were fired. Two of the 
dead were picked up a few minutes later by an Unbra officer. 

This shooting was the signal for a citywide outburst of anger against all 
mainland Chinese, regardless of rank or occupation. Many were beaten, cars 
were burned and In some few cases offices and houses of minor officials were 
sacked nnd the contents burned in the streets. It was obserred that the For¬ 
mosans refrained from looting. One Formosan was found attempting to take 
cigarettes from a burning heap; he was forced to kneel and beg forgiveness 
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from the crowd aud was theo driven away. Another was severeli' beaten. Tires 
and other equipment were observed to have been left untouched on overturned 
cars, and remained in evidence until the Formosans lost control of the city March 
0. Martial law was invoked in the lute afternoon February 28. Armed military 
patrols began to appear in the city, firing at random wherever tlicy went. 

At 10 o’clock a. m., March 1, the Chairman of the Taipei Municipal People’s 
Political Council Invited the Council, representatives of the National Jind 
Provincial P.P.C. Councils and the Taiwan repre.sentalives to the National 
As.sembly, to form a committee for settling the so-called Monopoly Bureau 
Incident. It was decided to send a delegation to call on the Governor General, 
requesting, among otlier things, that a committee be formed to settle the problems 
Jointly by the i>eople and the Govermnent. These men recogulze<i that with 
the firing on the crowd at the government building, the issues had become much 
greater than mere punislinient of M<>noi)oly Bureau agiaits and a financial seltl*?- 
ment for the injured and dead. They urged the Governor to lift martial law so 
that the dangers of a clash between ttie unnrme<l civil population and the miliUiry 
would be averted. This the Governor agreed to do at midnight, March 1, iiican- 
while forbidding meetings and parades. 

On that day busses and trucks, filled with squads of government troops armed 
with machine guns and rifles, began to sweep through Uie streets, firing indis¬ 
criminately. Machine guns were set up at important intersections. Sliouting 
grew in volume during the afternoon. At no time were Formosans observed to 
have arms and no instances of Formosan use of arms were rei>urtcd in Taipei. 
Nevertheless, the military were evidently allowed free use in what oppearwl to 
be an attempt to frighten the people into obedience. 

At approximately 0 o’clock, the Governor General broadcast a mes.snge which 
appears to have increased the anger of the people. He stated that tlie Monopoly 
Bureau Incident had l)een settled by a generous payment of money. Without 
referring to the machine gun fire from his own office be accused the Formosans 
of Increased rioting, but genorously promised to lift martial law at midnight. 

“There Is one more point,” the Governor broadcast. “Tlie P.P.C. members 
wished to send representatives to form a committee jointlp with the Government 
to settle this riot This I have also granted. If you have any opiuion, you can 
tell me tlirough this Committee." (Unin Sheng I’ao, March 2, 1047.) 

While he was broadcasting, members of the American Consuiato staff wit¬ 
nessed a severe clash between armed government forces and unarmed crowds. 
Mounted troops had killed two pedestrians near the compound. A crowd gath¬ 
ered. A few hundred yards away Railway Administration special armed police 
suddenly opened fire from within the Administration building and killed two more 
pedestrians. The crowd turned on any mainland Railway Bureau employee 
found nearby. Two more pedestrians who looked like coolies were shot about 
800 feet from the Consulate gates. Then as the bodies were carried off the crowd 
was observed to assemble again some distance from a mounted patrol near an 
intersection. Suddenly, with no warning, a long burst of machine gun fire swept 
the area. Some of the wounded and dead were carried past the Consulate gates; 
it Is stated reliably that at least 123 were felled by tills burst and that 25 died. 
How many of tlie Injured walked away Is not known. 

On this afternoon 25 mainland officials from the neighboring Railway Adminis¬ 
tration compound look refuge In the Consulate. Although the crowd observed 
them enter, no attempt was made to pursue them. They were removed eight 
hours later under police guard. 
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Organization for acttlemcnt recognised by General Chen 

The temper of the populace was uncertain. Inllaminatory handbills and posters 
began to appear In increasing numbers. ITiere was a general demand that tbe 
Government of Taiwan must be thoroughly reformed. 

At 12 noon March 2 the "Untaxed Cigarette Incident Investigation Committee 
of tbe Taipei Municipal P.F.C.” callwl on the Governor General, and with this 
liegaii the attempt to meet and clarify the fundamental political and economic 
problems which lay back of the uprisings. The Governor had with him the 
S«*cretnry-General, the Cointiiissloners for Civil Affairs, Communications, and 
IiKlustry and Mining. 

The Governor appears to have been told by the Committee that there could 
be 110 peace as long ns roving armed patrols were permitted to sweep the streets 
with gunfire and so paralyze nil normal activity. 

It is believed that if fully determined the people could have overpowered and 
ended the patrols which were moving only in the central part of the city. 

Tlie Governor therefore agreed to several "temporary demands", l.e., stipula¬ 
tions of conditions to be maintained while the people organized their fundamental 
ileiuniids for reform in government. These included (1) an agreement that a 
schedule of fundaniental reforms should be prepared for discussion by March 10, 
after representatives of the people throughout the island could be consulted; 
(2) n promise that the Governiiicnt would not bring ndditional troops into the 
city wlillo the.'se consultations were In progress; (3) a volunteer youth organiza¬ 
tion under the supervision of the Mayor and tlie municipal Chief of Police (a 
iiuiinlander) would maintain law and order temporarily; (4) communications 
would bo restored at once lu order to avoid a food shortage. 

Tile Governor agreol to hroatlcast at 3 oVlock p. m. and agreed to reduce the 
armed patrols gradually, meanwhile ordering them to patrol with rltlcs and other 
arms down on the floor of tbe trucks and busses, for use only If crowds were found 
<listurblng the peace. 

At 2: 30 o'clock the first general meeting of tbe Governor’s representatives (the 
Coinmissluners of Civil Affairs, Police, and Communications, and the Taipei 
Mayor) and the Settlement Committee met in the Public Hall, with a capacity 
audience of spef-tntors. It was nnnounce<l that as a result of the morning 
conference the Governor had decided to readjust tbe Committee to bring into it 
representatives of the Chamber of Commerce, the Labor Union, student organ- 
izutlous, popular organizatitins, and the lm|)ortnut Taiwan Political Iteconstruc- 
tlon Association which 1ms been for many months the most outspoken and 
emphutlcully nutioimlist group urgiug reform in General Chen's government. 

The following temporary demands were formnlatod: 

1. All people arrested lu connection with the riots will be released; 

2. The Government will pay death gratuities and compensations to the wounded; 

8. The Government will not prosecute i)or8ons Involved; 

4. Armed police patrols will be stopped immediately; 

5. Communications will be restored Imroediotely. 

While in session the mooting was disturbed by volleys of shots outside. When 
the Governor’s promised 3 o'clock broadcast was i)ostponed for almost two hours, 
it began to be rumored that he was delaying in hope that troops would reach the 
city from the south and he would not be forced to make public acceptance of the 
demands. 

At approximately 5 o’clock, March 2, the Governor again broadcast, coacludlng 
his speech with the statement: 
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“A committee will be organized to settle the incident. Besides Government 
officials and members of the P.P.C., representatives from the people of all walks 
ot life will be invited to joint the committee so that it may represent opinions 
of the majority of the people/* {Jlsin Shcn^; Pao, March 3, 1047) 

On the night of March 2» word reached Taipei that the Governor actually bad 
attempU'd to get troops to the city. Citizens near Hsinchu city, however, were re¬ 
ported to have halted the troop carriers by removing rails from the main line. 

From this time (March 3) the conlidenco of the people appears to have been 
undermined. The moderate and conservative element represented by the Coin- 
mlttee members were willing to trust the Government's word and to procee<l with 
negotiations. The more skeptical elements agreed to support the Committee in its 
efforts but at the same time determined to prepare resistance to any military action 
which might be set against them. 

This delegation, received by five Government Commissioners and Chief of 
Staff Ko, urged that the patrols be withdrawn, for they were still firing wildly 
in the streets despite the Governor's promises. After long discussiem the Gov¬ 
ernment representatives agreed: 

1. All troops to be withdrawn by 6 p. m., March 3; 

2. Public order to be maintained by a temporary Public Sec^urity Service Corps 
including gendarmes, police* and youths; 

3. Communications to be restored at 6 p. m.; 

4. Military rice stores to be released to avert crisis; 

5. Any military personnel making a disturbance to be sent to General Ko for 
punlshmeDt: 

6. Any clvlHans disturbing the peace to ho punished according to law, on the 
guarantee of the Committee; 

7. Troops absolutely would not come from the south to the north. (General 
Ko Is reported to have promised '*to commit suicide** If his personal guarantee 
were broken.) 

Meanwhile, o Taipei City Provisional Public Safety Committee was organ* 
Ized by the Settlement Committee. Its members wore recommended by the 
Committee nrid were to constitute a “Loyal Service Corps,** Its effective period 
was to end on the day normal conditions were restored in Taipei. Meanwhile, 
events at Taipei were known throughout Taiwan. It appears that Formosans 
became deeply alarmed at persistent rumors that troops were coming from the 
mainland, and began to arm themselves to resist a military occupation, insisting, 
however, that they wanted reform, not civil war. Formosans bc^nn to take over 
local administrative posts everywhere held by mainland Chinese. Government 
troops offered some resistance but It appears tbat in many places mainlundcrs 
agreed to relinquish their posts peacefully, as at Huallenkang (Koronko). The 
aborigines are reported to be cooperating fully with the Formosan Chinese. 
Without prearrangement or preparation, by March 5, Formosan-Chlnesc were 
in the ascendency or In control throughout the Island. 

This called for larger organization in order to prevent ruffians under guise of 
**Iocal patriotism** from taking advantage of confusion. On March 4, the Settle* 
ment Committee enlarged Its representative character by creating 17 sub-divlsIons 
or local Settlement Committees throughout the Island. Circumstances beyond 
control forced the Committee to so enlarge Its duties, and in doing so it announced: 

“We should acknowledge the aim of this action, tbat there Is no other desire 
except to demand a reformation of Government.** (Bsin fAenp Poo, March 6, 
1M7) 
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Tliis was witliout donlit nccossnr>-. for the absence of mainland office-holders 
from their duties threatened to paralyze the administration. 

The Governor and his Commissioners received the Committee’s representatives 
at 3:30 p. m., March 4. and the Governor took occasion to remind them that his 
duties were related to both national administration and local povemroent and 
expressed his hope that the people would come forth with more proposals for local 
administration. He stated that he had ordered the police and gendarmes not to 
carry weapons. 

March 5 was quiet at Taipei. Shops were open and primary schools resumed 
dasswork. The city appeared to be returning to normal while the Settlement 
('oinniittee worked toward a reform program which would remove the sources of 

eonfliet hc'tw(M*n administration and people. 

Tliere was intense popular anxiety, however, for rumors of impending troop 
movements grew stronger. It was said that the March 10 date set for presenta¬ 
tion of the reform proposals would ho too late. Each rumor strengthened the 
arguments of the men who desired to organize resistance and made the task of the 
officially roeogiilzed Settlement Committee more difficult. In an attempt to 
clarify its own position and to strengthen its influence over dissident elements 
the Settlement Committee published basic Articles of Organization clearly 
defining its temporary character. 

A Youth League of considerable potential significance came Into being, stressing 
as basic principles a desire to make Taiwan a model province of China and to 
ijnsten Dr. Sun Yat-sen’s program of National Reconstruction. The founder, 
former president of the Chamber of Commerce, Chlang Wel-chuan, said: 

“Wo absolutely support the Central Government but will eradicate all corrupt 
officials in this province. This Is our aim which I hope every one of you fulLv 
grasp." (Chung Wclt/lh Pao, March 0,1047) 

Spurred by fears of a military Invasion, on March 6 the Settlement Committee 
completed Its draft of Items of reform which the Governor had agreed to dlsaiss 
and to refer to the Central Government wherever necessary. The Committee’s 
executive group acted as sponsors and Included four members of the National 
P P C., six members of the Taiwan Provincial P.P.C.. five members of the Taipei 
Municipal P.P.C. and two “reserve members’'. Everyone of these men had 
received the approval of the Government ns P.P.C. members and represent In fact 
the most conservative elements In Taiwan. One Is a former Consul General at 
San Francisco, and ex-Mnyor of Taipei. The reform proposals, made possible 
March 7, ore set forth on pages 15-18 of this despatch. 

The Armn'a cwpXicit promise that the Central Oovemment icould not send troopt 

On March 8 Major-General Chang Wu-tno, Commander of the Fourth Gendarme 
Regiment, at 12: 00 noon called on the Settlement Committee at Us headquarters. 
According to the press and to witnesses he made the following categorical 
statement: 

“I can guarantee that there will be no social dlstnrbanees If the people do not 
try to disarm the soldiers. 1 want especially to report to you that the demands 
for political reforms In this province are very proper. The Central Government 
will not dispatch troops to Taiwan. I earnestly entreat the people of Taiwan 
not to Irritate the Centra) Government, but to cooperate to maintain order. I can 
risk my life to guarantee that the Central Government will not take any military 
actions against Taiwan. I speak these words out of my sincere attachment to 
this province and to the nation. I hope Taiwan will become a model province 
after these political reforms." (Batn Bheng Pao, March 9,1947.) 
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The landing of Government troops and subsequent terrorism 

Forei^) obsei-Tors who were at Eeolung March 8 state that in mid-nfteriioon the 
streets of the city were clearetl suddenly hy machine gun lire directed at no 
particular objec'ts or persons. After dark ships docked and discharged the troops 
for which Uie Governor apparently hud been waiting. Fairly reliable sources 
estimate that about 2.000 police were landed, followed by about 8,000 troops with 
light equipment including U. S. Army jeeps. Men and etjuipiuenl were rushed 
to Taipei. It is reported that about 3,000 men were landed at Takao siniultaiie* 
ously. Troops were reportedly continuing to arrive on March 17. 

Beginning March 9, there was wide*i)read and indiscriminate killing. Soldiers 
were seen bayonetting coolies without apparent provocation in front of a Consulate 
staff residence. Soldiers were seen to rob passersby. An old man protesting the 
removal of a woman from his house was set*n cut down by two suhliers. The 
Canadiuo nurse in charge of an adjacent Mission Hospital was observed bravely 
to make seven trips under lire into the crowded area across the avenue to treat 
persons shot down or bayonelted, and once as she supervised the movement of a 
wounded man Into tlie hosi)ltal the bearers with her were fired upon. Some of 
the patient.s brought in had been shot and hacked to pieces. Young Formosan 
men were observed tied together, being prodded at bayonet point toward the 
city limits. A Formosan woman primary school teacher attempting to reach her 
home was shot in the back and robbed near the Mission compound. A British 
business man attempting to rescue an American woumn whose house wa.s being 
riddled with machine gun lire from a nearby emplacement was hred upon and 
narrowly escaped, one bullet cutting through his clothing and another being 
dedected from the steering gear of his jeep. Another foreigner saw a youth 
forced to dismount from his cycle before a military policeman, who thereupon 
lacerated the inan*s bunds so badly with bis bayonet that the man could not pick 
up his machine. 

Anyone thought to be trying to hide or run was shot down. Looting began 
wherever tlie soldiers saw something de.slroble. In the Manka area, near the 
Consulate, a general sacking by soldiers took place on March 10; many shop¬ 
keepers are believed to have been shot. 

On March 11 it was reported Umt a systemnllc search for middle school stu¬ 
dents had begun during the night. School oDrollment lists were used. A broad¬ 
cast earlier had ordered all youths who hud been members of tbe Security Patrol 
or the Youth League to turn In their weapons. Concurrently, all middle school 
students were ordered to remain at home. If a student was caught on the street 
while trying to obey the first order he was killed; If the searchers found a weapon 
Id bis house, he met a like fate. If a student was not at home hLs brother or 
his father was seized as hostage. A reliable estimate was made that about 700 
students had been seized in Taipei by March 13. T\vo hundred are said to liave 
been seized in Keelung. Fifty are reported to have been killed at Matsuyama 
and thirty at Kokuto (suburbs of Taipei) on the night of March 0. 

From March 8 the Government iostltuted searches for all members of the 
Settlement Committee and for all editors, lawyers and many prominent business¬ 
men who had In any way been Identified with the activities of the Committee be¬ 
tween March 1 and 8. Wang TIen-toug, Chairman of the Settlement Committee, 
was seized and is alleged to have been executed about March 13. Ton Qlm, a 
leading banker, was taken from his sick bed; LIm Mo-sol, editor of the Alin Pao, 
was seized In the night and taken without clothing. Gao KIn-en, head of a large 
private mining interest, was arrested. 
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Middle scnool aud normal scliool teachers began to be seized or to dlsapjwar 
March 14. One teacher who had been deprived of his license as a public prosecu¬ 
tor after exposing a case of police corruption in early li>40, was taken on March 15. 
Another public prosecutor Involved in the arrest aud punishment of mainland 
IK)liie olHcers convicted in court of killing an official of the Taichung Court, Is 
said to have been literally dragged out of the Taipei Higher Court by the convicted 
man who Inul apparently won release after March 8. A minor accountant In the 
Taiwan Navigation Company at Keelung was calle<l out and shot, with the 
ex))lanatIon that the Manager did not think well of him. 

On March 13 a tense crowd was observed near U>e homes of the Vice Consul 
and the U.S.I.S. Director; wailing women who came away incoherently said tliat 
two students bad just lM*eu beheadeil. Unbra personnel observed bodies lying 
along the road betw(‘en their hostel and the city office. Unclaimed bodies were 
reliably reiM>rted to be lying in the ditches aud along an embankment witliin 2,00U 
feet of the foreign mission compound. A foreigner reported that on March 10 
wlille at tljc Army Garrison Headquarters he observed some 15 well-dressed 
Fonnosan-Chlnese hound and kneeling, with necks bared, apparently awaiting 
execution. On March 14 and 15 many bodies began to float into the inner harbor 
at Keelung. Foreigners saw sampans tow them in for possible identltlcatlon by 
anxiously waiting pi-ople. It is estimated by a reliable Keelung observer that 
some 300 ]>cople had been seized and killed there. 

After three days in TaiiH-i strwts, government forces began to pu.sh out into 
suburban and rural ureas. Mounted nmchliie gun patrul.s were observed along the 
Iiighroads 15 to 20 miles from Taipei shouting at random in village streets in 
wliat appeared to lie an effort to break any spirit of resistance. Manhunts were 
observed being conducted tlirougli the hills near the UNIlUA hostel. ForeignorB 
saw hollies hi the streets of Tamsui. 

Ily March 17 the order of seizure or execution sceim“<I to have become, suc¬ 
cessively, all esIablishtHi critics of the government, Settlement Committee niem- 
bers and their aides, men who had taken port in the interim policing of Taipei, 
middle school students and teachers, lawyers, c'conoroic loaders and members of 
Inlluenc'lnl families, and flnnily, persons who in the past had caused mcml>ers of the 
Government or their apixiiutees serious loss of face. On March IG it was rumored 
that anyone who spoke English well, or who had close foreign connections was be¬ 
ing sclzeil “for oxaiuination'’, and that many Japiinese technicians in tlie employ 
of tlie Govoriiinent wore being taken. 

On March 0, ttic Committee began to publish retractions, modiflentions and de¬ 
nials of acts and proposals made during the preceding ten days. Only the Govern¬ 
ment’s paper, the n$in Sheng Pao, appeared March 9. On that date the Taiwan 
Garrison Ilondqunrters issued the ambiguous statement that “all Illegal organiza¬ 
tions must be abolished before March 10 and meeting and pitrndes ore probib- 
Iiod . . (Conimunlqud no. 131, March 9. 1947). 

On March 10, General Chen issued the following statement: 

“On the nftcnioon of March 2. I broadcast that members of the national, 
provincial and municipal P.P.C.S, Taiwan representatives to the National As¬ 
sembly and representatives from the people mny Jointly form a committee to 
receive the people's opinion concerning relief work for the February 28 incident. 

“Unexpectedly, since Its formation, the committee has given no thought to 
relief work such ns mcHlIcal care for the wounded and compensation to the 
killed and so forth. On the contrary, it acted beyond Its province and on 
March 7 went so far as to announce n settlement outline contalulng rebellious 
oloiuciits. Therefore, this committee (including hsten and municipal branch 



ANN'EXES 


933 


ooimuittoes) sboiild be abolished. Hereafter, opinioas on political reforms 
concerning the province may be brought up by the Provincial P.P.C.. and those 
concerning the Imien and municipalities by their respe<-tlve on iininicipal 

P.P.C.R. People who have opinlon.s may bring them up to the P.P.C. or to the 
Government-General direct by writing.” {flsin Shcng Pao, March 11. 1947) 

On March 13, it was announced that all but three government-sponsore<l 
juipers were banned or suspended for having published accounts of the uprising 
and activities of the Committee. The Min Pao press was destroyed effectively 
on March 10. 

B5’ March 17, the Government force.s were pushing down the main railway 
lines toward the center of the island. Martial law was rigorously enforced 
from 8 o’clock p. m. until 6 :30 o’clock a. m. 

The Draft Reform Program 

Hereafter, events In Formosji and the development of Chinese administration 
there may he better understood in the light of the draft reform program—the 
so-called 32 Demands—which are here set forth. Though the rioting after 
February 27 was spontaneous and the creation of the Settlement Committee an 
nnplnnucd event, these requests for specific reforms in local governiuent are 
rooted in fundamental economic and administrative problems which must some 
day be solved.- 

It must he pointed out that the Settlement Committee, aware of its re.spon.slble 
otBcial character, was greatly hampered and euiharrassed by many impossible 
demands made on It by individuals and groups who were not authorized to de¬ 
velop a reform program for the Governor’s consideration. For example, there 
were published demands that only Formosans be allowed to hold arms on Taiwan 
and that all Central Government troops be withdrawn. Some extreme threats to 
Individuals in the Government appeared In handbill and poster form. 

Here the Committee’s proposals are regrouped as they appear tlcslgned to 
achieve (1) e(|uality in government; (2) security of person and (3) security of 
means of livelihood. Certain of the measures were clearly open to compromise 
and negotiation. 

Roformf to cnaure for Formonant in looat government 

1. A provincial autonomy law shall be enacted and shall become the supreme 
norm for political affairs in this province so that the Ideal of National Recom- 
struction of Dr. Sun Yat-sen may be here materialized. 

2. The appointment of commissioners shall have the approval of the People's 
Political Council {after new elections have been held.) The People’s Political 
Council shall be newly elected before June 1947. In the nieautime such appoint¬ 
ments shall be submitted by the Governor General to the Committee for Settling 
the February Incident for discussion and approval or rejection. 

3. More than two-thirds of the Commissioners shall be appointed from those 
who have lived in this Province for more than ten years. (It Is most desirable 
that such persons only shall bo appointed to the Secretariat and to be Commis¬ 
sioners of the Department of Civil Affairs, Finance, Industry and Mining, Agri¬ 
culture and Forestry, Education, and Police.) 

4. Unarmed gatherings and orgonlzatlons shall enjoy absolute freedom. 

5. Complete freedom of speech, of the press and of the right to strike shall he 
realized- The system requiring registration of newspapers to be published shall 
be abolished. 
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6. The Regulations in force covering the formation of popular organizations 
shall he abolished. 

7. The Regulations governing the scrutiny of the capacity of candidates for 
membership in representative organs of public opinion shall be abolished. 

8. Regulations governing the election of members of various grades in repre¬ 
sentative organs of public opinion .shall be revised. 

9. A Political /^airs Bureau of the Settlement Committee must be established 
by March 15. Mensure.s for its organization will he that a candidate be elected 
by representatives of each village, town and district, and then newly elected by 
Uie prefeclural or city People's Political Council. The numbers of candidates to 
be elected in each city or preR'cture are as follows: 

[Total 50—hgxircs and allocations here omitted] 

10. The Office of the Governor General shall be converted into a Provincial 
Govemment. Before this reform Is npprove<l by the Central Government, the 
Office of the Governor General slinll bo reorganized !>>• the Settlement Committee 
through popular elections so that righteous and able officers can be nppointetl. 

(Note: It lias been indicated by a Formosan lawyer that the thought behind 
this was to provide for the interim period loading to the pence treaties and the 
legal return of sovereignty to Chinn, until which time, It Is widely hold, a legal 
Provincial Government cannot be established.) 

Rcf<mnjf to ensure securilji of person and property 

1. Popular election of prefectural magistrates and city mayors shall be held 
before June of this year and at the same time there shall be new elections of 
inemhers to nil prefectural and municipal political councils. 

(Note: The reason given for this Is the establishment of control over the police 
systems and to en.sure the supremacy of, and respect for the courLs.) 

2. The posts of the Comnils-sloner of the Department of Police, and of the 
directors of all prefectural or municipal Police Bureaus ought to be filled by 
rormo.snns. The armed Special Police Contingents and the armed police main¬ 
tained by the Railway Department and the Department of Industry nud Mining 
shall be abolished immediately. 

3. No government organs other than the civil police can arrest criminals. 

4. Arrest or confinement of a political nature shall be prohibited. 

6. All chiefs of local courts of Justice and all chief prosecutors In all local 
courts of Justice shall be Formosans. 

0. The majority of Judges, prosecutors and other court staff membership shall 
be Formosans. 

T. More than half the Committee of I^gnl Affairs shall be occupied by For¬ 
mosans and the Chairman of the Committee shall be mutually elected from 
among Its members. 

Measures to ensure a revision and tibcralUation of economic policy and a reform 
of economic administration 

1. A unified Progressive Income Tax shall be levied. No other sundry taxes 
shall be levied except the Luxury Tax and the Inheritance Tax. 

2. Managers In charge of ail public enterprises shall be Formosans. 

3. A Committee for Inspecting Public Enterprises, elected by the people, shall 
be established. The disposal of Japanese properties shall be entirely entrusted 
to the Provincial Government A Committee for management of industries 
taken over from the Japanese shall be established. Formosans shall be ap¬ 
pointed to more than half the Committee posts. 
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4. The Monopoly Bureau shall be abolished. A system for rationing daily 
necessities shall be instituted. 

5. The Trading Bureau shall be abolished. 

6. The Central Government must be asked to authorize the Provincial Govern¬ 
ment to dlsiK)se of Japanese properties. 

Reforms affecting tnilitary administration on Fonuosn 

1. The military police shall arrest no one other than military iiersonnel. 

2. As many Formosari.s as possible shall be appointed to Army, Navy and Air 
Force posts on Taiwan. 

3. The Garrison Headquarters must l>e abolished to avoid the misuse of 
military privilege. 

Reforms affecting social tccl/arc problems 

1. The political and economic rights and social position of the aborigines must 
be guaranteed. 

2. Workmen’s protection measure.s must be put into effect from June 1, lf>47. 

3. Detained war criminals and those suspected of tresison must be released 
unconditionally. 

(Nora: This is stated as designed to secure the release of a number of wealthy 
and prominent Formosans who have been held for more than a year on general 
charges of “treason” and “war ciime.s**, who me alleged to be paying continual 
ransom to ensure the lives of those detained and to ensure the security of their 
extensive holdings.) 

Demands tchich are subordinate measures or subject to comprotnise 

1. The abolition or unlilration of the Vocational Guidance Camj) and other 
unnecessary Institutions must be determined by the Political Affairs Bureau of 
the Settlement Commit tec, after discussion. 

(Note: An Internment camp for persons the Ooverninent decides to make Into 
“useful citizens”.) 

2. The Central Government must be asked to return fun<ls for the sugar 
exported to tlie mainlancl by the Central Government. 

3. The Central Government must be asked to pay for ITiOjlOO tons of food 
exported to the mainland, after estimating the price in accordance with the 
quotation at the time of export. 

Id preparing these proposaLs for reform the Settlement Committee believed 
that it was preparing a basis for discussion with the Governor and through him 
with the Central Government. For an examination of public statements by the 
Governor and his representatives and from the direct to.slimony of Committee 
members^ it Is l)elievod that the Committee was just!tied in considering itself 
empowered oflicially to propose sucli reforms In adminlstrutlon. Tliese were not 
put forth as minimum or iinalt<Tahle demands; they were clearly understood 
to be intended ns a moans for reflecting popular opinion. March 10 wa.s mutually 
agreed upon as a date for presentation in order that people throughout Taiwan 
could contribute their Ideas to the Committee. 

APTFXtMATn AND SETTLEifENT 

Public opinfon^ Naiionalistn and Communism 

However bitter their criticism of local administrative policy before these up¬ 
risings, there can bo no question that the Formosan-Chinese have felt loyalty 
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to the CentrnI OoTeriiineut and toward the Generalissimo. Fifty years under 
Japanese rule had sharpened their sense of Chinese nationality and race and 
In doinK so dovploi>ed a strong sense of island-wide social unity. Formosans 
have been ambitious to see Taiwan become a model province of China. I roiu 
February 28 until March 0. while Formosans were In effective control of the 
Island, the leaders In the Settlement Committee, leaders of the Youth Groups 
and editors of newspapers which have been most critical of the local government 
all took great pains to emphasize their fundamental desire to become a model 
province in Chinn, proud of their race and nationality and proud to be taking 
part in the National Ueconstructlon. 

(For specific reference, see editorials and speeches quoted In the Chung TTai 
.Hh Pao. March «: .Via Pao, March 6; Tlsin S/icnp Pao, March 5; and other 
jourimls of that week.) 

Ueforence has been made earlier to the Intense distrust and fear of communism 
which was fostered Intensively by the Japanese. There are a few Formosans 
who have been suspected of Interest In overseas communism but they have 
always been oounte«l of little Importance. Of direct external influence a few 
communist pamphlets of roalnlond origin were found In the autumn of ItMO 
hut they were not esi)eclall>' designed for Taiwan. So long ns the living standard 
remained at a relatively high level there was little danger of communist doctrine 
fln<llng a reception on Formosa. A large number of Formosans who had been 
conscripted Into Japanese army labor battalions were repatriated from Hainan 
Island In conditions of extreme poverty in 19^6. They had not been treated os 
‘■llberntod Chinese" but ns defeated enemies after the surrender. Failure to 
(Inil employment on Fomio.sa In the months since has undoubtedly Increased their 
tUscontent and made them susceptible to the arguments of any confirmed com¬ 
munists who may have come back with them. 

It may be therefore said with a high degree of assurance that os of March 1, 
10-17, communism In any form was of most negligible Importance on Taiwan. 

However, n local form of communism is not only possible but Is believed to be 
a highly probable development If economic organization collapses under the 
pressure of continued military occupation. 

The military commitvumt and poifilbte economic consequences 

If the Central Government chooses to support a policy of suppression of all 
criticism of the government and to confirm the authority of present offlclals by 
establishment of military garrisons throughout the island, the cost will be very 
high and will not diminish. Firm control will necessitate the maintenance of 
troops at all large cities, at all important rail and highway Junctions and in 
the vicinity of the power plants upon which the normal economy dependa The 
ports and harbors must be garrisoned. Almost 14,000 square miles will have 
to be policed by military force. 

It Is not possible before March 17 to assess the truth of some Formosan claims 
(hot large supplies of arms had been seized in the central part of the island 
and transported Into hiding. The opportunity presented itself and was probably 
taken. 

It Is presumed that the Formosans, if oppression continues, will not attempt a 
resistance from fixed positions, but will continue to harry Government troops, 
creating a contlnuons drain upon men and supplies, and will use the mountainous 
hinterlands as cover. Perhaps no single province In China Involved so little 
military expenditure ns that needed for Formosa before March 1,1947. It may 
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now well become one of tlie most costly. If the econoiinc los.«es in i)ro«luctloti 
aiMl Ijiimpered transiwrtnlioii ore udded to outriKht niilitary costs. 

It Is signiticnnt that throughout the trouble the local government has emi>ha- 
sized the fact that the Army represents the Central Government most directly, 
'i'bus, when it began to be clear that the word given by the highest ranking mili¬ 
tary olTicers was to be broken. Formosans began to lose faith in the Central 
Government as well. 

With Industry in such a precarious condition in February 1»47. it must be pre¬ 
sumed that the dislocations attendant upon the present trouble and a military 
occupation will hasten the disintegration of the industrial .structure of Taiwan. 
Chinn loses thereby an asset of Immeasurable value. This established industrial 
structure (including the food processing units which make agriculture so prolit- 
able) has a substructure of semi-skilled local labor. Unrii.v luvestigatiuiis 
have shown that young Formosans are no longer able to go into Industrial 
schools or appreuticeships as in the past, but enter the ronimon lalsir market 
as they see Industry after Industry .shrivel up as capital investments dwindle 
and small Industries close. Unemployment will increase with uoc-elerntion of 
tills trend. 

The rice crl.sls in January Indicated that in present circumstances Formo.sa 
may have no immediate food suniluses upon which to draw. The addition of 
large numbers of troop.*!, ft»eding on the countryside, will furiber illminish avail¬ 
able supplies. Itlce and other foods will go into hiding. SnbotJige and slow-down 
tactics may be anticipated. 

The total losses of a military occupation are incalculable. I'rominent For- 
mosan-Cbinese—con.servatlve. liberal and extremists—anil many youtig men have 
been killed or seizwl or are driven Info biding. The educational development 
of the island, especially in the techtiical schools of middle graile, will Im* greatly 
retarded at a time when China iieeils every traiiuHl man. Highly qualifleil 
muiiiland doctors and foreign medical personnel predict that the public health 
system may break down badly witiiln the year, bringing on u larger scale the 
cholera epidemics which appeared In 19-10. 

A stale of near anarchy Is a distinct possibility for Formosa by the end of 19-17 
If drastic efforts to revise policy' and effect guvernmcntul reforni.s (free of mili¬ 
tary pressure) are not uuilertuken speedily. Ilavitig knowu a relatively high 
standard of living under the Jnpanc.se regime, the Formosans are not going to 
lose whnt they hove without a struggle directed against the forces which they 
bold responsible. If the Central Government meets Increasing difficulties com¬ 
pounded of economics aud military struggles of the mainland, the Formosans 
will be tempted to increase their resistance in proportion. 

For eighteen months Pormosnn-Chlne.ve blamed the provincial administration 
and at the same time assured themselves that If the Genornlisslino wore made 
fully aware of condltons he would reform the system in effect on Taiwan. Later 
It was assumed that the application of the new Constitution would bring to 
Taiwan the measure of self-government needed to restore the total ec<inomy to Its 
former high level of production, to the permanent benefit of China. 

There may be u sullen peace achieved by military action, but It cannot bo 
enforced. Further uprisings of far more serious proportions than these recent 
spontaneous outbursts may occur at a time when the over-all peace settlement in 
the Far Fast Is underway, and problems are being reviewed for inclusion or 
exclusion in the conference agenda. Anyone who wishes to embarrass China 
will find good material in a revolutionary situation on Taiwan. 
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Formosa should bo put to work earning foreign credit for China. Its peculiar 
character as an industrialized and technically developed province should be 
sheltered from the greater economic difficulties found on the mainland. Taiwan 
was returned to China as an outstanding economic asset, and example of the 
advanced technological economy toward which all other provinces of China are 
striving. Two years of concentrated rehabilitation effort in Formosa hereafter 
will produce permanent assets of two kinds. Raw materials and products such as 
fertilizers, ceiuent, foodstuffs and industrial chemicals will become permanently 
available to Chinn in increasing amounts. Others such as tea, camphor, sugar, 
industrial salt, pineapples and light manufactures can be directed to overseas 
markets. A moderate share of the foreign credit so created must bo returned 
to Formosa for rehabiliUitlon and expansion of state-owned industries and the 
expansion of private enterprise. Formosan-Chlnese must be admitted to greater 
participation in all aspects of economic administration and reasonable profit 
if the island is to prosper and to return to the high and constant level of production 
achieved in former years. Koononiic stability and expansion must be founded 
on a sound political and social administration. Now is the time to act. To en* 
courage and ensure wholehearted effort the Formosiin-Chitiesc must be allowed to 
take a larger part in government at all levels. Changes In personnel ns well ns 
in tbe structure of the ndminlstrntioii must be thoroughgoing; it Is felt thot half* 
way measures and palliatives now will only postpone a larger repetition of the 
current protests against corruption, maladministration and autocracy In the pro¬ 
vincial govornuient. Formosa can be restored to its former high level of political 
nlleginnee and of economic production by prompt and fundamental reform. 

The following developments have been reported as occurring during ti\o end of 
Murcli and the first part of April: 

The continuing presence of fresh bodies In Keelung Harbor and other evidence 
indicate that the elimination of the Informed opposition is continuing. The bodies 
of at least two men known to neutral sources as having taken no part In any 
activities <luring the recent incldent.s have been identified. It Is reported at Taipei 
that although shots and screams In the night have become leas frequent, they 
continue, and that there is no palpable difference in the tense atmosphere of the 
city, ilainlanders generally are reported to be apprehensive of further trouble, 
and many of them are said to feel that Formosan cooperation under present 
circumstances will bo difficult for an Indefinite time In the future. Of serious 
Import is the reported continued undermining of Taiwan’s advanced economic 
structure. 
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Oral Statement hy President Truman to Dr. T. V. Soony Conecminy 

Assistance to China., September 74, i‘?4J 

The United Statess is prepared to assist China in the development of armed 
forces of moderate size for the maintenance of internal peace and security and the 
assumption of adequate control over the liberated areas of China, including Man¬ 
churia and Formosa. The arrangements for the provision of such assistance 
sliould include the method of discharge by the Chine.«e Government of the finan¬ 
cial obligations iiicurrtHl in connection with the supplies furnished and services 
rendered by the United Stales. 

Having in mind statements by tlie Generalissimo that China’s internal political 
diftlculiies will be settled by political methods, it .should be clearly understood that 
military assistance furnished by the United States would not be diverti'd for use 
in fractricidal warfare or to support undemocratic administration. 

The e.vact amount of assistance which can be provideil by the United States 
will need to be agreed between the U.S. and Chinese Governments and will 
depend on a detailed study by the Chlne.se and U.S. military authorities. It 
apix>ar.s practicable at this time, subject to suitable mutual arrangements con- 
cenie<l with the provision of equipment and supplies to complete the 3fl dlvision 
program, to furnish certain naval craft, particularly those suitable for coastal 
and river operations, and to exjuip an air force of conunensuratc size. After con¬ 
sulting General Wedemeyer further and when the problem has been considered 
by the Joint Chiefs of Staff and other U.S. agencies concerned and we hove 
completed our determlnaUon of availability of equiptnent. we will be in a position 
to determine what assistance, if any, beyond the 39-dlvIsion program will be 
feasible. 

The exact size, composition and functions of an advisory mission will be 
dependent upon the status and character of the mis.sion and on the size and 
composition of the Chinese armed forces which may be agreed between the 
U.S. and Chinese Governments. As to the status and character of the mission, it 
might be more desirable to relieve ofllcers from active dtity for appointment by 
the Chinese Government than for tlUs Government to organize and appoint such 
a group. 

A U.S, advisory mission composed of officers on active duty can only be estab¬ 
lished under the emergency powers of the President. Consequently legislation 
would be required to continue the mission after the expiration of these powers. 

It is suggested that Generalissimo Chiang Kal-shck immediately formulate 
a plan, In collaboration with General Wedemeyer, for the post-war Chinese 
armed forces and an estimate of U.S. assistance desired and Indicate to this 
Government bis views as to the financial and other governmental arrangements 
which must be made. 
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Study of American Military Materiel and Services Provided to the 

Chinese Government since V-J Day 

I 


Sino-Amewcah Cooperative Oroamzation Agreement (Saco) 


Utm 


Afnouni 


l^flymcnt of lump sum of expon^os of training 40 Cblocso studonts as obligated by article 17, 

SACO .. 

Equipage, shore bases. 

TubKc^works oonstnjction and malntcoanco. 

Ordnance supplies and equipment. 

Communications. 

Clothing. 

Radio equipment and supplies.. 

Fiscal codCsS, aerology. 

Medical equipment.. 

Aviation supplies and matcriab. . • ■ • 

Fuinituro and .. 


tmooo.oo 
S&MMS. IS 
79 . 304.97 
U.2S4.(»7.8U 
li 74S. $8 
3,309.00 
1.330,064.95 
967,78137 
169,49167 
07.25 
6144183 


Total estimated value of Issues, Day to March 2,1946 


817,006,939.70 


Ammunition Dumped and Transfebeed dt the U, S, Marines in North China, 

AFBrL-SEPTEUBFja 1047 


A) The following ammunition was abandoned by the First Marino Division during the months of April 


May 1947, In tho reiplng^TlenUln Area: 

7Vp< ^"^4 

Rockets, n E, AT 3.36 In. 

Rockets, BE, AT 4.S0 in. 

30 MM. 

37 MM. 

00 MM Mortar. 47,678 

60 MM Mortar. 

76 MM .. 

106 MM now. W,538 

166 MM How. . 

166 MM Prop, charge . . . .. 10,736 

OroDados, hand. . . 65,639 

Ortnadca, rifle. 33,038 

Demolition blocks . . . • 47,438 

.. 

Charg6S, M-13, prop .. ^430 

Bangalore torpedoes. ^0® 

M Inos, ant l•^ereonIle}. 1,014 

Mines, anti-tank. 

Small arms, .30 cal. 5^193,870 

.45 cal. W.lOO 

.60 cal. 236,616 

Orenade adapters. 

Flame throwers, portable. S6 

Flame thrower cyllndon. 303 

Bombs, 600 lbs, OP. 33 

Demolition cliargos. 3,248 

AitiUery fuses. 16,976 

Pyrotechnics . . 13H74 

BUsUnf caps. 32,918 
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Typ€ 

BUstiol', fuse, (c«t 

Plriof Dorico. 

Dctocacors. 

ShajKd chartjos. 

Bctonatlfig cord, feet. 

Flrccrockcrs, M-ll. 

IgnllloD cyHadcr. M-l. 

Kapalm, gab. . .. 

Bomb fuses, AN, Nf-230 . 

Sbclb, sbotgiio. 12GA . . . . 

Lighter fuse.. 


t*niU 

IW. tO) 
2,675 
400 
2S$ 
30^200 
1.200 
3.000 
12; 761 
4S 
9.000 
72.6S1 


B) Tho following ammimitiOD was transferrod to tbe Cbiocso Navy: 

(I) Ammunition charged to Lend Lease Account, transferred from storage at Tsingtao alrfldd tprevj 
ously removed from tnagaiincs of vesMb transferred): 


DfP4 

3'7i0 .... . . 

40 MM. . 

» MM. 

60 cal. 

45caI. ... 

30 cal. 

(2) AmoiunJUoD charged to Lend Lease Account transferred In ships' xnagasines* 
Ttfpe 

3'7M. 

40 MM .. 

2D MM. 

60 cal. 

45 eaJ. 

30 cal. 

23 cal. 


Uniu 

1.24C 

0.502 

100.600 

38,160 

260 

90.000 


UniU 

1,781 

87,767 

208.835 

80.256 

20,620 

157.414 

55,660 


(3) Ammunition charged Co Lend Lease Account, transferrod at Shanghai after special shipment from 
V, S. as training allowaneo; 


Tvpt 


UnU$ 


3'760 . 
40 MM 
20 MM 
30 cal. . 


250 

100.000 

160,000 

20,000 


C) Unserviceable atnmunlUon In the hands of tbe Fleet Marine Force, Western Psclfie, was abandoned 
by dumping small Quantities at a time In rovetmonts near Tsangkou AlrOeld, Tslngtao. The Cblneee 
National Army OarrUon Commander, was Informed of tho Intention to abandon tbb ammunition. 
Dumping operations began on 10 May 1047, and were oompleted on 13 September 1047. During this 
period, tbe following ammunition was dumped: 


UnU0 

105 MM Howltter. 24,605 

8) MM Mortar. 30,003 

60 MM Mortar. 28, 

76 MM nowltser . 0.837 

165 MM Prop charge • .. 6,485 

165 MM Prop charge. . 039 

Oreoade, band, fragmecUtioD. 27,675 

Grenade, band, all others. 18,640 

Grenades, ride, all types. 0.660 

Bangalore torpedoes.; . 1,810 

email arms. cal. .80, carbine A rifla.1,4SS,400 

Minas, antl-tanh. 372 

Mines, anti-personnel. 686 


















































942 


U- S. RELATIONS WITH CHINA 


Type 

Shaped eborces iOt . 

Shaped chajTQs lOl. 

Qrcaode adapters, o\\ types. 

Shell. 37 MM. all types A shot. 

Rocket, UE, AT. 

Flores, trip, all types. 

Device, pressure type. 

Device, firiny, pull type. 

Device, firing, push typo. 

Device, firing, release typo. 

Lighter, fuse, woterproof. 

Lighter, fuse, (fiction type. 

Pyrotechnic signals, ground. 

Fuse. Igniting, hand grenade. 

Shells, shotgun #OOB. 

Cord, detonating, (Prima) 600 (t. Spools 


UnUi 

034 

300 

4,773 

1,035 

33t 

on 
080 
1,410 
340 
LO40 
103,000 
5 $, 000 
1,010 
7,715 
730 
380 


Tbansfeb of U. S. Naval Vessels Ukdeb Public Law 512 (oeant) 


PR4 

LST 755 

DE 6 

LST 1030 

DE 47 

LST 903 

PCE 867 

LST 710 

PCE8C9 

LST 717 

AM 267 

LST 1017 

AM 358 

LST 1050 

AM 250 

LST 1075 

LST 537 

LCI (L) 514 

L8M 155 

LCI (L) 617 

LSM 157 

AO 134 

LSM 285 

LCT 613 

LSM 457 

LCT 516 

LSM 431 

LCT 840 

AM 200 

LOTS03 

AM 300 

LCT 1143 

AM 273 

LCT 1145 

AM 270 

LCT 1171 

AM 340 

LCT 1213 

AM 774 

AGO 43 

AM 280 

AFDL34 

PO 1247 

35LCM 

?0 1540 

35LOVP 

POM 20 

AM 287 

POM 30 

AM 310 

POM 13 

YM8330 

POM 13 

PC 400 

POM 14 

PO 403 

POM 15 

P0 693 

SO 048 

PO 605 

SC 008 

9C704 

LSM 433 

SC 708 

LSM 442 

60 733 

LSM 450 

SO 733 

LCI (L) 233 

8C 736 

LCI (L) 631 

ADO 33 

LCI (L) 417 

AFDL (0)30 

LCI (L) 418 

ARL4i 

LCI (L) 030 

DB 103 

LCI (L)033 

DB 103 

LST 557 

DB 104 

DB113 


Total procoremeDt cost of above 181 vessels: $141,815,000. 
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II 

Public Law 512—Tih’H Congbesb 
Chapteb 580—2d Session 
H. R. 5356 

AN ACT 

To provide assistance to tlie Republic of China in augmenting and maintaining 

A Naval EstablislimeDt, and for other purposes. 

Be It enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That nolwlthstanding the provisions of any 
other law. the President Is authorized, whenever In his discretion the public Inter¬ 
ests render such a course advisable, or will assist In relieving United State forces 
of duty In China or putting the Government of the Republic of China in a better 
position to protect or Improve the safety of navigation In its waters, to provide 
to the Republic of China such naval services, training, plans, and technical advice 
as he may deem proper; and to dispose of naval vessels and craft, not to exceed 
two hundred and seventy-one vessels and craft under authority of this Act, 
which are in excess of the naval needs of the United States, floating drydocks 
of capacity suflieient to accommodate any vessel or craft disposed of under 
authority of this Act, and material necessary for the operation and maintenance 
of the vessels and craft disposed of under authority of this Act and for the training 
of the crews of such vessels and craft, to the Republic of China by sale, exchange, 
lease, gift, or transfer for cash, credit, or other property, with or without war¬ 
ranty, or upon such other terms and conditions as he niay deem prop<>r : Provided, 
That prior to the disposition under the authority of this Act of any battleship, 
aircraft carrier of any t3rpe. cruiser, destroyer (but not destroyer escort), or sub¬ 
marine the President shall first obtain the authority of Congress in each Instance; 
Provided further. That no information, plans, advice, material, documents, blue¬ 
prints, or other papers, bearing a secret or top-secret cinssiflcatlon shall be dis¬ 
posed of or transferred under authority of this Act. 

Sec. 2. The President Is authorized, upon application from the Republic of 
China, and whenever In his discretion the public interests render such n course 
advisable, to detail not to exceed one hundred ofllcers and two hundred enlisted 
men of the United States Navy and Marine Corps to assist the Republic of China 
In naval matters: Provided, That United States naval or Marine Corps personnel 
shall not accompany Chinese troops, aircraft, or ships on other than training 
maneuvers or cruises: Provided further. That the Secretary of the Navy Is author¬ 
ized to pay to such persons such additional compensation as may be necessa^ to 
make appropriate adjustment for Increased cost of living occassioned by reason 
of detail to such duty: And provided further. That while so detailed such officers 
and enlisted men shall receive the pay and allowances thereunto entitled In the 
United States Navy or Marine Corps and shall be allowed the same credit for 
longevity, retirement, and for all other purposes that they would receive If 
they were serving with the forces of the United States. 

Sec. 8. The provisions of this Act shall terminate five years after the date 
of its enactment. 

Approved July 16,1948. 
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III 

EXECUTIVE ORDER 

AVTHOIIIZINO TUE SECBtrrARY OF THE NaVY TO TBANSFEB CEBTAIN VESSELS AND 

Material and to Furnisu Certain Assistance to the Republic of China 

Whereas the act of July 16. 1946, Public Law 512. Seventy-ninth Congress, 
provides, In part: 

“That uotwitlistanding the provisions of any other law, the President is an- 
thorizod, whenever in his discretion the public Interests render such a coarse 
advisable, or will assist In relieving United States forces of duly In China or 
putting the Govorninent of the Republic of China in better position to protect 
or improve the safety of navigation in its waters, to provide to the Republic 
of China such naval services, training, plans, and technical advice as he may 
dwni i)rt>p«'r; and to disi>ose of naval vessels and craft, not to exceed two hundred 
and seventy-one vessels and craft under authority of tills Act, which are In 
excess of the naval needs of the United States, floating drydocks of copacity 
Rufllclent to accoiiiinodate any vessel or craft disposed of under outhorlty of 
this Act. and iimterlal necessary for the operation and maintenance of the vessels 
and craft disposed of under authority of this Act and for the training of the 
crews of such vessels and craft, to the Republic of China by sale, exchange, lease, 
gift, or transfer for cash, credit, or other property, with or without warranty, 
or upon sucli other terms and conditions ns he may deem proper; Provided, 
Tliat prior to the disposition under the authority of this Act of any battleship, 
aircraft carrier of any ty|)e. cruiser, destroyer (but not destroyer escort), or 
suhniariiio the President shall llrst obtain the authority of the CJongress In 
each Instance: Provided further. That no information, plans, advice, material, 
documents, blueprints, or other papers, hearing a secret or top-secret claBslfl* 
<’ntion shall be disposed of or transferred ntuler authority of this Act. 

“Sec. 2, Tlie President is nuthoi'i7.ed. uiwn application from the Republic of 
China, and whenever In his discretion the public Interests render such a course 
advisable, to detail not to exceed one liundred officers and two hundred enlisted 
men of the United States Navy and Marine Corps to assist the Republic of 
Chino In naval matters: Provided, That United States naval or Marine Corps 
personnel shnll not accoiiiiMiny Chinese troops, aircraft, or ships on other 
than training mnneuvera or cruises. . . 

Whereas the Republic of Chinn has r(N]uested the United States to transfer to 
it ci>rtiiln specified naval vessels, craft, and floating drydocks, and to furnish It 
certain technical advice and assistance In connection with the orgonlzatlon and 
maintenance by it of n iiuvnl establishment: and 

Whereas such vessels and craft are In excess of the naval needs of the 
United States; and 

WnEBE-\8 it appears that the transfer of such vessels, craft, and floating dry- 
docks. and the furnishing of such odvlce and assistance to the Republic of China 
would be lu accordance with the conditions and limitations of the said act of 
July 10,1040, and would be in the public lotereat: 

Now. THEBDOiUE, by virtue of the authority vested In me by the said act of 
July 10.1940, and as President of the United States and as Commander-ln-Ohlef 
of the Army and Navy of the United States, It Is hereby ordered as follows: 

Section 1. Subject to the conditions and limitations contained In the said act of 
July 10,1040, the Secretary of the Navy Is authorized: 

(a) To transfer to the Republic of China without compensation the said ves* 
sels, craft, and floating drydocks. 



ANNEXES 


945 


(b) To repair, outfit, and equip tbe cruft, und flouting drydock^s 

which are to be transferred under piiragraph (a) of this section, and to transfer 
tuaterial deemed by the Secretary of the Navy to be necessary for the operation 
and mninteoauce of tbe vessels and craft so transferred, all on tbe basis of cash 
reimbursomont of the cost thereof by the Ilepublic of China. 

(c) To furnish to the Republic of China such pluns, blueprints, documents, aud 
other Information in connection with such vessels, craft, and floating drydocks, 
und such technical inforumtion and advict^ in connection with the organization 
and maintCDanoo of a naval establlsbojent by the Republic of China which has 
not been classified as secret or top*secret us the Secretary of the Navy may deem 
proper. 

(d) To train personnel for the operation of such vessels, craft, and floating 
drydocks, and for such other naval puri>oses as the Secretary of the Navy may 
deem proper. 

(e) To detail not more than one hundrcHl oflicers and two hundred enlisted 
men of the United States Navy or Marine Corps to assist the Republic of China in 
naval matters under such conditions and subject to such rules und regulations 
as the Secretary of the Navy may proscribe. 

Section 2. The authority hereby granted ahull be ezerdsed by the Secretary of 
the Navy subject to concurrence by the Secretary of State; and If at any time 
the Secretary of State sliall determine that the transfer of further vessels and 
craft or material would not be in the public Interest, such transfers shall be 
discontinued. 


Haesy S. Teuuan. 


The White House, 

April 26. 1947. 


IV 

OFLC Sbipukntb of Arms ani> Aumumtion to China 


Accumulated Pioubes—January 1, 1048 to March 31. 1040 


ftm 

QuaniUlf #Afpp<d 

Pr0€uremaU 

C09t 

SqU 4 pric* 

Air Force 

AJrcrctt P47-D. 

42. 

83.090.634.00 

8147,000 00 

Alroraft P47-D. 


6,771,29X00 

360,000 00 

Airersfe C4d-F. 

13». 

3.202,001.00 

202.600.00 

Alrcrsfl P4I-D. 

63 . 

2.781,017.00 

397,600.00 

AlrcTAlt Eoirtnec.. 

6S3. 

8,720.663.60 

1,210,077.00 

Alrcrsft Spares. 

Mlsed-bulk . 



Ports end Tools. 

Shipments. 

11,720,011.46 

2,023,746.32 

20mm Ouni. 

200 .. 

832^827.30 

33.282.74 

Totals. 


36,637,064.31 

4,461.105.06 

Other equipment 

Chemical . .... 

' M/T 273.02. 

20,002.28 

3,740.04 

Engineer. 


77.037.00 

0.620.04 

Medical. 

M/T77.0e. 

42,600.28 

d,3lZ64 

Ordnance • .. 

•• 7,072.63. 

1,600,000.39 

108,837.43 

Quartermaster... 

•* 1,011.14. 

300,224.65 

88.053.07 

Slgn^... 

M/T 182.42 . 

214,443.68 

26,806.46 

TorAis. 

M/T 0,057.07 . 


282,087,17 
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Accumulated Figures—January I, I94S 1o Afarck SI, 1949 Continued 


turn 

Quantilif thtpped 

pTOCurtmefU 

east 

pHc4 

Aromunltloa 

Cal. .. 

37,972.703 rods. 

81.805,421.86 

$24,621.46 

Cal.ftO. 

18,571,550 rods. 

2,540,350 79 

41,913.07 

Cal. 45. 

1,830,600 rods. 

71.878.38 

4.259.50 

2 DlDtn. 

138.606 rods. 

42,977.60 

4,708.26 

37mm. 

3463^4 mds. 

848,689.56 

42,989.04 

(^OmxD. 

152,411 mds. 

452.660 67 

4.526.02 

61 mm... 

83.475 rods. 

432,546.24 

4,325.44 

4,2 m. 

36,918 rods. 

416,327.60 

41,717.34 

75mm. 

151,933 rads. 

1,499.335.68 

61,070 68 

I05mm. 

3At,780 rads. 

5,484,691.89 

1^80095 

I55mro. 

287,732 mds. 

1,293,128.48 

64.805.22 

I55mni (propelling charge). 

8,8S9rnds. 

63,310.65 

3,15a 00 

Orenodcs. 

216,668 . 

817,665.76 

32,00^24 

Mlnoa. 

52,133. 

208,532.00 

20.853.20 

Bombs, grenades and L/T mints (mixed) . 

5,666 . . . /. 

2.091,336.23 

26,913.36 

Bombs (photoliash). 

200 . . . 

6,300.00 

620.00 

Ammunition—(mixed, bultfi. 

4,125 . 

2,989.866.62 

29,898.67 

Metallic Links. 

Mixed-Dulk. 

16,169.01 

62a 00 

Boosters, Flares, Fuses, etc,. 

L/T696. 

330,495 03 

3,304.95 

Clusters. 

M/T 506 . 

137,95135 

1.379.62 

TOTAtS. 


21.707,536.10 


Grand totaus. 


00,608,497.58 

5,306,164.03 


• Delivered to Taiwan In September and December of IMS In combat openlional condition. 

• DellTcrcd to airfields In China In mld-lM8 In oporatlonol condition. 


V 

Public Law 472—SOth Conqbess 
“China Aid Act” [Excerpt] 

Sec. 404. (a) In order to carry out the purposes of this title, there is hereby 
nntborlzcd to be appropriated to the President for aid to China a sum not to 
exceed $338,000,000 to remain available for obligation for the period of one year 
following the date of enactment of this Act 

(b) There is also hereby authorized to bo appropriated to the President a sum 
not to exceed $125,000,000 for oddltlonal aid to China through grants, on such 
terms as the President may determine and without regard to the provisions of 
the Economic Cooperation Act of 1948, to remain available for obligation for the 
period of one year following the date of enactment of this Act. 


VI 

The Pbesident’s Leti-eb to the Secbetabt or Statu, June 2, 1918 

THB WHITE BOUSE 
WASHINGTON 

June 2, 1942 

Mt Dear Mb. SecbetArt : I am In general in accord with the position expressed 
In your memorandum to mo of May 14,1948, regarding the provision of additional 
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aid to China as authorized by Section 404 (b) of the China Aid Act of 1048. It 
is my desire that the grants to China under this section of the Act be made under 
the following procedures: 

1. The Chinese GoTemnient will, from time to time, submit to the Department 
of State requests for payment with respect to commodities or services procured 
by It, supported by invoices or other appropriate documentation evidencing the 
transactions. 

2. The Department of State will examine the documentation submitted by the 
Chinese Government to determine that the request is not in excess of the total 
represented by the invoices or other supporting data, and will authorize the 
Treasury to make the appropriate payments to the Chinese Government. 

3. The Secretary of State will request from the Chinese Government monthly 
reports showing in ns much detail ns possible the purposes for which expenditures 
have been made out of the funds provided to it under the authority of Section 
404 (b) of the Act. 


Attached Is a copy of my letter to the Secretary of the Treasury Informing him 
of this procedure and making an allocation of $13,500,000 to carry out the provi* 
sions of Section 404 (b) of the China Aid Act of 1948. 

Sincerely yours, 

Harby S. Teuican. 


AttAchmeot. 


VII 


The Pbzbident’s Letteb to the Secbetaby of the Tbeabubt, Typed Juke 2, 10-58 


THE WHITE HOUSE 
WASHINGTON 


June 2, 19.J8 


Mr Deab Mb. Secbetaby: Pursuant to the authority of Section 404 (b) and 
Section 400 of the Clilna Aid Act of 1048 (Title IV. Ihiblic Law 472, 80th Con¬ 
gress), I hereby allocate to you the sum of $13,500,000 out of the funds advanced 
by the Reconstruction Finance Corporation to carry out the provisions of the 
said China Aid Act of 1948. Please take the necessarj- stops to effect tills 
allocation. 

Out of the funds allocated hereunder disbursements arc to be made by you to 
the Chinese Government upon ccrtiffcation by the Department of State that the 
amounts requested are supported by invoices submitted by the Chinese Govern¬ 
ment, wbicli the Department has examined to determine that the request is not in 
excess of the total represented by these Invoices. A record of these disbursements 
should be forwarded monthly to the Department of State. 

The Secretary of State will further advise the Chinese Government to furnish 
him monthly reports showing In as much detail as practicable the purposes for 
which expenditures have been made out of the funds made available under the 
authority of Section 404 (b) of the China Aid Act of 1048. 

At such time as appropriations may become available for the purpose of carrying 
out Section 404 (b) of the China Aid Act of 1048, further allocations will be made 
out of such appropriations, to be disbursed in accordance with the terms of this 
letter. 


Sincerely yours. 


Babbt S. Tbuuan 
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VIII 


Note From the Under Secretary of State to toe Chines* Ambassado*. 

June 28, 1048 


June S8,19i8 

Excellency : I have the honor to inform you tliat. in accordance with the author¬ 
ization contained in Section 404 (b) of the China Aid Act of 1948 (TlUe IV of 
the Foreign Assistance Act of 1948) and subject to the provisions of the Act 
appropriating funds thereunder, the Government of the United States Is pre¬ 
pared, for tiie period of one year following the date of the enactment of the Act. 
to extend to the Government of the Republic of China additional aid through 
grants in the amount of $125,000,000 which have been appropriated for this pur- 
lR)se by the Congress In the Foreign Aid Appropriation Act of 1949. As stated 
III Section 404 (b) of the Chinn Aid Act of 1948, this aid is to be extended on 
such term.s Jis the rresident of the United States may determine and without 
l egnrd to the provi.slons of the Economic Cooperation Act of 1948. 

Pursuant to the authorization under the Act, the President of the United 
States has determined that the extension of additional aid under these grants 

shall Ik? govonuNl by the following terms: 

1. The Government of the Republic of China shall, through Its authorized 
representatives in Washington, present from time to time to the Secretary of 
State formal written requests for payment with respect to commodities or 
services procured or to he procured by It, supported by invoices, contracts or 
other appropriate documentation evhlenclng the transactions. 

2. The Secretary of State shall upon the receipt of such requests, supported 
by Invoices, contracts or other appropriate documentation evidencing the trans- 
actlon.s. authorize the Secretary of the Treasury to make the appropriate pay¬ 
ments to the Government of the Republic of China. 

3. Tlie Government of the Reptibllc of Chinn shall furnish the Secretary of 
State monthly reports showing In ns mtich detail ns prnctlcahle the purposes for 
which expenditures have liecn made out of funds providwl to It under the au¬ 
thority of Section 404 (b) of the Chinn Aid Act of 1948. 

I should appreciate receiving notificntton of your Government’s agreement to 
the terms set forth above for the extension of this additional aid under Section 
404 (h) of the China Aid Act of 1948. Upon the receipt of a note indicating your 
Government’s acceptance of these terms, the implementation of this Section of 
the Act may be promptly undertaken. 


Accept [etc.] 


For the Secretary of State: 

ROBEBT A. IXIVXTT 

Under Secreianf 


IX 

Note pbou the Chincse Aubassadob to the Sbcretabt or Stats, Jult 1. 1018 

Julv 1, i048 

Sib: I have the honor to acknowledge the receipt of your note dated June 28. 
1948, stating that, In accordance with the authorization contained In Section 
404 (b) of the China Aid Act of 1048 (Title IV of the Foreign Assistance Act of 
1048) ond subject to the provtstons of the Act appropriating funds thereunder, 
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the GoTerDOieut of tlie United States is prepared, for the period of one year 
following the date of enactment of the China Aid Act of 1948, to extend to the 
Government of the Republic of China additional aid through grants In the 
amount of $125,000,000 which have been appropriated for this purpose by the 
Congress In the Foreign Aid Appropriation Act of 1949. It is understood that this 
aid is to be extended on such terms as the President of the United States may 
deiermiDe and without regard to the provisions of the Economic Cooperation Act 
of 1948. 

My Government has authorized roe to inforu) you of its agreement to the terms 
determined by the President of the United States to govern the extension of 
additional aid under these grants ns set forth in your note tinder 
acknowledgement. 

It Is understood that the Government of the Republic of China shall, through 
its authorized representative in Washington, pn^sent from time to time to the 
Secretary of State formal written requests for paytuenC with re.spwt to com- 
inodlties or services procured or to be procured by it, supportcHl by invoices, 
contracts or other appropriate documentation evidencing the transactions. It 
Is understood that the Secretary of State shall upon the receipt of such requests, 
supported by invoices, contracts or other appropriate documentation evidencing 
the transactions, authorize the Secretary of the Treasury to make appr<q>riate 
payments to the Government of the Republic of China. It Is also understood 
that the Government of the Republic of China shall furnish the Secretary of 
State monthly reports showing in as much detail as practicable the purposes for 
which expenditures have been made out of funds provided to it under the 
authority of Section 404 (b) of the China Aid Act of 1048. 

My Government concurs In the understanding expresscfl above. 

Accept [etc.l V. K. WfxLiNGtoN Koo 



Tub Psesiobnt’s Lbttbb to tuk SixarrAHY op State Jctt 28, 1948 


THE WHITE HOUSE 
WASHINGTON 


Juiu g8, 1948 

My dear ^la. Secrktaby ; My letter of June 2, 1048, addressed to you concerning 
the provision of ndditionul aid to China as authorized by Section 404 (b) of the 
China Aid Act of 1048 is amended to road In i)ertiiiont part ns follows: 


*Tt is zny desire that the grants to China under this Section of the Act, which 
grants are hereby made, shall be paid under the following procedures: 

1. llie Chinese Government will from time to time submit to the Department 
of State requests for payment with respect to commodities or services procured 
or ordered by It, supported by purcliase orders, contracts, Invoices, or other 
appropriate documentation evidencing the transactions. 

2. The Department of State will examine the documentation submitted by the 
Chinese Government to determine that the request Is not in excess of tlio total 
represented by the supporting data and will authorize the Treasury to make the 
appropriate payments to the Chinese Government. The Treosury Depnrlmout 
shall make the payments in accordance with such authorization. 

8. In those cases In which the Chinese Government washes to arrange for the 
procurement or furnishing of supplies or services by any department, agency, 
or establishment of the United States Government, subject to the approval 
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of the Secretary of State as to the availability of funds prior to the procurement 
or furnishing of such supplies or services and pursuant to Sections 403 and 113 
(a) of the Foreign Assisunce Act of 1948, such deportment, agency, or establish¬ 
ment Is authorized to submit to the Department of State requests for reimbnrse- 
ment of appropriations or for advance payments. On the basis of such requests, 
the Department of State will authorize the Treasury Department to make reim¬ 
bursements or advance payments to such department, agency, or establishment 
4. The Secretary of State will request from the Chinese Government monthly 
reports showing In as much detail as possible the purposes for which expen¬ 
ditures have been made out of the funds provided to It under the authority of 
Section 404 (b) of the Act.” 


Attached is a copy of my letter to the Secretary of the Treasury advising him 
of this decision. 

Sincerely yours, 

Habbt S. Tbouan 

Attachment. 

XI 


The PrI';9!dent’8 Letter to the Secbetabt of DErrjieE July 28,1048 


THE WHITE HOUSE 
WASHINGTON 


July 28 , ma 


My dear Mr. Secretary : I enclose copies of letters addressed by me to the 
Secretary of State and to the Secretary of the Treasury setting forth the 
procedures to be applied to the additional aid to China authorized by Section 
404 (b) of the China Aid Act of 1048. I also enclose a copy of a memorandum 
addressed to me by the Secretary of State with reference to facilitating the pro¬ 
curement of military supplies by the Chinese Government. There ore further 
enclosed copies of on exchange of letters on the same subject with Chairmen 
Bridges and Taber of the Senate and House Appropriations Committees. 

Will you plcn.se take such action-as may be appropriate in the circumstances to 
facilitate the acquisition by the Chinese Government of such military supplies os 
the Chinese Government may request, either by making available existing stocks 
of Uic National Defense Establishment or by arranging for the procurement of such 
supplies on behalf of that Government 
Sincerely yours. 


Harry S. Tbuhan 


BnclOBures 

xn 


The President’s Iatiter to the Secuhtary of the Tbeashby July 28, 1048 


THE WHITE HODSB 
WASHINGTON 


July 28 , ma 

My dear Mr. Secretary: My letters of allocation under Section 404 (b) of the 
China Aid Act of 1048 (Title IV, Public Law 472, SOth Congress), dated June 2 
and July 16, 1048 are hereby amended In pertinent part to conform with the 
attached letter addressed to the Secretary of State establishing procedures under 
which payments under that Act shall be made. 

Sincerely yours, 

HaraY S. Trukah 

Attachment. 
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XIII 

Note Fbuu the UKDtt Secbetabt of State to the Chinese Ambassadob, 

JtH.T 30, 1048 


Depabtuent of State, Washington 

July SO. 10^8. 

Excellency; I huve the honor to refer to my note of June 28, 1048 in which 
were set forth the terms decided upon by the President of the United States to 
gorern the extension of additional aid to the Government of the Republic of 
China through grants authorized under Section 404 (b) of the China Aid Act of 
1948 and to your note of July 1, 1048 indicating your Govcrnmeiit’s acceptance 
of those terms. 

I am now authorized to inform you of the following procedure established by 
tlie President by which United States Government departments, agencies or 
establishments may assist the Chinese Government In arranging for the procure¬ 
ment or furnishing of supplies or services under Section 404 (b) of the China 
Aid Act of 1048: 

In those cases in which the Chinese Government wi.shes to arrange for the 
procurement or furnishing of supplies or services by any department, agency 
or establishment of the United States Government, subject to the approval of 
the Secretary of State as to the availability of funds prior to the procurement or 
furnishing of such supplies or services and pursuant to Sections 403 and 113 (a) 
of the Foreign Assistance Act of 1948, such department, agency or establish¬ 
ment is authorized to submit to the Department of State requests for reim¬ 
bursement of appropriations or for advance payment.^. On the basis of such 
requests, the Department of State will authorize the Treasury Department to 
make reimbursements or advance payments to such department, agency or 
establishment. 


Accept [etc.l 


For the Secretary of State: 

Boamr A. Lovett 

Under Bccretary 


XIV 


Note fbou the Chinese Ambassadob to the Secbetabt of State August 6, 1948 


CISXNESE Embassy, Washington 

Auguat G. 1948 

Sib : I hove the honor to refer to your note of July 30th, 1948, stating that, pur¬ 
suant to the following procedure established by the President, departments, 
agencies or establishments of the United States Government may assist my 
Government In arranging for the procurement or furnishing of supplies or serv¬ 
ices under Section 404 (b) of the China Aid Act of 194&: 

"In those cases In which the Chinese Government wishes to arrange for the 
procurement or furnisblng of supplies or services by any department, agency or 
establishment of the United States Government, subject to the approval of the 
Secretary of State as to the availability of funds prior to the procurement or 
furnishing of such supplies or services and pursuant to Sections 403 and 113 (a) 
of the Foreign Assistance Act of 1048. such department, agency or establishment 
Is authorized to submit to the Department of State requests for reimbursement 
of appropriations or for advance payments. On the basis of such requests, the 

844583—<9-88 
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Department of State will authorize the Treasury Departmeut to make reim¬ 
bursements or advance payments to such department, agency or establishment. 

I am authorized to inform you In reply that my Government accepU the 
procedure set forth above, which, together with the terms communicated to me by 
your note of June 2Sth. 1948. and nccepte<l by my Government In my note to you 
of July 1st. 1048, no doubt will greatly facilitate the procurement programs of 
my GoTorninont. 

Accepted [etc.] V. K. Wellington Koo 

XV 

Report Rfxeived From the Chinese Emiiassy on the Use op Funds Obtained 

Under the $125 Million Grants 

Summarj/ 0 / the V$e of Funds Received—Total Accufnulative 

^nQun($ (|) 

(a) Chinese Air Force 

1. .. 867,700.00 

2. A Ircroft . . ^ ^ ^ 

3. A irem/t Engines. 1600,805.78 

4. Aircraft Accc$«)rlw A Parti. 520,706.71 

5. CaslnK, Tube, Rubl*cr Materials. 810,207.87 

0. Fuel 5s Lubricant. 7,528.003.83 

7. Electrical Supplies 5c Accessories . ... ^ 

8. Gunnery Equipment. 21,047,50 

0. Flyhijf Shoea. 112,500.00 

10. Radio Equipment. 28,001,00 

11. Tools 5; Equipment. 223,882.72 

12. Field ^ n&nsar Equipment. 450,473.04 

13. ArmameDt 5c Ammunition. 282.25 

14. Raw MfttcriaLi ^ Hard worn. 4,054.60 

15. PhotoiiTAphlc Suppllo9 , . .. ^881.38 

10. CbcmlcnU, Qos 5c 011.. • • 4,004.38 

17, Rubber ^lloso. 273,570,24 

18. Medicine. 42,560.06 

10. Critical Items. 120,86108 

20. Shipping Charges. 634,253.07 

21. InBuroDCO 5c HoDdllng.. . 58,086.50 

22. Sorvlocs. 3,084,285.05 


SUBtOTAL. 3S»COO,000.00 


(b) Chinese Army 

1. Ordnance, Weapons 5c Ammunition. 42,604,465.47 

2. Ordnance. Materials for Arsenals. 12,512,770.61 

d. Transportation, Trucks... 350,087.64 

4. Transportation, Vcb I do Spam Parts.. 0,70^004.30 

5. Transportation, Tools 5c Equipment. 875,646^33 

6. Transportation, Materials. 124.020.87 

7. Signal, Field Communication Equipment. 4,133,465.87 

8. Signal, Equipment 5c Supplloa \ ..... 332,765 76 

0. Signal, Miscellaneous. 1,038.00 

10. Englnoer, Supplies 5c Equipment. 807,114.51 

U. Armored Force, Equlpmeot 5: Supplies. 1,000,033.43 

12. Tntolllgcnco, Equipment. 00,000.00 

13. Intelllgeoco, MisccUanoous. 70100 

14. Medical Supplies. 7,000.000.00 

15. Petroleum ProdacU. 8,375,001X00 

16. Shipping Chorves. 483,274.8$ 

17. Insurance Premiums. 3,373.83 

18. Mlsodlaoaotts Ohortes. 230.60 


Subtotal 


87,500r 001X00 
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C<UfQ0ry (c) Chinese Kftvy 

1. Vessels, Ouas A- Ammunition, Equipment A Supplies 

2. Petroleum Products. 

Spbtotal . , . . 

TOTAL . 


Amounlt ($) 
$0,657,020.00 

. . 9.500,000.00 

. . J 25.000,000.00 


XVI 

Afonihiff Shipmentti Under China Aid Proi7ra«i, Ati^AortJCti by See. iO i (b), China 

Aid Act of lO-iS, June Through December iP}5 


Junr—Mfscclbncous aircpifl spore parts purchased from private companies in the V. S. . 19.197.7« 

./ufy—Appro.Ylnmtely lo.nrio tons of small arms and urtiltcry ammiaiition (procurement 

cost million) and miscellaneous aircraft spare parts. 344, W.09 

4Aviation gasoline, aircraft spsiro parts, and communications equipment .... ].<H3, D2f>. 74 

S^pfr^nfrer—r-47 fighter aircruft (procurement cost $4 million) Aviation rtsolino and other 
petroleum prodticu, aircraft spevro ports, com muni cat Ions equipment, reconditioning 

naval vessels. 1,913.942.17 

Oefo6^r^Ammu!iltlon, aircraft sparo parts, ordnance supplies, naval supplies and services. 

aviation gasoline and other petroleum products. 7,006,893.91 

A'Qrem6vf^Small arms and ammunition,naval supplies and services, aircraft ports, avia« 

tloQ gasoline and other petroleum products. 20,644,970. 71 

Drcem&er-'Small arms and ammunition, fighter aircraft, tanks, medical supplies, naval 

supplies and services, aviation gasoline and other petroleum products. 28.219.401. fvs 

VndUiribtUed >. 1,70C. 429.37 


Total as of DccEunea 3i. 194$. tij.958>7vi.38 


* Records not yet available shoving exact month in which shipment was made. This figure reflects 
miscellaneous shipments of ovlalton supplies known to have been mode on a eountlnuing basis beginning 
in August 1948 and deliveries of petroleum products transferred primarily from bonded stocks in China 
u'hlcli were available to the Chinese Ooveniment In August 1948. 


XVII 


Shipmenti Under China Aid Program by Agencies of V. B. Oovenment and bjf 
Chinese Agencies^ Authorized by Sec. ^04 (b)> China Aid Act of J9i8, an of 
December SI, i$48 


A. ltfm$ Pr^eureS thr^^k U, S, Gor^rnmifU Afenciti 
(1) Department of the Army 

a) U. 8. 6. Afyof—Sailed from the t7.8. Nov. 9; arrived Shanghai Dec. 1.1948, 

Small arms and ammunition. 

b) V, S. 6. TKesAMirn^Salled from the V, 6/Kov 29; arrived Taiwan Jan. 4, 1949. 


RllSea .30cal.K49I,C21.00 

Auto. rJ Sea and mb’MQa. 360,970.00 

Johnson rlSea and JohnaoD MOa.. • • « . .. 81M61.00 

Bayonets. 423.03t 80 

Orecadet and rockets ..... 408,471. fiO 

Small anna ammunition.. 6»467,394.83 


iO U. B. B. ysflcey*-8a|]od from the V. B. Dee. 10: arrived Taiwan, Jan 4, 1949. 


Rises JO eal. 1,032,000.00 

Auto, rifles and fob-MOa.. 037,800.00 

4.2^^ Chemical mortars, , .... 199. aoo.00 

76 mm. Pack bowitterv w/flre control equip. 1.400,410,00 

Powder and propellants .. 658,810.26 

JO cal, ammoAlUon.. 888, oax 60 

QsonsetbaU. 4& 420.60 


810,127,001.91 


11.456,643.19 
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(1) DejyartniCDt of the Army—Contloacd 
c) O. S. 8. yo»i«if—Continued 

.. 

Dry ccH .... 

Medical supplies. 

MLwIJaneoiLs ordnance material. 

Sparc parts tor weapons and vehicles. 

Transportation, packing: and handling of abovMbled supplies 


$31,7% 12 
22.206.29 
$,353,777.19 
4S6v9ld.82 
1.250.000 00 
91$, Ml. 12 


d) Anns and ammunition from Far East Command-shipments completed, 16 Novem- 

bar me. . , ’ ’ L! 

c) ExplosWcs and demolition equipment from HewaU—arrived Shanghai, 3 December 

. . 

0 Surplus ordnance material from Shanghai. .... 


$9,918,625.29 

2,225,102.62 

218,382.75 

72,364.33 


Total, Difartmi^^t of the Armt 


40.018,200.09 


(2) Deportment of tho Kavy 

a) Fuel, lubricants and petroleum products 

b) Military vessels and watercraft .... 

c) Technical navy equipment. 

d) Ordnance and ordnance stores. 


19,000.00 
746,00a00 
315,000.00 
2,708,000 00 


Totau Department of the Natt 


3,848,000 00 


(3) Department of the Air Force 

a) Ammunition and armaments. 

b) Aviation fuel and lubricants—shipped In October IW8 . . . 

e) Miscellaneous supplies and equipment. 

d) Miscellaneous adralnblratlvo expenses, applicable to above 

e) Ocean transportation. 


$41.633.43 
232,388.49 


72.676.00 
1,387,781.14 

16a 60 


Total, Department of the Am Force 


1,735,639.86 


(4) Bureau of Federal Supply, Treasury Department 

a) Motor gasoline, from ofT^ore sources. 

b) Kerosene, from ofT-shore sources. 

e> Diesel oil. from oil-shore sources. 

d) Fuel oil, from ofT-shore sources. 


536,785.00 

5,150.26 

115,136.00 

134.145.71 


Total, Bureau or Fsperal Supflt 


781,216.97 


( 6 ) 


Otnee oi the Poroifn Liquidation Commissioner 

a) Ammunition (10,000 tons), tho bulk of which was shipped on July 3 and 

16, 1948 . 

b) Aircraft—delivered tn September and Dooembor 1948 . 

c) Aircraft spare parts and armament parts. 

Total, OrncE or tus Toreion LiQvmATtON CoMUtaaiONtR 
Total U, 8. Oovernment Aoikoxs. 


336,916.05 

582,25000 

296,568.60 

1,215,724.65 


|47.503,79L27 


0. lUm$ Procurid Dfreef/p 6$ Chinm OofiernmtrU 


(1) Chtneso Air Force 

lO Aircraft. »3eo.ooaai 

b) Aircraft engines. 305,78000 

o) Aviation gasoline and motor oQ...4« 701,62a 31 

d) Tires and tubes. 126008.62 

e) Plying boats. 110,880.00 

0 Snow plows and trucks .. Hi 46a 70 

f) Portable heaters. 110, 77a 36 

b) Aircraft parts and miscellaneous air force equipment.L 611,179.66 

0 Ghipplng charges, Including Insurance. 361,852.62 

)) Misoollaooous ecrvloes rendered. 2a 062.78 


Total, Oexmesi AirForce. 7,526,632.74 
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B. IUm4 Procured Dirutl^ by Chhute GooemmerU^ConXinnod 


(2) CblQcse Military Procurement Technical Group 

a) SIjrnal equipment and supplier. . . $671,027.50 

b) Ordnance material..♦.. $90,70Z OO 

c) Transportation equipment. MS, 000.00 

d) Armored Force equipment. 2S$,531.17 

e) Oasoline, fuel oU and other i)Otroleuffl products.S, G$2.457.6S 

0 Shipping charges. 466,61$. 73 


Torat, Chikese Miutart Pbocureuest Techkical Gbocf 5,934.367.37 

Total, Items pboccbep pieectlt pt Ctiinkse Government.$13,360,000.11 

Orakd Total. 60,056,701. 3 


xvm 


Repobt Received Pbou the Chinese Embassy on Shitments Undeb the 

$125 Miluon G&ants 

Period of Report: January 1-January 31,1949 
Pari I—Chinese Air f’oroc 


i>e<cplp<fon 

Value (1) 

WelyfU 

Name t>f ttud 

DcU of $cU\fiQ 

Pori oftm* 
barkilen 

<1) Items Pbocubbd bt 
C eiKRaB Air 
P onct 






Aircraft Englnos .... 

$132,600.00 

62,500 lbs . . . . 

BetJevllle . . . . 

Deo. 10. ma 

Miami. 

Mechanics Toob . . . . 

140.44 

36Hlbs . . . . 

MandervUlo . . 

. • do . . . . 

Kew York. 

Flying Boots . 

1,620.00 

766 lbs. 

Pioneer Cove. . 

Dee. 20.1046 

Do. 

Portable Ground Ilea- 

101.42 

365 lbs. 

. . do. 

• do.... 

Do. 

ten. 






Fuses for Aircraft. . . . 

111.86 

60 lbs.. 

Mount DsTls 

Dec. 31. 1048 

Do. 

Jeep Rcpiaocmeot Parts. 

4,765.00 

3,600 lbs. 

. . do. 

. . do . . . . 

Do. 

R^ulaton. 

2,324.02 

600 lbs. 

. , do .... 

. . do . . . . 

Do. 

Radio Compao .... 

4,037.60 

5,730 ibs . , . . 

. . do. 

. . do . . . . 

Do. 

Power Unit Canopy 

^67A60 

06 lbs. 

. . do ..... 

. . do . . . . 

Do. 

Actuator, 

1 





ValTo-Oil dU. 

2,20170 

1,230 Ibs . . . . 

. . do ..... 

. . do . . . . 

Do. 

Diaphragm. 

446.26 

183 lbs. 

. . do. 

. . do . . . . 

Do. 

Airplane Parts. 

726.65 

187 Ite. 

. . do. 

. . do . . . . 

Do. 

Generator .. 

330.76 

160 Ibs. 

. . do. 

. . do . • . . 

Do. 

Aocomulator . 

2,307.64 

311 Ibs. 

. . do. 

. . do . . . . 

Do. 

Airplane Part. 

10,417.24 

4,102 Ibs . . . . 

. . do. 

. . do . . . . 

Do. 

AircraR(P>$l) (Machine 

200,00000 

320,700 Ibs , . . 

Colorado .... 

. . do . . . . 

Houston. 

Guns) (20), 





Do. 

Mcrilo Aircraft Engines. 

73,280.00 

160,700 Ibs . . . 

• . do. 

. . do . . . . 

Brake AnombUce , • . 

6,71100 

1,078 lbs . . . . 

. . do. 

. . do . . . . 

Do. 

Btnit Assemblies , , . . 

420,00 

100 Ibs. 

. . do. 

, do • . . . 

Do. 

Aircraft Parts ft Bomb 

601 767,36 

160,834 ibs , . . 

. . do. 

. . do . . • . 

Do. 

Sight and liOpropaooL 





Oakland. 

Pomp and RefoellDf 

17,17100 

16,600 lbs, , , . 

Transocean A. 

/an. 7,1040 

Unit Asa'y. 

10 P-61 D Airplane . , . 

201 00100 

251,600 lbs . . . 

L. 

Femdale .... 

Jan. 16,1040 

BOU9tOD« 

Total. 

mm 

ifiu,myi lb,. 
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Desaiplton 


(I) ITEWS PROCl’REt) BV 
MlUTART 

Procurement 

TecjinjcalOroup 


Part II—Chinese Amiu and Navy 

■ Vclue ($) ! Wfijhi iVcTFW 0/ v^fel Dale of eaUinc 


Armored Foref 
PorLscopfts, none! Assem¬ 
blies dc Tank Tracks 
409 Cs. 

Ordnance 

Calculntliii; Muchinc, I 
Pc. 

ivicscopcs 350 Pcs, . . 
.sV^noi 

Calculalins Machine^ ) 
Pc. 

'Pypowriters, 3 Pcs. . 
Pamflin WaiOSCs. . . - 

Zinc Cblorldc, S2 Dms. 
Oraphlto Powder 00,000 . 
Switchboard BD-72 030 
Pcs. 

Field Tclopbooo EE8 
4000 Pcs. 

FieldTol. EEO, 1&30 Pcs, 

Field TdophoDO EE8900 
Pcs. 

Switchboard DD-72,180 
Pcs. 

Switchboard DD*71 250 
Pcs. 

Radio Tubes 20 Cs.. . . 
Zinc Sheet 100 Cs. . . . 
Ammonium Chloride^ 
bb1s> 

TVonsportorion 
Retreading di Recapping 
Stock, T2, 

Retreading ds Recapping 
Stock, T3. 

Spare Parts for Motor 
VcUlclGS T3. 

Do. 


$1«, St3.17 73,301 . S. S. Courser Dec. 1.1948 | Honolulu. 


QMC 2.ST OiO Army 
Truck 38 Cs. 

Auto 8perk-p1ugs4aCs. 
Rubber Compd. dr Tire 
Patches 50 Cs. 

Testlug Apparatus Eloo- 
trio 40 Cs. 


:o 2 .{rj I V 4 ib^ , . 


3.535 34 814 lUs. . 


703.09 94 ItH. 


C. M. A, C. . . . Dec- 10,1940 Sau Frauds 


Mt. Mansfleld . Jau. 22,1919 


CO. 

New York. 


m 91 
2, 104.10 

0,515.94 
4.2ik).UO 
7,440.00 


253 Rk. . . . 
20.219 lbj<.. . 

.VAi72 Ria. . 
07,052 R«. . 
67.9X1 lbs. . 


C. M. A C. - . Dec. 16.I0I6 San Francis- 


Philippine Bear, Jan. 18,1949 
PhlUpplne Dee. 29,1948 

Tninsport. 

OreieMaersk. Jan. 18,1949 
Mt. Davis . . Dee. 31.1948 
.do. Dec. 31.1948 


New York. 
Do. 

Do. 


30,004.92 54.910 lbs. 


do.Doo. 31. 1948 


13.004.90 21,349 lbs . . . President Fill- Jan. 7.1949 


more. 


8,509.92 12,412116.Mt. Mansfield . Jan. 22,1949 

4 

3.0S3.92 ».2i01ta.do.do. . . 


4,000-31 27.0S21hs. , . do. 


2U. 179. 82 
16,013.31 
12,810.30 


6,081 lbs..do.do. 

01.003 Ihs.do.do. 

174,000 lbs.do..do. 


38.233.00 107,610 lbs. 

38,038.63 100,333 lbs. 

531,004.81 031,026 Iba. 


10.314.80 7,400 lbs. 


134.000.00 394,000 lbs. . 

22,502.78 12,332 lbs 

23,630.03 27,3361bs . . 

40,01&32 15,503 Iba . . 


PbiUpplQB Boor. Jan. 18,1040 San FtancU- 

co. 

Lakeland Vio- Jan. 30,1040 Loo Aniolas. 

tcry, 

PhUippino Dear. Jan. 18,1949 Son Francis¬ 
co. 

Lokeland Vie- Jon. 29,1949 Lea Angeles, 

tcry. 

PbUlpplnc Door, Jan. 186 1919 San PrancU: 

oo. 

Mi. Mai4S0old . Jan. 22,1949 New York. 

. . do.Feb. 8,1919 Lcs Angeles. 

. . do.Feb. 106 1949 San Fran* 

cisco. 


SUBTOTAL (Items 1.005,118.93 2,104.624 lbs 
on 1) 
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Part II—Chinese Army and Navy —Continued 


Deserlpdon 

Vetue (1) 

Weiffhi 

Name of reud 

Z>a/e 0/tailing 

Pert of cm- 
berkaiion 

(2) Items Suppued bt 






V. S. ARMT ASt> 
Navy 






SCR 622 Radio Sals 

43.63A K> 

150.867 lbs . . . 

U. S. S. Wash- 

Dec. I6.RM8 

nanpnr. 

150 Tea. 



bum. 


Signal Equipment Farts 

78,2W.20 

42.000 lbs ... . 

r h 1U p pi n e 

D«. 28,1048 

San Fran¬ 

2^6 Dxs. ^ 



Transport. 


cisco. 

Navy Jackets A* Coats 

18.260.00 

8 .$ 00 lbs. 

R. C. S. Tal-Ho. 

Jon. 11,1040 

Norfolk. 

1.600 Pcs. 



1 



SantOTAL (Items 

$140,060.36 

201,667 lbs . . . 


*••••*, 


on 2) 






(3) Items Supplied by 

1 





n.6. BuabauopFbd* 
ERAL Supply 






Nary Lubricating Oil 

16.769.60 

257,400 lbs. . . . 

M. S. Bcllovlllc. 

Jan. 12.1049 

1 

NevT Orleans. 

5S7 X 66 Oals. 

Nary LuhricatlnE Oil 

61.069.60 

1.607.520 lbs. . . 

S.S.CUyof Ala* 

Jan. 25.1040 

Do. 

3867 X 64 Oals. 



boma. 



AutO-'OoSOllDO 

217,300 00 

ajm.oooibs. . . 

Philippine 

Jon. 18.1010 

San Fran¬ 

10.000 X 63 Oabi. 



Bear 


cisco. 

Auto-Oasollnc 

210.061.30 

3,778,340 lbs. . . 

lakeland Vlo- 

Jan. 20.1049 

Los Angelea, 

0.043 X 63 Oals. 



tory. 



SURTOtAL .... 


0,633,260 lbs. . . 

. 

* • 


Total (Army and 

1.667.298.86 

11,839.551 lbs.. . 

. . . .1 



Navy) 


(6;)81.6 Ion? XoM) 

i 

1 




Part III —Simimarv 


« 

v4pprotlma/c 
total fotui (1) 

AppfoiimaU 
latel vr/pM 
(tone fOfw) 

Chlncic Air Force. 

Chinese Army and Nary. 

1.6^^059.62 

1,657,208.86 

459.0 

^3S].6 

Oramd Total. 

3,293,358.18 

' 5.S41.6 
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XIX 

Repobt Received Fbou the Chinese Embassy on Shipments Undeb the 

$125 Mn-LioN Grants 

Period of Report: February l-February 28.1019 
Part /—Chinese Air Force 


Description 


Voltus (I) 




(1) ITIMS PrOCUBIO R7 
CniNESB Air Force 

Alrcr&lt Ports. 

Static Dbchftrgcrs. . . . 
Aircraft Ports .... 

Do. 

Do. 

Do. 

Transport Tires 
Tubes. 

AT-6 Aircraft. . . . 
Truck Tires ^ Tubes. 
Attachment .^crew. . 

B-100-nose. 

Espan<lor Tubes. . . 
Airplane Tiros. . . . 

nose.. 

Airplane Tubes.. . . 
Airplane . 

Do. 

Generators. 

Airplane Parts. . . . 

Radio Tubes. 

Disc. Etc. 

r-47 Tires A Tubes. 
Radio Compasses.. . 

Coil Assembly. . . . 

Proteeton. 

Relays* Ro^. .... 

Airplane Paris. 

Aircraft Ports. 

AT-6 Alfcratt. 

Propeller Ass’y for 0-46. 

Do. 

AT^ Aircraft.. 

Aircraft Parts. 

Do. .. 


WHofU 


7. S4Z 16 
414.00 

i.moo 

6. M6.a5 
1. 513.75 
6,050.00 
70.3M. 10 

330.000.00 
34.40120 
154.00 
6D174 
127110 


5, $00 lbs. 
50 lbs. . 
420 lbs. . 
2.57$ lbs 
50$ lbs. . 
4.000 lbs. 
150.057 lbs 


170,530 lbs. 
C3.508lbs.. 
54lbs.. . . 
saoibs. . . 
744 lbs. . 


Truck Tires A Tubes-. . 

11* 528.72 

P-47 Tires A Tubes. . . 

69112 

P^7 Airplanes K/D 
with Machine Ouns. 

35*000.00 

Merlin* V-1660-7 Now 
Engines* Aircraft. 

16,330.00 

Internal Combustion 
Eng. 

31.000.00 

P-61 Airplanes K/D 
with Machine Guns. 

127*500.00 

Aircraft Engines (Pratt 
A Wbltney), 

212,000.00 

24 CO Pertussis Endo* 
toxld Vaodne. 

13.527.00 

1 


24.052 lbs.. 
631 lbs. . . 
111525 lbs. 


41*600 lbs. 


$5,550 Ibl. 
26$*744 lbs. 
13.300 Ibf . 
1*475 lbs. . 


If am of vessel 


DaU of saQin^ 


Loxombourg V. 
. . do. 


do. 

do. 

do. 

do. 

do. 


Pori o/rm« 
barkatim 


JazL 10*1249 
. . do.. . . 

. . do.. . . 

. . do*. . . 

. . do.. . . 

. do.. . . 

. . do.. , . 


do. 

do. 

do. 

do. 

do. 


do. 

do. 

do. 

do. 

do. 


1*527.00 

272 lbs. 

. . da. 

• do« * • . • 

1.214. 61 

1*125 lbs- ... . 

. . do. 

. .do.. . . 

750.00 

1,802 lbs. 

• do. . « • • • 

. . do. 

54,000.00 


Fomfleld. 

. .do. 

76,200.00 

47.050 lbs. 

, . do. 

. . do. 

1,500.00 

340 lbs. 

. . do. 

, . do. 

6,103.05 

306 lbs-. 

. . do. 

. . do.. . . 

'' i,moo 

036 lbs. 

. . do. 

. do.. . . 

1.625.40 

113 lbs. 

. . do. 

. do.. . - 

11*1018$ 


. . do.. 

. do.. . . 

4.851.00 


. . do. 

. . do. . . . 

154400 

154 lbs. 

. . do. 

. .do.. . . 

31.75 

7 lbs. . 

. . do. 

. . do.. . . 

1.295.24 

761 lbs. 

. . do. 

. . do.. • . 

01531.00 


.do. 

. . da. . . 

340.65 

140 lbs. 

TAke1and*Via . 

Jan. 29,1240 

20.185 00 

IgrTiWlu?— 

, . do. . . . . . 

. . do.. . • 

544500 

1 moo lbs-. . . . 

• • do. . • . . • 

. . do,. . • 


1 

. . do. 

. . do.. . . 


1 80,700 lbs.. . . . 

Mt- Mansfteld. . 

Feb. 41249 

1,500.(X 

1 2)0 lbs. 

• • da • • • • • 

» . do.. . . 


1 0.763 lbs. ... 

. . do. 

, , do.. . . 


do. 

do. 

do. 


do. 


• • do. • • . < 
. . do.. . . 
Fob. 14*1240 


Los Angeles. 
Do. 

Do. 

Do. 

Do. 

Do. 

Do. 


Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

New York. 
Do. 

Do. 

Do. 

Do. 

Do. 

Do- 

Do. 

Do. 

Do. 

Do. 

Do. 

Long Beaoh. 
Do. 

Do- 

Do. 

Los Angeles. 
Do. 

Do. 

Do. 

Do. 

Houston. 


do. 


da 


do. 


da 


Airlines 


do. 


da 


do 


Fob. 16.1249 


Da 

Da 

Do. 

Do. 

Washington* 

DO. 
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Pari J—Chinese Air Force —Continued 


Dt4CTip(ion 

Valiu (1) 


Kami 0/ra9(1 

DaU of tailing i 

1 

1 

Port of im- 
baria/ion 

<1} iTiys Pbocubcd bt 
CB1KB8K Air 
F o RCS^C on l Ln lied 






100*8 PeniorBl Tablets 
Buffered PonleilliD. 

$0,020.00 

406 lbs . . . . 

Airlines .... 

1 

Feb. 16.1949 

Washington, 

D.C. 

Alrcra/l Clock A-11. . . 

195.00 

20 lbs. 

Titanla.1 

Fob. 18.1949 

New York. 

Airplane Engine Parts. • 

125.50 

66 lbs. 

. . do. 

. . do. 

Do. 

Airplane Engines .... 

115.920.00 

140,700 lbs .. . 

. . do. 

. . do. . 

Do. 

Snow Plow Parts Auto . 

17.039.52 


. . do. 

. . do. . . . 

Do. 

Alrcralt Engine Parts. . 

1.67a 40 

405 lbs. 

. . do. 

. . do . . . , 

Do. 

Pumps 4 Re/ueling Unit 

i.raoo 


. do. 

. - do ... . 

Do. 

Aircraft Engine Electric 

4.721.76 

1,081 lbs .... 

. . do.. 

. . do . . . . 

Do. 

Relay Assembly. 






R37&-1 Spark Plugs. . . 

67.103.02 

66 lbs. 

. . do. 

. . do. ... 

Do. 

Load Assemblies .... 

4.832.40 

486 lbs. 

, . do. 

. . do. ... 

Do. 

Bolts. 

97.86 

225 lbs. 

. . do. 

. . do. ... 

X)o. 

Aircraft Magneto .... 

437.75 

35 lbs. 

. . do. 

. . do. ... 

Do. 

Leather Packing .... 

1.566. 72 

69 lbs. 

. . do. 

. . do. . . . 

Do. 

Contact Springs and 

4 207.35 

663 lbs. 

. . do. . . . . . 

. . do. ... 

1)0 

Lead Assembly. 






Aircraft Material .... 

1 1.125.60 

348 lbs. 

.do. 

. . do. ... 

Do. 

Carburetor Air Pill era. . 

8.401.00 

4,733 lbs. 1 

. . do. 

. . do. 

Do. 

Oun, Automatic 20mm 

33.134.00 

49,664 lbs ... . 

. . do. 

. , do. . . . 

Do. 

M2 4 parts. 






Aluminum Sheets. . . . 

1.498.00 

3.373 lbs. 

. . do. 

. . do. ... 

Do. 

Aircraft Batteries .... 

1.473.00 

1,432 lbs. 

Axel Salon . . . 

. . do. . . . 

Do. 

Spark Plugs. .. 

1.16100 

282 lbs. 

. . do. 

. . do. ... 

Do. 

Engine Rad. 

9.970.04 

3.708 lbs. 

. . do. 

. . do. ... 

Do. 

Motor Assembly .... 

370.80 

128 lbs. 

. . do. ... . 

. . do. ... 

Do. 

Aircraft Ports ..... 

2.378.85 

770 lbs. 

. . do. 

. . do. ... 

Do. 

Dio. Ass'y Snubbing 

.68X12 

1.280 lbs . . . . 

. . do. 

. . do. ... 

Do. 

8upor*Vlslon. 






Engine Parts Mlsc. . . . 

8.11463 

2^26 lbs . . . . 

. . do. . ... 

. . do. . . . 

Do. 

100/130 Octane Aviation 

970.127.64 

16,819,174 lbs . . 

General Ouisan . 

Feb. 19.1949 

8t. Kose, La. 

Oas. 






AT-0 Airplanes . . • . 

20.185.00 

80,700 lbs . . . . 

Cbas. E. Dant . 

Fob. 21.1949 

Long Beach. 

Carburctort. 

X 700.00 

1,246 lbs . . . . 

Tantara .... 

. . do. . . . 

Los Angeles. 

Aircraft Parts. 

7,977.60 

1,625 lbs . . . . 

. • do,. 

. . do. ... 

Do. 

Do. 

X160.00 

1,140 lbs . . . . 

. . do . 

. . do. ... 

' Do, 

Auto Tires with Tubes 

61.686.40 

101,672 lbs . . . 

. . do . 

. . do. ... 

Do. 

Ins. 



1 



Aircraft Farts . 

84.00 

39 lbs. 

. . do. 

. . do. . . . 

Do. 

Do.. 

980 70 

017 lbs. 

. . do. 

. . do. . . . 

Do. 

Propeller Assembly . . . 

IX 730.00 

16,080 lbs . . . . 

. . do . 

. . do. ... 

Do. 

Alroafl Farts ..... 

3.00L00 

887 Ibe . 

. . do . 

. do* • * . 

Do. 

Auto Cleaning Equip. 

18,259.30 

1X8(0 lbs ... . 

• , do . 

. . do« . . . 

Do. 

and Supplies. 





Do. 

Airplanes . 

20,185.00 

88,760 Ibo . . . . 

• . do. . 

. . do. . • . 

Propeller Assemblies . . 

X 176.02 

3,025 lbs . . . . 

Jesse Lykes . . 

Fob. 23.1949 

Houston. 

E-2000-20 Wright En¬ 

46,440.00 

63.100 lbs . . . . 

do, .... 

. . do. ... 

Do. 

gines. 





Do. 

(9) IU2GOO-29 Wright 

1X660.00 

26,650 lbs . . . .| 

. . do. ..... 

. . do. ... 

Engines. 


1 



Do. 

(19/ Airplanes P-S7 K/D 

136,600.00 

308,l65lbs . . .! 

. . do, . 

do. • • . 

Links . 

19.644.11 

76,300 lbs . . . 

Chas. E. Dant . 

Feb. 27,1949 

San Prancls- 
00. 

^ Total ...... 

X851.46X 89 

18,238,140 lbs . . 
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U. S. KtLATIONS WITH CHINA 


Part ll~Chincse Army and Navy 


Diictiption 

Valiu (1) 

Wtl^ht 

Name cf ctsid 

/Xs/e o/tai/ing 

Port of em* 
barkaiton 

(1) Items Procured by 






CKisEst Mili¬ 






tary Pbocube- 






MiKT Tccn>ncAL 






Oroc? 






Af^oTtd Font 






Spare Ports for Truck, 

217,701.es 

94,0151h3. . . . 

Mt. Mansfield . 

Feb. n.lOlO 

San Francis- 

OMC J7e Items. 





eo. 

EDgiDos 6t Spare Parts 

170,191. IS 

405.719 lbs. . . . 

. . do. 

Feb. 1A1040 

noDolulu. 

for Tank 976 cs. 






Tank Trncks Pks . 

0,359.91 

662, 500 lbs.. . . 

President Bu- 

Feb. 10.1010 

Kow York. 




chanan. 



Auto Mechanics Tool 

2P.OS7.20 

25.142 lbs. . . . 

. . do. 

. . do. ... 

Do. 

Set 100 Cs. 






LVT Omi Shields etc. 

20,47A 07 

155,030 Iba. . . . 

Qcn. Meigs. . . 

Feb. 1 1040 

tlonolulu. 

400 Pcs. 






OT<inonC4 






Cartridges Balls 2SOO Cs 

202,005.65 

wsEM^m 

President Bu¬ 

Feb. 10,1040 

New York. 

OBD-0. 



chanan. 



Signal 






Field Telephones EE^ 

14,0)5.15 

21,037 lbs, . . 

. . do. 

. . do. 

Do. 

Fes. 






7 >cRrpo rial ion 



1 



Q MC 2.5T Army Tnick 

77,629.40 


China Victory . 

Fob. 19,1040 

iM Angeles. 

22CSTRAN8-1. 






Dry Storage Daltctles 

0,949 83 

36,515 )bs, . . . 

. . do. 

. . do. . . . 

San Fran¬ 

195 CsT-10. 





cisco. 

Maebtnery 4 Ports 3 

92,131.03 

130,194 lbs, . . . 

Proaident Bu¬ 

Fob. 10,1040 

New York. 

PlanU T-4. 



chanan. 



Tire Repair Equipment 

ll,e9Z53 


. . do. 

. . do. . . . 

Do. 

45 Cs T-6 






Auto Carburetors ^ 

24,065.77 

11,029 lbs. . . . 

• . do. 

. . do. . . . 

Do. 

Parts 23 Ca T-e. 



# 



Auto Storage Datterics 

36,053.21 

03,379 lbs. - , . . 

, . do. 

• . do. . . . 

Do. 

821 Ca T-9. 






Subtotal (Items 

07Z 044.63 

1,MO,285 lbs. . . 


$ • • » • « 


OQ 1). 






(2 ) Itius SurruBD bt 

■mil 





V. S. Abut a^d 






NAvr 






Nayy Ships Spare Parts 

607,000.00 

330,000 lbs. . . . 

U.S.S.Warrick . 

Fab. Z1040 

Son Fran¬ 

^ CoamunlcailoQ 





cisco. 

Equipment. 






Army Tubes A Tiros A 


725,139 Ibe. , . . 

Mt. Mansfield . 

Jan. 23.1040 

New Jersey. 

Medicals. 






Items for Ord» Trans, 


6,504,306 )bS. , . 

Seminole . . . . 

Feb. 19,1040 

Bangor. 

Med, 6lg, 






Uoms lor Trans, 8lg, 


936,600 lbs, , , . 

Preddent Bu¬ 

. • do. . . . 

. Now York, 

Ord,MlMT, 



chanan. 



Komi for Trans etc, 


652,200 Iba, , . . 

Paclflo Trans¬ 

Feb. 24,1049 

San Fran- 

965 T, 



port 


qIscd. 

Subtotal: 






(Items on 3 

607,000 00 

7,539,337 lbs. . 




Navy). 






(Items on 3 

3,000,00000 





Army). 







9,607,00000 

1 .! . 


1 
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Part 11—Chinese Army end Navy —Continued 


Dcjcriptien 


(3) Items Contracted 
hY U. 8. Doread 
or Federal 


Value ($) 


Weif/U 


Name of teuel Vote of 9Qil\n9 


Chlruse Armp 

Hydraulic Brtka Fluid 15,309.00 62,290 lbs . 

105 X 5t sals 

Motor Gasoline 4,030,000 1.344,400.00 12.9S0 tons 

AO 


Fuel on A-3 . 

Lubricating 011 50,000 
AO 

Orec^* |Orcaso|. 


435.150.00 15,000 tons 

22,507.00 195 loos. . 

4.710 00 33.000 lbs 


China Victory . Feb. 11.1W9 Los Anj:<'|<^. 

Ex-ware-Shany ... 

bal by Texas 
Co. 

. . do . 

do. 


Motor Gasoline 2,452,.SCO 840,&U. 00 0,$67 tons 

AO 


.do ... . 
Ex-ware^Can* 
ton by Texas 
Co. 


5,340.00 19.800 lbs. ..... do.Feb. 4.1949 Now York. 


C%ine4( Naty 

Hydraulic Brake Fluid 0.163.30 11.700lbs .... China Victory 
43 X 54 gals 

Hydraulic Brake Fluid 5,340.00 19,800 lbs.do ... . 

45 X 54 gals 

Motor OiiSoUne 677,900 160,490.00 1,178 tons . . . . Ex-ware-Shany- 

hal by Texas 
Co. 

Kerosene 26.593 AO . . . 7,646.26 SO tons.do ... . 

Diesel on. 705,856.00 15,470 tons.do ... . 

Fuel OH .560,190.00 19.000 tons.do ... . 

Labrlcatlny 011 177,882 7l,4fi6.79 566 tons.do ... . 


China Victory . Feb. U. 1919 Los Anrelcs 


Kerosene 26.593 AO . . 
Diesel on . ... 

Fuel OH. 

Lubrleatlny 011 177,882 
AO 

Motor Oasollne 66.000 
AO 

Kerosene 5,000 AO . . 
Diesel Oil. 


20,460.00 185 tons.£x*waro-Can* 

ton by Texas 
Co. 

1.635.00 15 tons.do. 

140,400.00 3,000 tons.do . . 


SUDTOTit; 

(Items on 3 2,609.030.00 85,200 lbs A . . . . 

Army) 35,042 long tons 

(Items on 3 1.679,6U.35 38.500 fbe . . . . 

39.814 long Cons 


4,346,673.35 123,790 Iba At 
74^56 long ton.t 

Total (Army and S.9?7,n7.98 79.230 long Ions 
Nary) on vt. basls^as 

bet aooih. 


Part III—Summary 



rSS' 


Chinese Air Force . . . 
Cblneoe Army and N%ry 


2,851.45189 

8.977,717.9$ 


S.2&.V5 


Oeakd total . . . 


11.779,170.87 


87.51A 5 
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U. S. RELATIONS WITH CHINA 


XX 


Repobt Received From the Chinese Embassy on Shipments Under the 

$125 Million Grants 

Period of Report: March 1-March 31,1049 


Part I — Chin€4€ Air Force 


Dacripihn 

Velua (1) 


ATenw e/reiirf 

i><irr p/ic(/lng 

Pari oftm» 
barkeiion 

(1) ITBM9 PfiOCURCt) 
nr CnisR9f Am 
FOBCK 






C-46TITO. 

4,760.75 

6,050 lbs. 

Cbas. E. Dant . 

Feb. 26,1640 

San Fran- 

Truck Tires and Tubes . 

14.340. 55 

28.301 Iba.. . . . 

. . do. 

. . do. 

cisco. 

Do. 

Truck Tires. 

12.085.06 

23.985 lbs. 

. . do. 

do. 

Do. 

AT-ll Tires and IHibcs . 

4S5.75 

323 lbs. 

« . do. 

. . do. 

Do. 

Fuel Hose. 

3.355.00 

3.58$ lbs. . . . 

. . do. 

, . do. 

Do. 

Dlscsand Oa^kets. . . . 

405.23 

160 lbs. . ... 

. . do. 

. . do. 

Do. 

U AT*d Airplanes. . . . 

155.000.00 

80.760 lbs. . . 

PbIL Transport. 

Fob. 25, mo 

Los Angeles. 

Truck Tires and Tubes . 

10.317.50 

36.078 Ibl. . . . 

do* 

Feb. 25.1040 

San Fran* 

i 

Tools and Spore 

6.753-77 

1.611 lbs. 

Ase) Salen . . . 

Mar. imO 

dsoo. 

Los Angeles* 

Parts. 






Airplanes P-47 K/D (3) 

77.000.00 

71000 lbs. 

Almcrta L^kes . 

. . do. 

nouston. 

Internal CombusUoo 

21,000.00 


, . do. 

. . do.. . . « 

Do. 

Engines. 

1 

1 




Alrerolt Parts. . . 

570.00 

080 lbs. ... . 

Mongabarra . 

Mor. 10. mo 

Los Angeles. 

Do. 

15100 

105 lbs. ... . 

. . do.. 

. , do. 

Do. 

Do. 

000.00 

172 lbs. 

. . do.. 

. . do.. . . . 

Do. 

Do. 

1070.00 

164 lbs. . . . 

, . do. 

do.. • « • 

Do. 

Do. 

4,210.00 

1 . 2 Ulbs, . . . 

. . do. 

do. • • . • 

Do. 

Do. 

301.50 

114 lbs. ... . 

. . do. 

. . do. 

Do. 

Aircraft Equipment. . . 

5.453.10 

600 lbs. ... . 

. . do. 

do. 

Do. 

0-43 Aircraft Parts . . . 

25,551.80 

16.532lbs.. . . 

. . do. 

. . do. 

Do. 

Aircraft Parts. 

4,47100 

4.604 lbs. . . . 

. . do. 

. . do. 

Do. 

13 AT-d Aircraft. 

105,000.00 

106.080 lbs. . , 

do* • . 1 . . 

. . do*. . . . 

Do. 

Aircraft Parts. 

5,53100 

TOO lbs. 

. . do. . . . . 

. . do.. . . 

Do. 

Paint Tblnner. 

1.00 

35 lbs. . . . ^ 

. . do. 

. . do. 

Do. 

33 R-1340 Aircraft Bn- 

SO. 500.00 

67,060lbs.. , 

. . do. 

. . do. 

Do. 

Irtnos. 






17 R-280(h73 Converted 

21,435.01 

55.250 lbs.. . . 

. . do. « . * . . 

. . do.. . . 

Do. 

to R-2SOO-39 Alro. En¬ 






gines. 

1 Pratt A Wbltney Bn- 

1 ,000.00 

3,100 lbs. . . . 

. . do. 

• . do.. • . . 

• 

Do* 

Ktne. 






TIlBKOtg. .60 Cal. M9. 


8,176 Ibt. . . . 

• • do. * . • • . 

Mar. 13, mo 

8an Fran* 

TllCN Otg. Gal« M 


l,635)bs. . . . 

, • do*. . . . . 

do*. . . . 

dsoo. 

Do, 

Belted. 

HM 





Aircraft Parts .... 


252 lbs. .... 

. . do. . . . . . 

. * do. 

Do. 

AT-0 Aircraft (11) . . 

155.000.00 

80,700 lbs.. . . 

Indian Bear. 

. do. * . • . 

Long Beach* 

Air Brake Amid bly. . 

5,76a 00 

1,300 lbs. . . 

• • do. • « . . . 

• , do.. . . 

Do. 

Track Tires and Tubes 


6l,7821bs.. . . 

. . do. .... 

Mar. 15,1049 

Ban Fran* 

0-40 Tim and Tubes . 

15,045.00 

17,814lbs.. . . 

. • do. 

« * do.. * • . 

cisco. 

Do* 

C-40 Deicer Parts . . 

205.06 

Ulbs. .... 

« , do. . . • • . 

. . do.. * . « 

Do. 

Alamlnam Rlrnuts. . 

17.70 

lllbe. . . 

• • do. . * . . < 

, do* • • • < 

Do. 

Aircraft Repl. Parts. . 

20,061.81 

21,860 lbs.. . . 

HoweD Ljkes. . 

Mar, 15,1040 

Houston. 
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Part I—Chinese Air Force —Continued 


Duaijilion 

VqIuc9 (I) 

Wfi^ht 

of rt$$ei 

Dofr of iaUinf 

Port of em- 
terkotion 

(1) Xrxus Pbocvbbd 
BT CniKBSB Air 
Fobcx**Cod. 






P-51 ALrpUoe Parts. . . 
Do. 

3. ns. 20 
4.367.80 

2.367 lbs. . . . 

Uoivcll Lykes. . 

Mar. 15, 1919 

Boos ton. 

Do. 

Oauge Pus) Love).... 

318.07 

112.60 

65 lbs. . . . 

. . do. 

. . do. 

Do. 

P-47 Airplanes wilb Ma- 

180.000.00 

430.000 lbs. . . 

- . do. 

. . do. 

Do. 

eblne Quos. 1 

Glass Assy for P-51, Inc). 






Canopy. 

1,754.53 

8,111 lbs. 

do. 

. . do.- 

Do. 

B-24 Spare Parts . . . . 






Aircraft Farts.' 

2.15150 

808 lbs. 

Ivaroh. 

Mar. 18.1949 

Kew York 

A)um(oum Sheets. . . . 

1.610. U) 

5,740 lbs . . . . 

. . do. 

. . do. . . 

Do 

Do. 

654.25 

l.C291bs . . . 

. . do.. 

. . do. . . . 

Do. 

Alrp)ano Prop. As¬ 

8.095.80 

10.275 lbs . . . 

. . do. 

. . do. , . . 

Do. 

sembly. 






Aircraft Material .... 

L 16127 

675 lbs. 

do. , . 

. . do. . . . 

Do. 

VU Syn^PackiDS .... 

6IA62 

45 lbs. 

. . do. 

. . do. . . . 

Do. 

Carburetors and Parts. . 

1,786.60 

869 lbs. 

. . do. 

. . do. . . . 

Do. 

Aircraft Accessories . . . 

853.98 

260 lbs ... . 

. . do. 

. . do. . . . 

Do. 

Emulsion Spray Outfit . 

87150 

1,088 lbs . . . . 

. . do. 

. . do. . . , 

Do 

Oil Pro&suro Qngts . . . 


85 lbs. 

. . do. 

. . do. ... 

Do. 

Uarocas Aasy^Iynltlon 


2,215 lbs . . . . 

. . do. 

. . do. ... 

Do. 

Comp. 






MUitary Windlasses. . . 

SC7.00 

1,167 lbs . . . 

. . do. 

. . do. . . - 

Do. 

LE46 Spark Plugs. . . . 

11,256 00 

2 . 06 nbs . . . . 

. . do. 

. . do. . . . 

Do. 

Internal Comb. Engines. 

6220.00 

7,000 lbs . . . . 

. . do. ..... 

. . do. ... 

Do. 

8i>aro Paris. 

4.800.26 

214 lbs. 

. . do. 

. . do ... 

Do. 

Chamois Lealber . . . . 


108 lbs. 

. . do. 

. . do. . . . 

Do. 

Cylinder and Valve 

129187 

1,168 tbs . . . . 

. . do. 

. . do. ... 

Do. 

Assy. 






PH7N Kepi.Parts. . . . 

11,496.32 

8,335 lbs . . . . 

.do. 

. . do. ... 

Do. 

Airplane Parts. 

1,230.00 

325 lbs. 

. . do. 

. . do. ... 

Do. 

Aircraft RepL Parts . . . 

64144 

631 lbs. 

. . do.. 

. . do. . . . 

Do. 

W-07l>-24 Aircraft Kn* 

53.900.00 

39,000 lbs ... . 

. . do. 

. . do. ... 

Do. 

glnes. 






Aircraft Engines .... 

21.887.37 

140,700 lbs . . . 

. . do. 

. . do. . . . 

Do. 

0-436-11 Aircraft En¬ 

CO. 000.00 

27.400 lbs .... 

. . do. 

. . do. ... 

Do. 

gines. 






Tank Units: Electric 

1.329.60 

188 lbs. 

. . do. , . . . . 

. . do. ... 

Do. 

Fuel. 






Plug Valves. 

280.28 

14 lbs. 

. . do. 

. . do. ... 

Do. 

Aircraft Tools.. 

11,001.64 

1,890 lbs .... 

. . do. 

. . do. . . . 

Do. 

11 AT-0 Aircraft. 

165,000.00 

89,760 lbs . , . . 

Lakeland Vic¬ 

Mar, 26,1949 

Long Beach. 

Til BK Ctf. Armor 

4.724.95 

lOO/DOlbs . . . 

tory. 

Arlfona. 

Mar. 27,1949 

Ban Fran 

Piercing CaL .50 M2 





dsoo. 

Grade MQ. 






Do.. 

117L57 

88,440 lbs ... . 

. . do.. 

do. . • . 

Do, 

Do.. 

4.049.96 

85,890 lbs ... . 

. . do. 

. . do. ... 

Do. 

Do. 

2,513.05 

63,240 lbs ... . 

. , do.. 

. . do. . . . 

Do. 

Total .i 

1.438,623.02 

1^,674 lbs. . . 
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tJ. S. RELATIONS WITH CHINA 


Part II—Chinese Armj/ and Navt/ 


Dacflpthn 


ValiM (I) 




Nemt of Dots of scUins ^XarkotiX 


(1) ITBM5 PROCt»R«n BT 
CniNESK Ntru- 
TART PnOCURB- 
MB ST TKCnSICAt 
Group 


Armeud Fora 

Spare Paru for Truck 
2H T ISOcs A-3. 

Spare Parts for Tank 
t.3A3c5 A-5. 

Army Enyinerr 

Barbed Wire TSfacbJnc 4 
pcs E-IK 

TeslInR Apparatus di 
Maimctos 6 cs E*d, 
14. 

Road Omder Parts etc. 
E-9. 

Crates Pneumatic 
Chain Saw 5o E-31. 

Boring Bars ^ Ports 10 
C 3 E-IS. 

Ordnance 

Dmss Plato 0S3 Cs 0^9, 
10 . 

Cortrldfses Balls 3760 Cs 
0-0. 

7>antporto/fon 

Machinery dt Parts 2 
plants T-4. 

Auto Accessories Cs 
TU. 

Machinery & Parts 4 
SetsTia. 


$1,355.80 S9,5301bs . . . President Du* Mar. a»lM9 San Fraih 

chanao. cisco. 

4.000.00 3l5.7281bs . . . Pioneer Mall . . Mar. 21.1040 Honolulu. 


IG.7W.G0 23,ca)lbs .... Proaldcnt Van Mar. 10.1040 Mew York. 

Duren. 

1.580.33 540 lbs.do.do . . . . Do. 


4.844.73 I0.7M lbs.do 

3,000.34 825 lbs.do 


4.092.00 2.050 lbs ...... do 


SI. 474.2S 285.065 )bs ..... do 


357.722. 72 239.250 lbs.do 


.do ... . 


54.754.02 86,776 lbs.do.do 

8.031.71 15.403 )b$.do.dO 


33.409 20 48.092 lbs ...... do 


SUBTOTAL (Items $672,543.85 1,118.201 lbs or 
on 1). 500.00 long 

tons. 


(2) ITIMS SUTPUID BT 
U. S. Abut 


Army Tubes and Tires 
Items for Ordnance . . 


00 I 96.687 lbs . . . 
285.409 lbs . . 


. Pioneer Mall . . Mar. 4,1049 
. . . do.do ... . 


Subtotal (items 
on 2) 


.OOaOO 382.006 lbs Or 
170.50 long 
Ions. 
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Pari //—Chinese Army and Navy —Continued 


DetcripCion 

VeiMs ($) 

WtiofU 

A’amc nf cf$sfl 

ZhU of ioiiin^ 

Pott of fm- 
barkotion 

0) Items Costracted 



i 

1 


nr U. S. Bureau 
or Fbdbkal Svp- 
tLX 

■ 


t 

1 


1 

CMmss Armv 
.Motor OftsoUne 70 

332.907.41 

2,520.00 . 

E\*worr*ChIn5 


1 

1 

Octmic S99,W3AO. 



by Stnndarrl 

on Co. 


1 

i 

Commercial St. Fuel OU 

184.453.12 

5,902.50 . . 

. . do. 


I 

A-3. 





j 

Industrie] St. DIese] OU 

69.012 .<0 

1,200 00 . . 

- do . 



A-i. 






Motor on 8AE 30 A 40 

72,332 40 

532 00. 

. . do ... 



174.906AO. 






Chins if Nary 

Lubriestlne Oil N-8. 0, 

37.412 20 

271.00. . 

. . do. 



10, K>,W7AO. 






Bed EriRlno N-ie 

6.77231 

53,50 . 

. . do 

> 


17,<500X0. 






Subtotal 





1 

(Items on 3 

656,801.43 

10.244.50 long 



1 

1 

Army). 


ton.s. 




(Items OD 3 

44.190.60 

32150 Jorntton; 




Kery). 

1 






702092 03 

10,509.00 lone 






tons. 




Total (Army end 

1.345. ASS. $S 

11,239.50 loriE 

1 



Neryj. 


tons on w(. 
besls es lest 
month. 

[ 

1 

f 




Part III—Summary 


Appr^imaU 

Mai aaiui (I) 


Appfoiim^t 
Met itt{9U 
{lani tons) 


Chinese Air Koroe . . . 
Chlnoeo Army end Nevy 

Total. 


l,43S.«2a.02 

1.345.5SS.8S 11. m 5 


2»7^. iT&eo 


I2»(K«.9 
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U. S. RELATIONS WITH CHINA 


XXI 


Report RECEn-Eo From the Chixese Embassy on Shipments Undeb the 

$12o Million Grants 

Period of Report: April l-Aprll 30,1049 


Part I—Chinese Air Force 


Description 

Values ($) 

Weight 

Acme o/ tessel 

Date of saitinc 

Port o/em- 
tarkation 

(1) iTKUS P&OCURED nV 
Chinese Air Force 






Aircraft Enf^luc VorXs . . 

27. SfkVtK 

8,670 lbs. 

Tartfa. 

Mar. 3t,lM9 

Now York. 

Clocks. 

97. SO 

9 lbs. 

. . do. 

. . do. . . . 

Do. 

Seal Disc Assy. 

070.65 

16 lbs. 

. . do. 

. . do. ... 

Do. 

Aircraft Rcpl. Ports . . . 

467.69 

95 lbs. .... 

. , do. 

. . do. . . . 

Do. 

Ma^cto Kepoir Ports . 

873.00 

TO lbs. 

, . do. 

- . do. ... 

Do. 

Shaft aod Caslnirs . . 

326.10 

63 lbs. 

. . do. 

. . do. . . . 

Do. 

Strotnborg Carburetor 

11.473. $2 

2,G60lbs. . . . 

. . do. ... 

. . do. ... 

Do. 

Tools. 






Aircraft Enitincs .... 

29.000.00 

20.500 lbs. . . 

. . do . 

. . do. ... 

Do. 

Prwxkefe Slip Ring . . . 

1.0S3.CO 

94 lbs . 

. , do . 

, . do. ... 

Do. 

AlrpUno Parts. 

657. n 

193 lbs. 

. . do.. 

. . do. . . . 

Do. 

AIrcroft EDginos .... 

16.023.10 

117.250 lbs. . . . 

. . do . 

. . do. ... 

Do. 

Airplane Parts . 

Z2S4.00 

271 lbs . 

. . do . 

. . do. ... 

Do. 

Aircraft Englno Parts . . 

53,000.00 

39.»)0lbs. . . . 

.do . 

. . do. ... 

Do. 

Aircraft Engines .... 

16.616.77 

46.600 lbs. . . . 

• do. • • • « » 

. . do. ... 

Do. 

ITopcllcr Assy . 

3.000.00 

5,400 lbs . 

Pitsldent Me* 
Klnley. 

Apr. 4.1919 

Los Angelas. 

11 AT-« Aircraft . . . . 

165.000.00 

89,700 lbs. . . . 

. . do. .... 

. • do. . . . 

Do. 

Do. 

165.000.00 

89,760 lbs. . . . 

PbnipplDO Bear. 

Apr. 8,1949 

tx>ng Beach. 

AT^ Toob and Spare 

174.30 

85 lbs. 

. . do. 

. . do. . . . 

Do. 

Parts« 






AT-ll Aircraft (6) . . . 

437.600. OO 

90,400 lbs. . . . 

China Victory • 

Apr. 2Zt949 

Do. 

CHC Tiros ond Tubes . . 

6.199.73 

7,020 lbs. . . . . 

Philippine Bear 

Apr. 27.1949 

8an Fran* 
cisco. 

Aircraft IToso . 

321.13 

316 lbs . 

do* .... 

• . do. . . » 

Do. 

Do-Ioor Parts . 

1.057.60 

340 lbs . 

. . do . 

. . do. . . . 

Do. 

Aircraft Parts . . . • . . 

31.60 

12 lbs . 

Vlngnea, . . . 

Apr. 21.1949 

Los Angelos. 

Do. . 

6.593.00 

1,767 lbs . 

. . do • • . • 

• . do. . . . 

Do. 

11 AT*^ Aircraft . . . . 

165.000.00 

89,760 lbs. . . . 

• do« .... 

. • do. . . . 

Do. 

Aircraft Parts . 

11,202.67 

18,643 lbs. . . . 

« do. .... 

. . do. • . . 

Do. 

Do . 

1.103.02 

1,893 lbs . 

. do. • • » • 

. . do. . « . 

Do. 

Do . 

Zdos.eo 

2,504 lbs . 

, do. «... 

. • do. . . . 

Do. 

Do. . 

13.132.30 

10,424 lbs. . . . 

. do . 

Apr. 25,1919 

San Fran* 
Cisco. 

6 AT-U Aircraft . . . . 

437.600.00 

00.400 lbs. . . . 

Pacific Trans 

Apr. 27,1949 

Los Angelos. 

Aircraft Parts . 

637.00 

35 lbs . 

. . do, . . . 

. . do. . . . 

Do. 

Do. 

4,391.70 

1.40Slbs. . . . . 

. . do. . . . 

• . do. . » . 

Do. 

Do . 

23.376.00 

3,OOS lbs . 

Lisbon . . . 

Apr. 25^19(9 

Now York. 

Ring Lcatbor Packing . . 

1.6St.23 

67 lbs . 

t do. . . • 

• • do. • • . 

Do. 

Aircraft Engines . . . . 

22.060.00 

16,200 lbs. . . . 

. do. . . . 

, • do. • • « 

Do. 

Brush Assy Slip King . . 

8,900.00 

60 lbs. . 

. . do. . . . 

• . do. • • « 

Do. 

Disc. Assy for Fuel Solos. 

43.35 

61ba . 

. . do. . . . 

. . do. . . . 

Do. 

AiitorootlTo Carb. A 

i.osaoo 

658 lbs. 

. do« . . . 

• do. . • 

Do. 

Parts. 






6S280 Diaphragm . . 

248.76 

00 lbs. . 

Pan American 
A. L. 

Apr. 27.1949 

San Fran- 
dsco. 

OiygCQ Rogulators . . . 

650.00 

l,1221bs . 

fi. 8. Fembay. 

. Apr. 16,1949 

New York. 

A Lrplano Sparc Parts . . 

222.20 

68 lbs . 

« « do 1 . • . 

. Apr. 1&1949 

Do. 

Do . 

1,230.75 

nibs . 

• • do • • • . 

. Apr. 16,1940 

Do. 

Carburetor Tools . . • . 

8,863.05 

aoiibs. 

. • do .... 

. Apr. 16^1949 

Do. 








































































ANNEXES 


967 


Pari I—Chinese Air Force —Continued 


Deicription 

Valtui (1) 

1 

Tl'eicht 

Karru of tend 

Date of toiling 

Pert of cm- 
borftorfon 

(1) ITBU3 Procured bt 






CotNESc Am Force— 
CODtlDUCd 






Airpbno Sporo PvU . 


25lbs. . . 

S, S. Ferobay. . 

Apr. 16> 1910 

New York, 

Do. 

21H.&5 

34 1K<. 

. . do . . 

Apr. 16.1949 

Do. 

Do. 

S.8S6 00 

754 Ihs. 

. . <lo . 

Apr. 16.1049 

Do. 

Do. 

moo 

so lbs. 

. . do . . . , 

Apr. 16.1949 

Do. 

r>cdthcr ‘‘V. 

372.00 

22 lbs. 

. . do . . . . . 

Apr. 16. mo 

Do. 

Carburetor Overtmul 

1.370 07 

263 lbs. 

. . do .... 

Apr. 16,1940 

Do. 

Toob. 



1 

1 

Aircraft EdrIdce .... 

53.^ 00 

39.600 lbs ... . 

. . do. 

Apr. 16.1949 

1 

Do. 

Hepbeemoot Parts . . . 

11.292.01 

7,837 lbs . . . . 

. . do. 

Apr. 16.1949 

Do. 

Auto Parts. 

7l.OW.27 

137.403 lbs . . 

. . do. 

Apr. 16.1919 

Do. 

R-2S00 Aircraft EottJ&os 

15.7X0 00 

20.100 lbs ... . 

. . do . 

Apr. 16.1949 

Do. 

^^obl]c Oroaso Aero . . . 

ZiSZfA 

10.440 lbs . . . 

. . ilO . 

Apr. 16.1949 

Do. 

Total . 

1.810.150.35 

064.452 lbs . . . 
(43S.4 long tons). 





Part II—Chinese Army and Tfnvy 


(1) Items Procured BY 
CnfKSSBMiLITART 
Procure mrmt 
Tecomcal Orouf 

Atmf Engineer 






Parts for n. Maebino Se 
Tools E13, E27. 

816.O3A0O 

6,082 pounds. .. 

President Jeffer¬ 
son. 

Apr. 2.1940 

New York. 

Parts for H. Machine 
E-2. E-10. 

6,260.00 

2,777 pounds .. . 

Marino Snapper. 

Apr. 13.1949 

Do. 

Mlac. Toob E'22. £-26. 
B-28. 

8,295.00 

3.853 pounds . . 

. . do. 

. . do. . . . 

Do. 

Blostlng Machine* Ool- 
vanomoters E 12 . 

10.282.00 

1*804 pounds . . 

China Victory . 

Apr. 29,1949 

San FTniids- 

CO. 

Cylinder Recondition* 
IngOut^t E17. 1 

Orinante 

1*056.50 

1,153 pounds . . 

. . do. 

. . do. ... 

Do. 

Cartridges Dali 1*750 Cs . 

156.590.69 

109*2X0 pounds . 

President Jeffer¬ 
son. 

Apr. 2.1949 

New York. 

Cartridges Balb 2.000 Cs. 

173.946.66 

124.000 pouDib . 

Marino Snapper. 

Apr. 13.1949 

Do. 

Brass Plates 68 Cs Ord- 
10. 

Si^ncl 

8,171.35 

27,242 pounds . . 

. . do. 

• do. > • • 

Do. 

■ 

Radio Tabes for 2nd 
DIy. 7*820 Pcs. 
Trantporiclion 

4.445.70 

723 pounds . . . 

, . . do. 

. . do. ... 

Do. 

Dry etorago Batteries 
TIO 412 Of. 

21.546 80 

79*296 pounds. . 

President Van 
Buren. 

Apr. 7,1919 

San Francts- 
00. 

Auto Accessories Til 

8 Cs. 

714.98 

1*040 pounds . . 

President Jeffer¬ 
son. 

Apr. 2,1949 

Now York. 

AaU> Accessories Til 
85 Cs. 

20.094.56 

10,223 pounds . . 

Marina Snapper. 

Apr. 13,1949 

Do. 

Lubrication EqulpnMts 
T7 307 Cs. 

56*6ia86 

99,639 pounds . . 

. do. .... * 

. . do. ... 

Do. 

Spare Parts for Tracks 
Ta 196 Cs. 

85,699.90 

82*100 pounds. . 

Cblna Victory • 

Apr. 29*1949 

San Francis¬ 
co. 

Sub-total (items 
on 1)« 

572,164.00 

558,934 pounds 
or 250 long 
tons* 





84408^—iO-64 
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U. S. RELATIONS WITH CHINA 


//— Chine&e Army and ATarj/—Continued 


D€t^ipi\<tn 


VqIuu (I) 


Wtiohi 


SQmt ef Te$id Dote of tailing 


(2) Items PrppLreo bt 
U. S. Army 

Ord. MLsa Snrpitu Items. 
Mod. Mbc. Tools 4: 
Pftrls. 

Ord. MftlnfcnftBce Mn* 
torlJils. 

Siff. Rftdlo Seta .... 
Slff. IntolllpoBw . . - . 
Trafis. Tiros & Pftrts . . 

SuB-TOTAl OcITor- 
son). 


AFC Ouns 


Med. Medicines 4: Mfsc. 
Ord. Mnlntenanco Mft* 
terlnls. 

8U. nattorl^'S ...... 

TrBns. Tires A Pflrts . . 

SCB-TOTAt (John 
Towlo). 


Mod. InstnimenU A 
PrujTS. 

Ord. MAlntcnunce hfa* 
(crlftls. 

Tftina. Tiro A Tubes 


$122. OrtO 526 lone tons 
10. noo 4 melrlc Ions 

10.000 83 metric tons 


. LSTNO.799 . . Apr. 4.1W0 Mftnlld. 

. Ptwttdoot Jefler. Apr. 2, IWO New York 


son. 


230.000 112 metric tons . . . do.do. 

.... 0.2 p'^und.do.. . . do. 

860.027 4,IGO metric tons. . . do.do. 


11,119.027 4.359.2 metric. 

tons or 1,000 
lonit tons op- 
pros. 

l.MO 8 metric tons . - John Towle . . Apr. 24.1949 San FmncL^ 

CO. 

300.000 109 metric tons . . . do.do. ... Do. 

30.000 471 metric Ions . , do.do. ... Do. 


48.000 67 metric tons . . . do.do. 

334.325 1.396 metric tons . . do.do. 


733.865 2.050 metric tons 

or 800 lon^ 
tons approx. 


$30,000 31 melrle lon.^i . China Victory 
2 .000 S metric tons . . . . do . , , . 


Apr. 29. IW9 San Prati 
cisco. 

. . do. . . . do. 


136,400 651 metric tons , . . do.do ... . 


Sob-total (Chine 
Victory). 


Med. Drup A MIsc . . 
Ord. Maintenance Ma¬ 
terials. 

HadloSets. 

81g. IntcUIpnce. . . . 
Trans. Tires A Ports. • 


1168,400 687 metric tons 
or 160 hfT 
approx. 


3500,000 295 metric tons . Explorer . . 

200,000 203 metric tons . . . do . , . 

380.000 180 metric tons . . . do . . . 

.0.4 metric ton . . . do , . . 

(KM. 261 2,610 metric tons . . do . . . 


SUB-TOTAt (Ex* 
plorer). 


$1.664.261 3,318.4 metric 
tons or 1000 
L/T approx. 


Ord. rig Lead. 11,343,865 2,625 long tons . Cotton Slate 


. do. . 
. do. . 

. do . . 
. do . . 
. do. . 


New York, 
do. 


Apr. 30,1919 Tampico 

Mexico. 


Bub-total (Items 6,171,527 6,011 long tons . 
on 2). 

Total (Items l $5,743,691 6,261 long tens 
iuid 2 ). on wt. basis os 

last month. 
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Part IJl—Summary 



ApmotimeUt 
tolai nlu9 (1) 

ApprorimaU 
tci'ti u fight 
{long foru) 

Cblnesc Air Force. 

Cbincac Army and Navy. 

OSAKD Total. ... 

1.810.15^.35 
5,743,001.00 

438.4 

5.201.0 

7.553,850 35 

aC90.4 



Categories of American Military Aid Extended to China Since 

V-J Day 

f 

The foIlowiDg tnblo outlines brieilr the cuteguries and totals of military aid 
extended since V-J Day, figures being in millions of United States dollars: 


SeXtt of U. 6, Qovernmtnt E^e€*9 and SurpluM 

Proptrty 


SliUtOrp Aid 

Grants 

Credits 

procure* 

ment 

Value 

Urnlizotion 
by U. S. 

Init, 

vu. 

1. Lcn<]-Lca8e (|004.7 million). 

$513.7 

$181. 0 




2. XliUtnry Aid Under SACO. 

17. 7 





3. Sale of excess stocks of V. S. Army lii 






West China. 


20 

(•) 

(•) 

’$20 

4. Amniuoltion Abandoned and transferred 






by U. 8. Marines in North China (over 






0500 tons)... 

(») 





5. Transfer of U. S. Navy Vessels (PL 512) . 

141. 3 

(n 




0. Sales of surplus Military equipment 




1 


(total 8bippe<l)... 



102. 0 


0.7 

7. S133 MUlJoD Grant Under China Aid Act 






of 1048 . 

125 





Total Militaet Aid. 

$707. 7 

$201.0 

$102. 0 

$0.7 

$20.7 


^ No InformatlOD reeardiog procuremcDt yalue arallsble. 

’Down pajDicDt covered under Bulk Sale Agreement of August 30, 1040. 

* No estimate of total value available. 

* Vcaaela valued at procurement cost, 

LENn-IiEAGfi 

Though lenddeaso terminated for most conotrlcs on Jane 80» 1040, in order to 
continue assistance to the National Oovorniuent lenddease to China was extended 
on a reimbursable basis under terms of a military aid agreement of June 28,1040* 

As of Juno 30, 1048, a grand total of $781.0 million In post V-J Day lenddeose 
transfers bud been reported to the Treasury Department by United States Govern* 
meat agencies* Of tills amounti $50.3 mllUon represented deliveries on S(c) credit 
terms under the lend-Icase ''pipeline'* agroeinenti and $30 million covered United 
States Navy vessels originally lenddeased to China but subsequently transferred 
under the terms of PL 512 to which consideration Is given later in this paper. 
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U. S. RELATIONS WITH CHINA 


Of the balance of $004.7 million. $181.0 million Is considered subject to payment 
Settlement of this amount is now under negotiation. 

Listed below are the major categories of Post V-J Day lend-lease supplies: 


Ordnance and Ordnance Stores. 

Aircraft and Aeronautical Material. 

Tanks and other Vehicles. 

Vessels and other Wntorcrnft. 

MIscollanooiiH Military Equipment. 

Facllltlos and Equipment .. 

Aicrleultural. Industrial ond other Commodities 
Testing and Reconditioning of Defense Articles 
Services and Expenses. 


$117. S69. 076.94 
43. 683. 004. 63 
06. 009. 610. 08 
40. 040, 642. 57 
09.762,611. 71 
36,198. 74 
37. 018. 028. 21 
2. 338. 88 
335, 817, 010.60 


Total 


$781, 040. 922. 32 


These transfers included by tonnage equipment sufficient to complete the 
war-time program to equip 39 Chinese dlTislons which as of V-.1 Day was ap¬ 
proximately 50 per cent complete. The transfer also Included the bulk of the 
930 planes and other equipment provided under lend-lease for the 8% group 
program for the Cliincse Air Force. 

Also Included In the leiul-lcase transfers were many thousands of military 
vehicles, of great Importance in giving the Government’s forces mobility. As of 
V-J Day the Government had an overwlielming superiority over the Communists 
in combat equipped troops conservatively estimated at 5-1 and a virtual mo¬ 
nopoly of all heavy equipment. This already existing superiority in men and 
arms reveals the signiOcance of American aid in transporting Government troops 
to north Chinn and in furnishing transport equipment, which properly employed 
would have enohleil the Government to bring to bear Its superior forces. 


Sino-Ameiucan Cooperative Organization Agreement 

The military transfers under the Slno-Americnn Cooiteratlve Organization 
Agreement (SACO) consisted primarily of ordnance supplies furnished the 
Ciiineso between September 2, 1945 and March 2, 1940 by the United States Navy. 
These transfers were accomplished io fulQllment of a wartime agreement calling 
for tile furnlslilng of equipment In exchange for certain services provided by 
tlie Chinese Government. A detailed breakdown of the figures Is provided In 
Annex I, part 1.* 

West China Sale 


The solo of a broad assortment of military supplies In west China was made 
on the departure of United States forces from that area. This property was 
transferred for a sales price of $25 million (U. S.) plus $5.10 billion (Chinese). 
Down payments of $5.10 billion (Clilnese) and $6 million (U. S.) were mode 
in the form of offsets against the United States Indebtedness to China. (The 
$5 million (U. S.) down payment was Incorporated In the realized return to tlie 
United States under the surplus properly sales agreement of August 80, 1046). 
It was agreed that $20 million (U. S.) would be paid over a period of time by 
China. The terms of repayment are subject to negotiation. 


Ammunition Abandoned dt United States Marines 


Between April and September 1947 the United States Marines abandoned or 
transferred to the Chinese Government opproximately 6,500 tons of ammunition 
in connection with their withdrawal from north China. Included was a wide 
variety of small arms and artillery ammunition, grenades, mines, bombs, and 


* Sco annex 171, section I. 
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miscellaueous explosives. No estimate of tlie total value of this material trans¬ 
ferred is provided in Annex I. I'art 2,* which iiiclu<les fittures on certain naval 
ammunition transferred in the same operation but charged again-st lend-lease. 

Tb.vnsfer of United States Na\t Vessels 

Public Law 512 of the T9th Congress authorized the President to transfer 271 
naval vessels to the Chlne.se Government on such terms as he might prescribe. 
On December 8, 1947 an agreement was signeil between the United States Gov¬ 
ernment and the Republic of China relative to the implementation of this act. 
Tlie text of this agreement was published by the Department of State In the 
Treaties and Other International Acts Series 1C91. A total of 131 vessels with 
a procurement cost of $141.3 million had been transferred to the Chinese Navy 
under PL 512 ns of December 31. 1948 on a grant ha.sis. This figure Includes 
approximately $30 million representing'vessels originally loud-leased to China 
but subsequently transferred under PL 512. 

The naval vessels transferred Included destroyer escorts, patrol ships, landing 
craft and many other types of vessels, which, after conferences b<“lween appro¬ 
priate American and Chinese naval Personnel, were selected for their suitability 
in meeting Chinese naval requirements. Of the 131 vessels transferred under 
I’L 512, the 90 which had originally been lead-leased had all their combat equip¬ 
ment. Of the remainder some w’ere still combat equipped. Ammunition for 
these was made available during the summer of 1947 when the 0,500 tons of 
ammunition were transferred in north China, and in the fall of 1048 under the 
$125 million grants. A list of the vessels transferred is attached as Annex I, 
Part 3,' together with copies of Public I>aw .512 and as Executive Ordi'r author- 
Izlng its impicmeatatlon. 

Sale of Surplus Militart Equipment 

The United States continues to make military equipment available to the 
Chinese Government following the termination of lend-lease. through the trans¬ 
fer of surplus United States equipment at a small fraction of its original 
procurement cost. The following Is a listing, In summary form, of military 
surplus shipments: 


CommodUv and Source 

Procurement 

Co»t 

Sates 

Price 

1) 130 mllUon rounds of 7.02 ammuDltioo (sold by 
Office of the PorelOT Ll<|u!datloD Commlailon under 
contract dated June 25. 1947). 

1C. 5C4, 002. 68 

$860. 400. 27 

2) 160 C-40 airplanes (aold by Wnr Assets Admlnls* , 
tratloo under contract dated December 22, 1047). 

8) Additional Office of tbe Foreign Liquidation Com* 
mission transfera: 

34, 800, 000. 00 

750, 000. 00 

AmmuoitlOD, Cal. 30 to 166 Howitzer.. 

21,707* 530. 10 

600. 071.80 

Air Force material and equipment* Including 178 
aircraft and 083 engines 

30* 037* 004. 81 

4. 454* 105. 00 

Ordnance, Signal* and other military equipment 
(orer 0*000 tons) 

2* 203, 807. 17 

282, 987. 17 

Total.. 

8101* 073* 400. 10 

80, 712, 008.80 


AQoex 111, sectloo I (B). 
T See anoex 171, 
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V. S. RELATIONS WITH CHINA 


A portion of the total military surplus shipments was financed by the Chinese 
Government from the §12'. million grants authorized nnder the China Aid Act 
of 1948. A detailed breakdown oi Office of the Foreign Liquidation Commission 
transfers from January 1. 1948 to March 31. 1949 is Included in Annex I. part 4. 

$125 iliLLioN Grants 

Section 404 (b) of the China Aid Act of 1948 (Title IV of Foreign Assistance 
Act of 1948) authorized to ho appropriated to the President a sum not to exceed 
$125,000,000 for additional aid to China through grants on such terms as the 
President might determine. 

It was evident from Congrc.-isional debate on Section 404 (b) of the China Aid 
Act of 1948 that the grants were to be expended by the Chinese Government for 
whatever puriwse it desired, though it was expected that the funds would be 
used for the purchase of military equipment. It was likewise evident that the 
funds were to be expended by the Chinese Government on Its own option and 
responsibility. Under terms decided upon by the President the Chinese Govern¬ 
ment was required to submit to the Department of State requests for payment 
with regard to goods or services procured, with supporting documentation evi¬ 
dencing the transaction. The terras also stated: “The Department of State wlU 
examine the documentation submitted by the Chinese Government to determine 
that the request is not In excess of the total represented by the invoices or other 
supporting data, and will authorize the Treasury to make the appropriate pay¬ 
ments to the Chinese Government” The Initiative In the expenditure of the 
funds lay wholly with the Chinese Government and no payments were made 
unlo.ss that Governinent submitted a request for disbursement 

The Cldiiese Government did not submit Its first request for withdrawals from 
the funds until July 23.1948 although the Department bad transmitted the Presi¬ 
dent's terms to tlie Chinese Ambassador on June 20,1048, In a note dated June 28, 
and the Chinese had accepted the terms in a note dated July 1,1048. The Chinese 
Government however utilized approximately $10 million from the grants to pay 
■for military material purchased under contracts made during the late spring and 
early summer of 1948 prior to the submission of the first request on July 23. 

As a means of assisting the Chinese Government In purchasing desired material 
the Department took the Initiative in arranging a procedure whereby American 
Government departments, establishments, and agencies were authorized to trans¬ 
fer equipment from their own stocks or to procure for the Chinese material to 
be paid for from the grants. Such a procedure bad not been specifically provided 
for In the legislation on the grants. The President’s directive authorizing such 
action was Issued on July 28. 1048.* 

The grants have been used by the Chinese for the most part to purchase Items 
of a military nature. As of April 1,1040 the Department of Treasury hod dis¬ 
bursed the total $125 million appropriated. Disbursements were made to the 
Chinese Government direct or to American Government agencies requested by 
the Chinese Government to engage In procurement activities as follows: 


* See nnnex 171, aoctlon IV. 

* Tbo text of Section 404 (b) of the China Aid Act of 1048, copies of directives from the 
President, to various agencies of the Government, appropriate coromnnlcattons among 
ngonclcB of the Government, and communications between the Department of State and the 
Chinese Embassy with respect to the grants are attached os annex 171, section V. 
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Affcnt 

Item 

DUbursement 

Department of the Army . . . 

Artan, nmniuDitloo, medico) supplies, 
motor vehicles, spare i>arts, etc. 

$04. 595, 178. 25 

Department of the Navy . , , 

Naval vessels, reconditlonlog of naval 
vosselH, Qfnmuniclon 

0. 892, 020. 00 

Deportment of the Air Force . 

MlsceUnoeous air force eQuipment and 

7. 750, 000. 00 

Bureau of Federal Supply . , 

n via Mod gasoline 


Pvtroleiiiu products, ordnance r.jw ma¬ 

J3. 705. 522- 12 

OOlce of Foreign LWiuiUatloo 

terials 


CoinmlsdloDer. 

Surplus aircraft, aircraft spares, am- 
nuudtloQ. etc. 

COO. 010. 88 

KepubUc of Chinn. 

Miscellaneous supplies and equipment. 

20, 300, 308. 75 

. 

from cotomercla) sourcc.s 


Tot A I. 


$125. 000. 000. 00 


lo n<hlltlon. Oi^lc has roc«lve<l by direct pnymcDt frum the Chinese Gorerument 
$1,CH5«C93.S0 uf the 920,300,308.75 paid to the Chinese Oorenunent by the Treasury 
Departiuont. 


The first signlOcaut sbipuients of military mnterial paid for out of the $125 
inllliuD grants consisted of approximately 10.000 tons of stun 11 arms and artillery 
ammunition purchased by the Chinese Government from the Odice of tho Foreign 
Liquidation Commissioner at a fraction of tlie procurement cost and shipped to 
China in two ships which left Hawaii on July 3 and July 10, 1048. Fifty'One 
lighter aircraft purchased from the same agency with funds from the grants 
were delivered to China in September, 1048 in combat oiienitlonal condition, and 
aviation gasoline, aircraft spare parts, and communications e<iuli)inent were 
shipped to China during the above period. 

The most significant Chinese purchases under the grants were made through 
the Department of Uie Army and covered equipment for 7 Annies and 3 Divisions. 
The Chinese request for disbursement of funds to cover this imrchnse was re* 
ceivod in the Department of State on September 27, 1048 and payment by the 
Treasury was authorized on October 1, 1048. The requests at the program for 
small arms and sinall^urms ammunition were placed ahead of those for the 
United States Army. The first shipment of military muterlel purchased under 
tills requisition arrived lii China ua November 11, 1048 and subsequent major 
sbipmenta reached Chinese ports on November 20, 1048 and January 4, 1040 (two 
shipments on tills date). An additional shipment of Army-supplied cargo pro¬ 
cured under tho above and allied purchases reached China and in mid-March, four 
full cargoes being shipped without charge to the Chinese in United States Navy 
owned vessels. Following are figures showing certain Chinese requests under 
this program and the amount of material delivered according to the latest figures 
available; 


Item 

Number 

HfQucsted 

Number 

Delivered 

V. 8. Rifles, Cal. 30. 

124.883 

132, 851 

BrowolDg Automatic Rifles, Cal. 30. 

8, 104 

8. 703 

Ueary Macbloe Ouns. Cal. 80. 

1, 500 

1,707 

Hub. Machine Guns, Cal. 45... 

8, 020 

12, 075 

Rocitet launcher .. 

1, 184 

1.106 

Grenade Lnuoclier... 

5, 502 

5, 758 

80 Cal. Ammuoitfoo. 

291.104. 500 

281. 221, 062 

45 Cal. AmmublUon. 

20, 700, 000 

20. 577. 406 

Rocket AmmuDltloQ.. 

00. 720 

GO. 380 

Grenodes ... 

550. 200 

260, 500 
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U. S. RELATIONS WITH CHINA 


In certxiin categories as revealed above, more tban the originally specified 
amount of equipment was provided, following discussions between American and 
Chinese military officers in which the desire of the Chinese representatives to 
obtain the additional amount of equipment was expressed. Chinese requests for 
mortars and mortar and artillery ammunition were for Urn most part unfulflUed 
since funds transferred to the Department of the Army were inadequate to pay 
for these. Decision coiuerning use of the grants rested solely with the Chinese 
Government and if that Government had tleslred, funds used for purchasing 
other items of less iiuiuediate military value, such as raw materials for arsenals, 
could have been made available to the Department of the Army for further pur- 
chase.s under the 7 Army, 3 Division program. It should be noted, however, that 
shipments of sur[)lus ammunition from the Pacific during 1048 contained large 
quantities of mortar and artillery ammunition. 

The pricitig formula adapted In mid-1047 during implementation of the aid 
programs for Greece and Turkey was applied to Chinese requesU under the $125 
million grants. Since most of the Items desired were not surplus but had to 
be replaced in Army stocks, the Chinese were charged replacement costs. 

At the time the first of the above shipments of nrms was arriving In China, 
United States Army forces in Shanghai transferred (abandoned) without cost 
to the Chinese approximately $500,000 worth of small arms and ammunition. 

There are attached In annex 107, section XV, tables showing; 

a) Summary of the use of funds received—a report submitted to the Depart¬ 
ment by the Chinese Embassy; 

b) Keports on monthly shipments to China of goods purchased under the grants 
(the reports covering 1040 were prepared by the Chinese Embassy); 

c) Report on major shipments of material by agencies of this Government, and 
by Chinese procurement agencies. 

d) Department of the Arny report on the Chinn Aid Program. 

Following the rapid deterioration of the military situation in north and central 
China and In view of the danger that stocks delivered to China proper might 
eventually fall Into the hands of the Communists, the Chinese Government late 
In December 1948 requested that shipments of material purchased under the grants 
be delivered to Taiwan. Pursuant to this request, subsequent shipments have 
been made to Taiwan. At the end of February 1940 the Acting President re¬ 
quested thnt shipments of munitions be stopped pending reorganization of the 
Executive Tuan. In accordance with a later request from him they were again 
renewed during the latter half of March. 


173 

Transfer and Sale of Am/rmnition and Materiel to the Chinese 

Government during Wlflf and 1948 

On the same date (May 20,1947) the Chinese were Informed that the Depart¬ 
ment would opprovc the sale to Chinn of ISO million rounds of surplus 7.02 rifle 
ammunition, and would approve applications for export licenses for transport 
planes and for spare parts for all equipment, including combat Items previously 
transferred under the Group Program. 

Subsequent to this date the Chinese on June 25,1047 purchased the 130 million 
rounds of 7.02 rifle ammunition for $650,400.27 or 10 per cent of procurement cost. 
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Shipment of this ammunition was made from Seattle on July 14 and August 11 
1947. 

In July 1947, the Chinese expressed a desire to purchase 43 C-i7 aircraft but 
wanted these considered part of the 8V{i Group Program. Since the quota of C-47’s 
under the Program had been fulhlled, the Chinese were informed that transport 
planes would be made available through normal surplus channels. The Chinese 
signed a contract with the War Assets Administration for the pureha.se of 150 
C5-46’s on December 22, 1947, purchasing for $5,000 each planes which bad a 
procurement cost of $232,000 each. 

The contract covering civilian end-use items in the Pacific for tlie 8% Group 
Program was concluded on November C. 1947 at 12M» cents on the dollar. 

On December 9. 1947, the Chinese Go%-ernnient signed a commercial contract 
for 6,500,000 rounds of .50 caliber ammunition. 

On December 10. 1947, the Chine.se were informed of the availability of surplus 
ninmunitioD and explosives and combat materiel including combat planes for the 
8V6 Group Program. In March and April of 1948 the Department of the Armj' 
provided the Department of State for transmission to the Chinese ct^rtaln Infor¬ 
mation on the quantity and tM)e of surplus ammunition available in Hawaii and 
the Pacific. Prior to this, however, the Chinese, following negotiations with the 
Cfic, concluded on January 7, 1948, an open-end contract for the purchase of all 
surplus ammunition in the Marianas at the nominal cost of one cent on the dollar. 
As the result of further negotiations, a contract was signed on January 30, 1948, 
for the purchase at 17^ cents on the dollar of all surplus stocks in the United 
States, including Hawaii, available for the 81^ Group Program, except combat 
aircraft, which were available and were separately negotiated. (This contract 
was revised on March 16,1948.) 

On January 31. 1948, a contract supplementing that of November 6, 1947, was 
signed covering Che sale of surplus combat equipment in the Pacific applicable to 
the 8^ Group Program, the ammunition component being sold at the nominal 
cost of one cent on the dollar. 

On April 29 and June 11, 1948, contracts were signed covering the sale of 
surplus ammunition located on Hawaii. 

On May 22, 1948, a contract was concluded for the sale of the surplus ammu¬ 
nition remaining in the Pacific and not included in previous contracts. The bulk 
of the ammunition covered by this contract was located at Okinawa. 
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Statement Svbmitted hy Brigadier Oeneral T. S. Timherman to the 
Committee on Foreign Affairs of the House of Representativesy 
Juoie 21^ 19^9 


Histobt or THE China Aid Pboobau 

Public Law 472, 3 April 1948, and Public Law 793, 28 June 1948, authorized 
an Aid Program to China Involving a grant of $126,000,000. 

The terms of Public Laws 472 and 703 did not provide specifically for participa¬ 
tion of the D.S. military establishment In the program, nor for the transfer 
of funds to Its Departments to permit the necessary replacement of those Items 
withdrawn from miliUry stocks to meet the requirements of the Chinese military 
program. 
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U. S. RELATIONS WITH CHINA 


On Uie 2Stli of July 194S Presklentlal letters to the Secretaries of State, of 
Defense, and of the Treasury nuthorizeil not only assistance to the Chinese 
GoTernment by the National Military Establishment, but also the transfer of 
funds allocated to the China Aid Program to United States governmental agencies 
participating in the supply program. The Secretary of Defense, by memorandum 
to the three Service Secretaries dated 29 July 1948 forwnrde<I copies of the 
Presidential letters of 28 July 1948 and requested the Implementation of the 
China Aid Program by the Army, Navy and Air Force. 

On 2 August 1948 the Department of the Army established a procedure for 
fulfilling the Army requirements of the Chinese Government. 

Hy August 1048 the Department of the Army had disposed. In the main of all 
surplus supplies of World War II procurement, and particularly of those Items 
which the Chinese listed as their priority requirements. 

Nevertheless, avnllnblllty studies based upon Chinese requirements were 
Initiated by the Department of the Army on 3 August 1048. Paralleling the 
availability studies was the computation of the prices which the Department 
of the Army would have to charge in order that those supplies Issued directly 
from stock could be replaced. 

The Chinese repre.sentatlves In Washington, in the hope of obtaining supplies 
at the lowest possible price, canvas.sed a number of possible commercial sources. 
The Chinese representatives were reluctant to place orders with the Department 
of the Army until they had completed the canvassing of all possible commercial 
sources and the Department of the Army had completed computation of prices. 
The Chinese wanted to compare prices before making a definite commitment 
for purchases. 

The Depjirtment of the Army gave highest priority to the study of availability 
and computation of prices of caliber .30 rifles and ammunition. On 19 August 
the Chinese representatives were lnforme<l that the Department of the Army 
conld supply. If the Chinese so desired, caliber .30 rifles and ammunition In suf¬ 
ficient quantities to meet the total requirements. On 81 Augiist the Chinese were 
furtlier Informed that the Department of the Army could supply caliber .30 car¬ 
bines and caliber .43 ammunition. They delayed placing their order for 'small 
arms and accessories for about a month. 

The Department of the Army completed and delivered to the Chinese repre¬ 
sentatives (lata as to availability and pricing for Signal, Quartermaster, and 
Medical supplies In the period 7-0 September ond that for Engineer supplies and 
the remaining Ordnance supplies on 10 September. 

On 10 September the Department of the Treasury transferred to the Depart¬ 
ment of the Army as the result of a Chinese request, the sum of $25,130,431.65 for 
payment In connection with firm requests which the Chinese were concurrently 
preparing. The Items requested by the Chinese for pnrehnse with this sum were 
raw materials, such ns metals and powder base for the Chinese arsenal program: 
radios for Chinese signal communications; tires and tubes; spare parts for motor 
transportation and demolition supplies. Demolition materials were tromedlotely 
nvollablc from surplus stocks still existing In Hawaii. They were ordered shipped 
without delay; trnnsportotlon was arranged and, approximately 1,000,000 pounds 
of TNT, sold at surplus prices were moved In November via commercial shipping 
from Hawaii. The Department of the Army had available from stock approxi¬ 
mately 05% of the motor vehicle spare parts requested. These supplies were 
likewise moved Immediately to a port for shipment The remaining Items, 
however, of the specific types required by the Chinese In this request, are not 
carried In stock by the Department of the Army and consequently mnst be mann- 
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factured expressly to fill the Chluese requirements. Contracts were uegotiateU in 
accordance with statutory rtniuirements. Delivery of some of these tyi>es of items 
will not be completed (as the Clilnese were fully aware when their re<iuest was 
submitted) until the Fall of 1049. 

The Chinese Ambassador. Dr. Koo. delivered to the Secretary of Defense on 
20 September 194S, a revised list of requirements for the Military Aid Program. 
This list included primarily weaptms and ammunition. It voidetl all previous 
Chinese requests and action by the Department of the Army with re.'spect to these 
particular items. The Department of the Ainty on 21 Sept«*iiiber initiated new 
availability studies and computation of prices, considering them in the light of 
possible free transiiortation and 1945 list prices. It was immetliately app^irenl 
that this revised list of requirements for wea[>ons and anmuinition, at the 
lowest possible price which the Department of the Army could arrange, would 
amount to more than $50,(XM),000. In a meeting with the Chiue.se representatives 
it was learned that approximately $40,000,()00 remained available in the China 
Aid Fund with which to purchase the supplies of this new list. The Chinese were 
thereu|>on advised to show the roiiuiremeiits in the order of tlie most urgent 
priority. The priorities were submitted to the Department of the Army on 24 Sep¬ 
tember and on 4 October the Chinese specified destiiintiuns In China for shipment 
of these supplies. These destinations and the approximate percentages of the sup- 
nlios to be delivered thereto follows : 


Shanghai. 00% 

Tslngtno.' 10% 

Tientsin via Tsingtuo. 30% 


Also on 4 October 194S the Department of the Army ri-advcfl fr»>ii' the Treasury 
I »epartiueiit $;n,7i>3,380.08, trunsferreil from the Chinn Aid Fund at the request of 
the Chinese representatlve.s In Wushiiigtoii in payment for the arm.s and ammuni¬ 
tion of the revised list. Upon receipt of Uiese funds, ami without awaiting the 
completion of the availability study or tbe computation of prices, the Department 
of the Army ordered the preparation for shipment of weapons u!ul ammunition 
in fulfillment of the requirements contaltied in Priority I of the revised program. 
Cased upon Informal Inforinutloii received from the Navy Department on 9 
October and later confirmed in a letter from the Secretary of the Navy to the Sec¬ 
retary of the Army, ports were solectetl for hamlllng and loading the.se supplies, 
utilizing U.S. Navy vessels for transportation free of charge to the Cbliu'se. In 
an effort to transport the maximum quantity of urgently needed supplies in the 
shortest possible time, the Department of tlie Army ordered the shipment, in first 
priority, of ammunition from depots throughout the U. S. to the selected port on 
the West Coast. Following inspection, preparation of packages and marking with 
shipping Instructions, the actual movement of this ammunition to port commenced 
early In the week of 25 October. The first Navy vessel, of 5,000 ton capacity, 
reached the port on 1 Novenibor and commenced loading Immediately. This vessel 
departed 9 November for the port of Shanghai. Approxliimlcly 2.>00 tons of 
ammunition remaining at the port following departure of the first vessel, together 
with such weapons as had nrrlve«l at Ihe port by that time, were loaded on a 
second naval vessel of 5000 tons capacity which reached the port about 21 Novem¬ 
ber. This second vessel completed Its loading and departed for the same destina¬ 
tion on 1 December. A third shipment, comprised of tbe remaining weapons, and 
miscellaneous supplies dcpartetl from the port on 16 December. It should be 
noted that In order to meet this schedule It was necessary to place the Inspection, 
necessary repair and preparation for shipment of the rlflo.s of this program ahead 
of a similar program In connection with the expansion of our own armed forces. 
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U. S. RELATIONS WITH CHINA 


III a further effort to ship weapons and ammunition to China In the shortwt 
possible time, the Department of the Army on 5 October transmitted ^e entire 
list of Chinese requirements to General MncArthur and requested that he make a 
survey of his entire Command and report those Items which he could supply Im¬ 
mediately. The Department of the Army In making this request offered to replace 
In his stocks any supplies which he could make available for the Chinese. Subse¬ 
quently it was determined that the Commander of the Naval Forces W^tern 
I’aciflc could provide transportation for shipment of these supplies free of charge. 
After coordinating his report with the action underway in the U.S., General 
MacArthur was ordered on 27 October to prepare and deliver to the port of Yoko- 
Iiama those supplies which he had reported available. These supplies, amounting 
to approximately 1200 tons of small arms and ammunition, actually reached 

China by mid-November. ^ e w ♦ 

The first vessel with Army supplied cargo which departed from a U.S. West 

('oast port on 9 November. renche<l Shanghai on 20 November, dlscliarged 00% of 
its cargo for Shanghai, an additional 30% for onward shipment to Tientsin be¬ 
cause of bettor facilities available In Shanghai for transferring the cargo to 
smaller vessels, and then proceeded to Tslngtao where discharge of the remaining 
10% was completed on 7 December. Meanwhile on 6 December 1948 the Depart¬ 
ment of the Army was notified that the Chinese Government desired all future 
shipments of the Aid Cargo then en route and to be shipped to Shanghai be 
diverted to Kecluiig, Taiwan (Formosa). The subsequent shipments via U.S. 
Navy vessels and commercial vessels alike have been routed to Taiwan In accord¬ 
ance with this request. In all. four full shiploads of Army supplied cargo were 
transported to Chinese ports free of charge in D.S. Navy owned vessels. The 
Inst of these departed from the West Coast of the D.S. on 19 Pebrnary. 

Although some supplies which were procured from commercial concerns ex¬ 
pressly for the Cldna Aid Program were shipped free of chnrgo on board the four 
U.S. Na\’y vessels, these vessels carried mainly the items which were Immediately 
available from Army stocks. Since the readily available Items were thereby vir¬ 
tually exhausted, shipments thereafter depended upon the rate of completion of 
manufacture by the commercial sources from which the supplies were being pro¬ 
cured. In addition there were small amounts of supplies being requested by the 
Chinese for purchase with the residue of funds remaining after computation of 
the cost of the large purchases made earlier. Nevertheless, supplies becoming 
available would arrive at the port in loss than shipload lots. To permit accumula¬ 
tion would have delayed the program. It was decided thereupon to contract with 
commercial shippers to move the cargo as it reached the ports. This procedure 
will be followed until completion of the program which it is estimated will con¬ 
tinue with small shipments until the Fall of 1940. 

Sole of MiUtaru Supplies by the Department of Army in Accordance WifA China 

Aid Act of 19^8 

In accordance with the China Aid Act of April 3, 1048, and the July 28,1948, 
Implementing directives of the President, the Department of the Army has fur¬ 
nished and Is continuing to furnish military supplies as they are requested by the 
Chinese Government These supplies, when available, are furnished direct 
from existing stocks or, If unavailable in stock, are procured from commercial 
sources normally used by the Department of the Army. 

The prices charged by the Department of the Army for supplies famished 
the Chinese Government ore In accord with pricing formula adopted in mid- 
1047 during the implementation of the aid program for Greece and Turkey as 
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authorized by Public Law 75, Eightieth Congress. Briefly stated, the pricing 
formula is as follows: 

(a) Items entirely surplus to the needs of the United States armed forces are 
sold at surplus prices, averaging 10 percent of 1945 procurement cost price. 

(b) Items stored as war reserve, i. e., needed to equip units In event of a 
mobilization, are sold at 1945 procurement cost price. 

(c) Items needed for current use of the United Stales armed forces and which 
if disposed of must be replaced immediately are sold at current replacement 
costs. 

Of course. Items which are not available in stock must be procured and are 
cliarged to the foreign government at the exact price charged by the manu¬ 
facturer, plus any costs Involved for handling and shipping. 

All appreciable quantities of surplus Items had been disposed of prior to the 
Implementation of the China Aid Act. They had been previously applied to the 
foreign military assistance programs, including Greeot' and Turkey, and in ad¬ 
dition virtually all surplus items in the Pacific and Far East areas, except In the 
Philippines, had been sold to Oiiiia as surplus under the Soong-McCabe agree¬ 
ment (bulk sales). Moreover, aside from the exhaustion of stocks of surplus 
supplies, the Surplus Property Act after Juue 30, 1948, could no longer be used 
for disposition of surplus supplies in the contlneotul United States, and, there¬ 
fore, was DO longer a valid instrument for possible implementation of the China 
Aid Act had there In fact been a surplus. Overseas, surplus supplies that did 
exist were alroadl' committed, much of them to China in bulk sales arrangements. 

The Jlintary EsUibllshment was first authorized to furnish supplies and service 
to the Chinese Government in connection with the China Aid Act of 1948, as a 
result of a Presidential directive of July 28, 1048. Implementation of a definite 
program commenced on August 3. 1948. As stated above virtually no surplus 
stocks remuinod at this time, consequently, relatively few Items requested by 
the Chinese Government could be made available at the surplus prices. Regard¬ 
less of the priority given the China aid program we procwKled to its immediate 
implementation. In fact for delivery of some Items, notably small arms and 
small arms ammunition, the China aid program was placed ahead of the supply of 
the United States Army. It was by sucli a prlorlt>* that the first shipload of 
United SUU8 Army procured supplies for China departed from the west coast 
on November 9 or little more than a mouth after the Chinese had placed a firm 
request for their needs on the Department of the Army. 

It should be noted that of the $123,000,000 appropriated, the Chinese Govern¬ 
ment has placed orders with the Department of the Army for an amount approxi¬ 
mately only $64,500,000. The remainder of the funds have been allotted for pur¬ 
chases from the United States Air Force, United States Navy, and purchases b.v 
the Chinese themselves direct from commercial sources. The Department of 
the Army has furnished supplies to the Chinese In all categories of prices—a small 
quantity at surplus prices, considerably more at 1945 procurement cost prices, 
but the majority at either replacement cost prices or at the price actually 
charged by the majority at either replacement cost prices or at the price actually 
charged by the manufacturer, where the supplies were procureil expressly for the 
Chinese. Through the use of A'nny channels for procurement, the Chinese Gov¬ 
ernment has been given the odvanUge of any special considerations provided 
by commercial enterprises to the United States Government. 

Of the $64,S00,000 authorized for purchases from or througb the United States 
Army, supplies valued at $47,081,000 have been shipped from the west coast to 
date Delivery of supplies available direct from Army stocks bas beeu com- 
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pletod except for now requisitions recently received from Chinese. However, 
shipments are continuing at a normal rate paced by the rate of deliveries from 
the commercial sources of procured supplies that were not available in Army 
stocks. One exception is a small quantity of ammunition In Hawaii which has 
been blocked from shipment by the longshoremen’s strike. The Department of 
tlie Army has attempted to offset this delay by making arallahle additional 
ammunition of the same type for immediate shipment from the west coast of the 
United States. Two new requisitions were received from the Chinese during 
the past week. One for tool sets for fifth echelon reijnlr of tanks, the other for 
37 twin Diesel engines for M-5 tanks. Incidentally, the latter Item will he 
furnished at the surplus price as were the tanks for which they arc Intended. 

To relate the China aid program to the aid programs for Greece and Turkey, 
it must he recalled that the latter were initiated by rubllc Ijiw 75 passe<l May 
22, in t7. Hence supplies were furnished to Greece a full year before the Imple- 
iiieiitatlon of the China aid program. In the main, the re«iulrcments for Greece 
and Turkey were fulfilled from military surplus stocks. All surplus items were 
sold at surplus prices. During the same i)erlod surplus supplies also were sold 
to other foreign governments, notably to China. The Items sold to China llke- 
wi.so were sold at surplus prices. As a result of all these sales the surplus stocks 
of the Army were largely doplete<l when the China old program was Initiated. 
It might bo noted that the aid programs for Greece and Turkey were oontlimetl 
by Public Law 472, the same law which initiated the China aid program. The 
provisions of law for continuation of the programs for Greece and Turkey, unlike 
the China aid program, were such as to permit continued Implementation by the 
National Military Establishment. Hence it was possible to stipply to Greece 
and Turkey such surplus items ns existed so long ns those items lasted. Because 
of these factors, Including the previous sale of surplus supplies to the Chinese 
at surplus prices ns well ns to Greece and Turkey, there simply was little avail¬ 
able when the Chinn aid program commenced. The pricing formula has been 
applied alike In the furnishing of supplies In the fulfillment of all programs. 
Wlien surplus stocks became exhausted subsequent sales to Greece and Turkey 
were at the higher prices depending upon the category of the Item In accordance 
with the formula. 

In the Imnilling within the Department of the Army of requests from the 
Chinese Government In comparison with the handling of those from Greece and 
Turkey, there has been no difference except that at the outset of the China aid 
program the programs for Greece and Turkey were already operating smoothly 
ns the result of a year’s experience. All of this experience which was applicable 
was adapted Immcdintoly to the program for China and served to reduce con¬ 
siderably the time that normally would have elapsed in the solving of new 
problems. 
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Mesnage From President Truman 'TrarxsmPting Recommendation Tluxt 
the Congress Authorize a Program for Aid to China in the Amount of 
$570fi00f)00 to Provide Assistance Until June 30^ 19IJ) 

To the Coixorc9s of the United States: 

On soToral occasions I have stated that u primary objective of the United 
States is to brine about, throughout the world, the condltioos of a Just and 
lasting peace. This Is a cause to which the American people are cle<*ply devoiinl. 

Since Duy wo have cxpendcKl great efTort and large sums of uioney on the 
relief and rehabilitation of war-torn countries to aid in restoring workable 
ecorioiiiic systems which are essential to the maintenance of peace. A principle 
which ba.s guided our efforts to assist those war-torn countries has been that 
of helping their peoples to help tlieinsolvcs. The Congress Is now giving careful 
consideration to a most vital and far-reaching proposal to further this purpose— 
the program for aid to European recovery. 

I now request the Congress to consider the type of further assistance which 
this country should provide to China. 

A genuine friendship has esclsted between the American people and the people 
of China over many years. This friendship has been accompanied by a long 
record of commercial and cultural association and close cooperation between our 
two countries. Americans have developed a deep respect for the Chinese people 
and sympathy for the ninny trials and dllBcuUlos >vbtch they have endured. 

The United States has long recognized the importance of a stable Chinese 
nation to lasting peace In the PaciQc and the entire world. The vast size and 
population of Chinu make her un important factor in world affairs. China Is 
a land which has a rich tradition and culture and ti large and energetic population. 
It has always been our desire to see a strong, progre.^^slve China making a full 
c'oritributiou to the strength of the family of nations. 

With this end In view, wo have supported the Notional Government of China 
since It first came to power 20 years ago. China and the United States were 
allies In the war against Japan, and os an ally wo supported Chino's valiant 
war efforts against the Japanese. Since the Japanese surrender we have pro¬ 
vided a great deal of additional assistance. Military aid was given the Chinese 
Government, not only to help defeat the Japanese Invaders but also to assist 
In reoccupyIng Jnpanese-held areas. The United States contributed the major 
share of the extensive aid received by Chinn under the program of the United 
Nations Belief and Rehabilitation Administration. We made available to the 
Chinese Government at minimum cost large quantities of surplus goods and 
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equipmi'iit: of value to China’s economy. We are currently extending further 

aid to China under our foreign-relief program. 

Nevertheless, the Chinese Government and people are still laboring under the 
double and interrelated burden of civil war and a rapidly deteriorating cconomj'. 
The strains placed upon the country by 8 years of war and the Japanese occupa¬ 
tion and blockade liave been Increased by Internal strife at the very time that 
reconstruction efforts should be under way. The wartime damage to transport 
and productive facilities has been greatly accentuated by the continued obstruc¬ 
tion and de.struction of vital communications by the Communist forces. 

The civil warfare has further Impeded recovery by forcing ui)on the Govern¬ 
ment heavy c.vpenditures which greatly exceed revenues. Continual Issuances 
of currency to meet these expenditures have produced drastic Inflation, with 
its attendant disruption of normal commercial operations. Under these circum¬ 
stances, China’s forelgn-e.vchange holdings have been so reduced that it will soon 
be impo.ssible for China to meet the cost of es.sentlal imports. Without such 
Imports, industrial activity would diminish and the rate of economic deterioration 
would be sharply increased. 

The continued deterioration of the Chinese economy Is a source of deep concera 
to the United States. Ever since the return of General Marshall from Chino, 
the problem of assistance to the Chinese has been under continuous study. We 
have hoi)ed for conditions in China that would make possible the effective and 
constructive use of American assistance In reconstruction and rehabilitation. 
Conditions have not developed as we had hoped, and we can only do what Is 
feasible under circumstances as they exist. 

We can assist In retarding the current economic deterioration and thus give 
the Chinese Government a further opportunity to Initiate the measures necessary 
to the establishment of more stable economic conditions. But It Is, and has 
been, clear that only the Chinese Government Itself can undertake the vital 
measures necessary to provide the framework within which efforts toward peace 
and true economic recovery may be effective. 

In determining the character and dimensions of the program which might be 
suited to this purpose, we have had to take into account a number of diverse 
and conflicting factors, including the other demands on our natloual resources 
at this time, the avallnhlllty of specific commodities, the dimensions and com¬ 
plexities of the problems facing the Chinese Government, and the extent to which 
these problems could be promptly and effectively alleviated by foreign aid. United 
States assistance to Chinn, like that provided to any other nation, must be adapted 
to Its particular requirements and capacities. 

In the light of these factors, I recommend that the Congress authorize a 
program for aid to China in the amount of $570,000,000 to provide assistance 
until June 30,1040. 

The program should make provision for the fluanclng, through loans or grants, 
of essential Imports Into China In the amount of $510,000,000. This estimate 
is based upon prices as of January 1, 1048, since It is impossible at present to 
predict wbat effect current price changes may have on the program. Revised 
dollar estimates can be presented in connection with the request for appropria¬ 
tions if necessary. The cssenUal Imports Include cereals, cotton, petroleum, 
fertilizer, tobacco, pharmaceuticals, coal, and repair parts for existing capital 
equipment. The quantities provided for under this program are within the limits 
of available supplies. The financing of these esseotlnl commodity imports by 
the United States would permit the Chinese Government to devote Its limited 
dollar resources to the most urgent of Its other needs. 
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The program should also provide ?C0.000.000 for a few selected recoiistructioii 
projects to be initiated prior to June 30. liHO. Tiiere Is an urgent need for the 
restoration of essential transportation facilities, fuel and power operations, and 
export industries. This work could be underUken in areas sheltered from mill- 
tary operations and could help in ituprovlng the supply and distribution of 
esseutlul commodities. 

As In the case ot aid to European recovery, the conduct of this program of 
aid should be made subject to uu agreeiueut between Cbioa and the United 
States setting forth the conditions and procedures for admlnisterlug the aid. 
The agreement should include assurances that the Chinese Government will take 
such economic, financial, and other measures as are practicable, looking toward 
the ultimate goal of economic stability and recovery. The United States would, 
of course, reserve the right to terminate aid if it is determined Uiat the asslstauce 
provided is not being handled in accordance with the agreement or that Uie 
policies of the Chinese Government are inconsistent with the objective of using 
the aid to help achieve a self-supporting economy. 

Pending establishment of the agency which is to be set up for tbo administra¬ 
tion of the European recovery program, the assistance to Chinn should be carried 
forward under the existing machinery now administering the foreign-relief pro¬ 
grams. Legislation authorizing the Chinese program should make possible 
transfer of the administration of the Chinese program to the agency adminis¬ 
tering our aid to European recovery. The nc'ed for authority in the administer¬ 
ing agency to make adjustments In the program from time to time will be as 
great here as In the European recovery program. 

The proposed program of aid to China represents what I believe to bo the best 
course this Government can follow, in the light of all the circumstances. Noth¬ 
ing which this country provides by w*uy of assistance can, even in a small meas¬ 
ure, be Q substitute for the necessary action that can be taken only by the 
Chinese Government. Yet this program can accomplish the important purpose 
of giving the Chinese Government a respite from rapid economic deterioration, 
during which it can move to establish more stable economic conditions. Without 
this respite the obiHty of the Chinese Government to establish such conditions 
at all, would bo doubtful. The achievement of even this limited objective is of 
such importance as to Justify the proposed program of uld. 

I recommend, therefore, that this program be given prompt and favorable 
consideration by tbo Congress. 

Harby S. Tbuuan. 

TB£ WuiTE House, February id, 1948. 

175 (b) 

Statement by Secretary of State Marshall regarding the China Aid 

Program^ February £0^ 1948 

In consideration of a program of assistance to China, it should be recognised 
that for tbo main part the solution of China's problems Is largely one for the 
Chinese themselves. The great didiculty in determining a basis and procedure 
to Justify a program of assistance lies in the conditions which exist in China, 
military as well as economic* 

Thus far, the principal deterrent to the solution of Chinese economic problems 
is the civil war which has drained the Chinese Government's internal and foreign- 
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oxcliaDgc resources, c<>ii(iiiuc<] the dcstructii'n of proiKTly ajiU Ibe coustaut Ois- 
ruplIoD of economic life, and has prpvente<l recovery. The Communist forces 
Iiave brought about the terrible destruction to wreck the economy of China. 
This Is their announced purpose—to forte an economic collapse. 

The Chinese Government is in dire need of assistance In its present serious 
economic diiliculties. However, the political, economic, and financial conditions 
in China are so unstable and so uncertain that it is impossible to develop a prac- 
llcnl, effective, long-term over-all program for economic recovery. Nevertheless. 
It Is desirable tliat the United States Government render assistance to China 
In her present critical situation in order to help retard the present rapid rate of 
economic deterioration and thus provide a breathing space In which tlie Chinese 
GoverniiieDt could initiate important steps toward more stable economic condi¬ 
tions. 

While tiiere are a multitude of factors In China that are Involved in the con¬ 
sideration of such a program, the following appear of first importance: 

China is a country of vast area and population. Through communications 
north of the Yangtze River are almost nonexistent except by coastal shipping. 
I.,ocal governments are often so corrupt that they arc undependable for assistance 
In the administration of relief moasure.s. The political control by long-entrenched 
groups Is a great difficulty to lie overcome In the restoration of Chinn to economic 
stability. Tlie conduct by the Government of the civil war now in progress, par¬ 
ticularly In view of the geographic disadvantages—exposed and lengthy com¬ 
munications, and the Inherent difficulties in dealing with guerrilla warfare- 
demands a high order of aggressive leadership in all major echelons of com¬ 
mand, which Is lacking. The civil war imposes a burden on the national budget of 
70 percent or more and the financing Is now carried on by means of Issuance of 
paper money. Industrial production is low and trans|)ortatlon facilities are poor, 
the lack of adequate transportation affecting particularly the movement of food¬ 
stuffs. The results are nii extreme, really a fantastic, Inflation of currency, and 
the inevitable speculation in commodities ns well as hoarding. 

In considering the measures to be taken by the United States to assist Chinn, 
It Is very necessary, I think, to have In mind Umt a proposal at the present 
time cannot be predicated upon a definite termination for the necessity of such 
assistance as In the case of the Europenn-recovery program. Provision of a 
currency stabilization fund would, In the opinion of our monetary experts, re¬ 
quire large sums which would be largely dissipated under the present condt- 
ilons of war financing and civil disruption. In view of this situation, the pro¬ 
gram should not Involve the virtual underwriting of the future of the Chinese 
economy. The United States should not by Its actions be put in the position 
cif being charged with a direct responsibility for the conduct of the Chinese Gov¬ 
ernment and Its political, economic, and military affairs. 

The proposed program of aid for China would provide economic assistance in 
the amount of $570,000,000 for the period ending June 30,1049. Of this amount. 
$510,000,000 would cover minimum Imports of essential civilian type of commodi¬ 
ties, chiefly foodstuffs and raw materials, and $60,000,000 would be for key re¬ 
construction projects. The program concentrates on those commodities believed 
to be of maximum aid to Chinese civilian economy and those w'hlch will insure 
the greatest aid per dollar spent 

While the total Import needs of Chino cannot be accurately estimated, In view 
of the generally disturbed and. In certain regions, chaotic conditions of produc¬ 
tion and trade, the need for the commodities listed can he demonstrated, we feel, 
with rensonoble assurance. The program will therefore meet the most essential 
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commodity requirements. Cliina will need other imports. oC course, including 
civilian-type commodities not Included In the program, and military supplies. 
In addition, Chinn has certain international dnanclal obligations. 

To meet these ndditional needs for foreign exchange, China wili have availabie 
certain financial resources of her own. These Include proceeds from exports, 
miscellaneous receipts from such sources as overseas remittances, the sale of 
surplus property, and foreign government and philanthropic expenditures in 
China; and finally, to be called upon if necessary China's reserves of gold and 
foreign exchange which were estimated as totaling the equivalent of $274,000,000 
as of January 1,1048. This amount would he increased to the extent tlie Chinese 
are able to bring about an improvement in their net foreign exchange receipts. 
On the other liand, the amount wilt be reduced to the extent that reserves must 
be used, for lack of other available funds, to make necessary payments after 
January 1, 1048. 

It is proposed. In the program submitted, that it would be administered by the 
agency or establishment of the Government created by law for the purpose of ad¬ 
ministering programs of assistance to foreign countries or. pending the establish¬ 
ment of such agency, temporarily by the Department of State In cooperation with 
the other agencies of the Government directly concerned. The conditions under 
which assistance is to be extended should be spelled out In an agreement with 
the Chinese Government, which would be ba.sed on the same considerations under¬ 
lying the conditions for assistance to Kuropenn countries hut of necessity ad¬ 
justed to the different conditions In Chinn. 


176 

Staiement IssMed by the Ambassador in China {Stuart') upon the 
Presentation to Congress of the China Aid Bill * 

893.00/12-2247 

A personal message to Uie people of China. 

From President Tniman's statement to Congress you know something of the 
proposed efforts of the United States to assist the people of China. May I, 
therefore, take this opportunity to attempt to Interpret to you the purposes con¬ 
trolling American policy toward Chinn, and the problems Involved. I <lo this 
from the standpoint of one who was bom and has spent most of his life in your 
country and who is as deeply concerned over Its welfare os any of you. 

Fortunately the government and the people of the United States desire for 
China precisely what all truly patriotic Chinese themselves are struggling to 
achieve; Its free<lom aiid Independence, internal peace and prosi>erUy. the estab- 
Ushmeut of a genuinely modernized and democratic government. We Americans 
earnestly desire all of this but nothing more. 

Our problem has been how to help the common people who have been the chief 
sufferers from the devastating Internal conflict which has continued since V-J 
Day. What the common people need Is peace and productive activity under a 
government ttiat cares for their welfare. 

More specifically the problem Is how to benefit the common people and to pro¬ 
tect them alike from the extreme reactionary or selfish elements and from the 
extreme radicals with their brutally destructive revolutionary tactics. Both of 


1 IstUHl on Feb. 20^ 1048. 
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these groups nre highly organized. Both place their partisan or their Indlvldaal 
interests far above those of the suffering people. 

We Americans believe thoroughly in (leiuocracy and we are convinced It will 
work In China if given a fair chance and sufficient time. Negatively, a demo¬ 
cratic government giiarantees free<lom from forcible interference in the dally 
pursuits of the people and freedom from fear. Positively, It fosters conditions 
jinder which the more intelligent and progressive leaders can educate and In 
other ways assist the ordinary people to appreciate the duties and the rights of 
citizens in the democratic way of life and to apply constitutional procetlures in 
exercising these under rule of law rather than under caprice of Individuals. 

As lias always been true In Chinese history, the masses will follow educated 
lenders in whose moral character they have confidence. By adapting this ancient 
ilemocrntlc Chinese process to modem constitutional procedures, the corrupt or 
incompetent elements in the present regional, provincial and local governments 
can bo gradually eliminated and replaced by those whom the people freely 
choose to ndininistor public affairs for the piibllc good. 

Personally from my long association with Chinese students 1 have confidence 
in their patriotic idealism. Tliey, whether having already graduated and 
occupying responsible positions in government, in education, In business, or any 
other walks of life, or whether still In school, should be the ones to lead In this 
latest form of patriotic, publlc-splrlted effort. By their publlc-splrlted and un¬ 
selfish example, they should bo able to surmount those at the other extreme who 
are so fanatically devoted to their party, so Intolerant of all other political 
faiths, so utterly ruUiless In the methods they employ, that they are willing to 
destroy public and private property and Inflict upon the helpless people all the 
horrors of rapine and war In the attainment of tbelr own arbitrary objectives. 

We Americans, under the leadership of Mr. Marshall, did our utmost to pre¬ 
vent the development of the situation which now exists and all the suffering It 
entails for the Chinese people. Nevertheless, with the traditional friendship 
between the American and Chinese peoples, and given our belief that the economic 
well-being of the Chinese people will redound to the benefit of the world, we 
nre proposing, through n program of economic assistance to Chinn, to provide a 
further opportunity to the Chinese Government and people to take the Initial 
steps toward laying a solid foundation for economic recovery and stability In 
Chinn. 

The real task, the responsibility, however, rests with the Chinese people them¬ 
selves. No amount of American material assistance nor any number of skilled 
American technical advisers can accomplish what Is required to bring political 
stability and economic recovery to China. The major effort must be Chinese 
and there must be a sincere and deep-seated determination to pot selfishness 
aside and strive unceasingly for the common good. 

The meanings of freedom and democracy have been confused by the wholly 
different Interpretations being put upon those terms today. There should be no 
misunderstanding of these issues. Under a totalitarian system there can be no 
Intellectual freedom—tliose who attempt to think for themselves either succumb 
to regimentation or are promptly liquidated. Democracy is government not only 
for the people, but also by the people. In this trgly democratic sense the people 
must, however, continuously bring the weight of enlightened public opinion to 
bear upon the conduct of government to prevent misuse of power by those in 
office. This requires, therefore, freedom of debate and publication and free 
access to news objectively reported. In a totalitarian system these freedoms 
cannot exist. Instead, news becomes propaganda scientifically developed. It 
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depends for its efTects upon unrestrained vituperation and incessant repetition 
without regard for the trutln 

China today is faced with Insidious dangers which will require the united 
effort of ail public spirited citiJcens to overcome. This calls for clear-sighted 
vision, u high degree of courage and grim determination. It is hoped that the 
freedom-loving patriots of Ciiina. together with all elements of the i>opulution, 
wall join in a constructive evolutionary process that will bring unity and pt^aceful 
progress to the entire nation. 


177 

Statement by the Department of State^ the Department of the Treas¬ 
ury^ and the Federal Reserve Board on Possible Use of Silver for 
Monetary Stabilization in Chhia in Connection With China Aid 
Program 

[February 15M8] 

The Chinn Aid Program does not provide for the use of silver to bring about 
monetary stability in China. It does not do so for three main reasons: one. be¬ 
cause conditions In Clilna do not now furnish a basis for any lasting currency 
stabilization; ttco, because even If basic conditions now favored stabilization of 
the currency and price level It would not be prneticnl to restore the silver standard 
In China; and three, because the introduction of sliver na an euierg»*ncy measure 
ut this time would involve such technical didicultios as to make It a costly and 
uncertain venture. 

I 

No provision was made for a fund for currency stabilization becatise under 
present conditions of civil war and economic disruption, sucli provision would 
result in the Inevitable dissipation of large sums of money. 

The basic cause of inflation In China Is the massive budgetary deficit of tlie 
Chinese Government. This deficit Is, of course, immediately occasioned by mili¬ 
tary expenditures and therefore depends on the exigencies of civil war. Overall 
military expenditures arc estimated to have accounted for not less llinn C5 to 70 
percent of total government expenditures in 1047. Instead of being financed by 
taxes ond loans these expenditures are financed by expanding the note issue. As 
long as the expenditures of the Chinese Government continue vastly to exceed 
its revenues, and os long as the deficit continues to be financed by increasing tho 
money supply, inflation will persist In China. When the total amount of spend¬ 
ing is, by reason of this deficit, greatly in excess of tho available supply of goods 
at any given price level, prices will continue to rise regardless of the kind or 
kinds of monetary units employed. It Is therefore not feasible to contribute 
effectively to monetary stabilization in China until this deficit is reduced to 
manageable dimensions. 

Since inflation in China Is essentially an Internal problem, the basis for a 
permanent solution will ultimately have to be provided primarily by the Chinese 
themselves. Funds are, therefore, not provided for currency stabilization In 
the proposed China Aid program. The program docs, however, assure a con¬ 
tinued supply from abroad of commodities and raw materials essential to tho 
prevention of starvation and the maintenance of industrial output, and In this 
sense Is antl-lnflatlonary. 
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II 

Kven if basic coiKlitious in Cbic.a favc.ied measures to resU.re monetary sta¬ 
bility. there would be serious disadvantages in any attempt to restore the silver 
standard in China.’ While the eventual reform of the currency in China might 
provide for the use of subsidiary metaUlc coins, including silver coin in reason¬ 
able amounts, silver is too bulky for efficient handling and shipment of large 
sums of money, e.speclally in a country like Cliinn where transportation is so 
costly. Moreover, the progressive demonetization of silver throughout the 
world has brought about very unstable prices and market conditions for silver. 
The result is that the external value (foreign exchange rate) of a Chinese 
currency based on silver would be exposed to the risks of radical fluctuations 
in the price of silver unrelated to economic conditions In China. These fluctua¬ 
tions would in turn have disturbing repercussions on the Chinese economy and 
would inhibit the freedom of the Chinese authorities in pursuing desirable fiscal 
and monetary policies at home. 

Finally, it must be pointed out that China, a member of the International 
Monetary Fund, has committed berself in principle to stability of exchange rates 
in terms of gold. When conditions penult, It Is presumed that China will take 
steps to establish u stable monetary system and a stable exchange value for the 
Chinese currency In terms of gold. To assist China to establish a silver standard 
currency would appear to be inconsistent with the principles of the Fund Agret*- 
nient, and consequently with established United SUtes International financial 
and monetary policy. 

III 

To try to mitigate monetary instability In China now by Injecting silver Into 
her currency system would be a hazardous ns well as a costly undertaking. 

The mechanics of putting silver into circulation in Chinn would be highly com¬ 
plex and technical even If the operation were handled most efficiently and without 
abuses. The Chinese Government would probobly use silver coins for its ex¬ 
penditures and make a standing offer to redeem paper currency with silver coins. 
Overnight conversion would be Impossible In China and n short-period redemp¬ 
tion offer would amount to a repudiation of n large part of the currency. On 
Uie other hand, to make expenditures In silver without standing ready to redeem 
outstanding notes would accelerate the flight from the paper currency. While 
acceptance of notes In payment of taxes might tend to retard their depreciation, 

* It has been BugRestod that China auccenafully employed a silver monetary system for 
hundreds of years, that China would still be on the silver standard If the United States’ 
silver purchase policy In 1034 and 103B bad not forced Its abandonment, and that the 
historical silver base should be re-established. Actually China has only had a modern 
national monetary system since 1083 when the old silver taet (not a coin but a unit of 
weight in silver) and various circulating silver coins were abandoned ns legal tender, and 
the Sun Yat Sen dollar waa first minted by the new National Mint In Shanghai. From 
1088 until November 1035 China was on a unified silver standard system. On November 
4, 1036 this system was abandoned as a result of high and unstable silver prlcee. A 
managed paper currency system backed by adequate gold and dollar reserves was substituted. 
The Government undertook to maintain the stability of the yuan by buying and selling 
foreign exchange at fixed rates in unlimited quantities. These reforms of 1935 were 
successfully carried through, and China enjoyed markedly stable prices and exchange rates 
for at least .two years until alter the ontbreak of hostilities with Japan In 1087. 

While flaetoatlng silver prices precipitated the abandonment of tho silver standard In 
China, the announced tendency of Chinese monetary policy was already In the direction 
of a monetary syatom based on reserves of gold and foreign exchange, and the Chinese 
people quickly and easily adapted themselves to the use of paper currency. Without such 
a system Chinn would have found It Impossible to finance tho war against Japan. 
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the Government, in the absence of unlimited convertibility of paper currency 
Into silver, would probably recognize this depreciation by continually* altering its 
ofncial ‘‘conversion’' rate between silver and paper; such action would Itself tend 
to accelerate the depreciation. 

Since the Government could not afford to have the existing currency collap.^^e, 
for reasons of prestige and because It would wish to make some expenditures 
in paper currency (at times and places that silver was not on hand), both spend¬ 
ing in sliver and redemption of paper on demand would be necessary. The 
Government would therefore require to have on hand very large physical stocks 
of silver in order to maintain unlimited convertibility. Estimates of the amount 
of silver that would be required for such an operation range from GOO mlllioD to 
over one billion ounces. 

If China is not able concomitantly to take the measures required to re- 
establish fiscal equilibrium, further large amounts of silver would be required 
to meet the continuing budgetary deficits. As pointed out above, as long as 
deficit spending continues on a large scale and the deficit Is financed by Increas¬ 
ing the money supply, inllation will continue regardless of the kind of monetary 
units employed. Even if silver coins are Introduced and used in considerable 
quantities, tbe continuing increase in their supply will result both in increased 
prices of commodities in terms of silver and in a continued drain of silver Into 
hoards or into black DjarkeC cbannels for export. The leakage of silver into 
foreign inurkeU through such channels would provide a means for financing un¬ 
authorized and luxury imports and further flight of capital abroad and thus 
would not reduce the deficit In tbe balance of payments which must he met out 
of ofllcial foreign exchange holdings and foreign aid. Moreover, it would dis¬ 
rupt the Now York silver market unless the United States Treasury spent largo 
sums In order to support this market. Such an operation would not give China 
a permanently stable monetary system, and would be a purely palliative 
measure. 

Thus the use of silver as a temporary monetary expedient would be an ex¬ 
tremely expensive as well as hazardous means for the possible attainment of a 
limited objective. 

Any silver provided for Chinese domestic monetary purposes would thus have 
to be in addilion to the aid already proiK>se<l, for It would not obviate or lessen 
the necessity for providing assistance In the form of supplies of badly needed 
Imports as Is proposed in the recommendations now before Congress. 


178(a) 

SecreCary Marshall to the Avihassador in China {Stuart) 

603.00/1-1248 

Wasuinoton, January 

For your confidential InforuiotlOD the final decisions regarding the China aid 
program have not yet been made by the Secretary, and thereafter proposed legis¬ 
lation will have to be reviewed by the National Advisory Council and submitted 
to the Bureau of the Budget before It Is presented to Congress, Accordingly It 
la not possible to send authoritative Information to the Embassy at this stage. 
It Is suggested tliat pressure on the part of the Chinese for details of the program 
can be met by Indicating Congress’ prior rights In receiving such a mossoge from 
the President. A report containing sufficient data will of course bo sent you for 
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communication personally to the Generalissimo and the Foreign Minister a day 
or so before public presentation. 

The question of the appointment of technicians In connection with Implement¬ 
ing the aid program will form part of tlie proposed legislation and no definitive 
action can be taken until at least the attitude of Congress manifests itself. Inci¬ 
dentally It Is not clear how the Generallssiino’s request for a “supreme economic 
adviser” and his suggestion of Blandford for that position jibes with his memo¬ 
randum in which It is stated that the Clilnese Government wishes to employ its 
own American or foreign technicians. No doubt the Doited Slates will have to 
send to China additional personnel to act in a supervisory and advisory capacity 
in connection with the aid program, hut those may well be very limited In number 
due to the unavailability of experienced personnel. There are. however, two 
obvious and serious disadvantage.s to appointment of a “supreme economic 
adviser”: First, there is the basic question of how effective under present circum¬ 
stances In China he can be ami secondly, and more Important, the strong implica¬ 
tion that his presence would carry of continuing United States responsibility for 
economic, financial and governmental situation in China, a responsibility which 
the United States cannot assume and which China and other countries must not 
be misled to believe has been or is going to be assiimed. 

Tbis is no less applicable to the civil war. Consequently, the activities of the 
Military Advisory Group must be carefully delimited and they nre not regarded 
ns constituting an integral part of the aid program, which is essentially economic 
In cliaracter. It Is expected that decisions regarding certain changes In the 
Military Advisory Group's directives and what additional military training 
center can be npproprintely authorized will be made before General Barr’s 
departure. 

The Importance of the considerations set forth above Is reinforced by certain 
current Indications that elements in the Chinese Government are looking more to 
oiternal assistance than to their own exertions In meeting China’s problems and 
scorn to be directing their efforts towards shifting to the United States the 
responsibility for the conduct nnd the course of the civil war, the welfare of the 
Chinese people nnd the elllcncy of the regime. 


178(b) 

Secretary Marshall to the Ambassador in China 

80S.50 RccoTer3r/4-1448 WASniNOTON, ilap 7, 1948 

The Department Is studying United States policy aspects of the problem of 
furnishing qualified ndvisers to the Chinese Government and ngrccs that some 
advisory assistance is necessary in connection with the aid program. With regard 
to top level advisers for functions involving policy, the Department is of the 
opinion that if provided by the United States, they should he limited to a small 
number for highly select fields. Account must be taken not only of the limited 
number of competent advisers available, but also of the slgniflcnnce of their 
proposed fields of action from the standpoint of the objectives of the aid program 
and the extent to which reasonable prospects exist for implementation of recom¬ 
mendations made. The fields of odvice and the relationship of the advisers to 
the Chinese Government and the old Mission should minimize the possibility for 
undesirable involvement of the United States Government in the course of develop¬ 
ments in China and its Implied responsibility therefor. This Is particularly true 
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for certaiD aspects of fiscal i)Olicy and operatiODs where the fuDdumeutal solU' 
tfon cannot be reached under present civil war conditions and whore the Ooited 
States effort to exert pressure, control, and the reduction of military expenditures 
might Imply United States responsllullty for the Chinese Governiuent mUUary 
effort and be exploited to obtain commitment in that regard. This would be con¬ 
trary to the intent of Congress as described earlier. 

The Department believes certain basic fiscal and other policy problems, such 
as those above, cannot be solved through technical advice, but that continuous 
effort can and should be made in the direction of improvements by well-timed 
informal pressure at top levels, e. g., by the Chief of the Eca Mission and top 
Embassy officials. 

The assignment of United States technical personnel as advisers at the op¬ 
erational level should also be highly selective and primarily for functions directly 
related to in)pIementation of the aid program, such as reconstructioD projects 
financed by United States appropriation aD<l/or the Chinese currency account. 
In exceptional cases, technical personnel might be assigned to advise operations 
indirectly related to the aid program wlilcb involve a minimum of policy issues, 
such as certain aspects of the foreign exchange operations of the Central Bank. 
The largest number of technical personnel in an advi8or>* capacity probably 
should be provided for reconstruction. United States technical assistance to 
Chinese Government agencies responsible for control or operations of the dis¬ 
tribution of expendable U. S. aid commodities should be rendered by members 
of the aid Alission in the course of the performance of the normal functions of 
observation and reporting, and not by United States personnel In the capacity 
of advisers assigned to the Chinese Government agencies concerned. 

Departmental tldnking now is that specific recommeodations on typos of 
advisers should be deferred until the Chief of the Eca Chinn Mission has had 
opportunity to study the question In China and Is able to determine the exact 
needs of the Chinese Government and their abilities to use advisers in terms of 
the China Aid Program. In the meantime the Department is studying tlie best 
methods to correlate the provision of technical asslstntice under the Smith-Mundt 
Act with the China Aid Program. 


179 

Ckina Aid Act of 19^ 

(Title IV of Public Law 472) 

Sec. 401. This title may be cited as the “Cliloa Aid Act of 1048*'. 

Sec. 402. Recognizing the intimate economic and otlier relationships between 
the United States and Chine, and recognizing that disruption following In the 
wake of war Is not contained by national frontiers, the Congress finds that 
the existing situation in China endangers the establishment of a lasting peace, 
the general welfare and national Interest of the United States, and tbe attain¬ 
ment of the ohjectires of the United Nations. It Is tbe sense of the Congress 
that tbe further evolution in China of Principles of Individual liberty, free In¬ 
stitutions, and genuine Independence rests largely upon the continuing develop¬ 
ment of a strong and democratic national government ns tbe basis for the 
establishment of sound economic conditions and for stable International economic 
relationships. Ulndfnl of the advantages which the United States has enjoyed 
through the existence of a large domestic market with no Internal trade barriers. 
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and holleving that similar advantages can accrue to China, it is declared to he 
Hie policy of the people of the United States to encourage the Republic of China 
and Its people to exert sustained coiumon efforts which will speedily achieve 
the internal peace and economic stability in China which are essential for 
lasting |)eace and prosperity in the world. It Is further declared to be the 
policy of the people of the United States to encourage the Republic of China 
in its efforts to maintain the genuine Independence and the administrative In¬ 
tegrity of China, and to sustain and strengthen principles of Individual 
liberty and free institutions in China througli a program of assistance Imsed 
on self-help and cooperation: Provided, That no as.sistance to China herein con¬ 
templated shall seriously Impair the economic stability of Uie United SUtes. 
it is further declared to be the policy of tlie United States that assistance provided 
by the United States under this title should at all times be dependent upon coopera¬ 
tion by the Republic of China and Us people in furthering the program : Provided 
further, That assistance furnished under this title shall not be construed as 
an express or Implied assumption by the United States of any responsibility 
for policies, acts, or undertakings of the Republic of China or for conditions 
which may prevail in China at any time. 

Sec. 403. Aid provided under this title shall be provided under the appUca- 
cable provisions of the Economic Cooperation Act of 1048 which are consistent 
with the purposes of this title. It is not the purpose of tlds title that China, in 
order to receive aid hereunder, shall adhere to a Joint program for European 
recovery. 

Sec. 404. (a) In order to carry out the purposes of this title, there is hereby 
authorized to be appropriated to the President for aid to China a sum not to 
exceed $338,000,000 to remain available for obligation for the iwrlod of one year 
following the date of enactment of this Act. 

(b) There is also hereby authorized to be appropriated to the President a sum 
not to exceed $125,000,000 for additional aid to China through grants, on such 
terms as the President may determine and without regard to the provisions of 
the Economic Cooperation Act of 1948, to remain available for obligation for the 
period of one year following the date of ennctineut of this Act 

Sec. 405. An agreement shall be entered Into between China and the Unite<l 
States containing those undertakings by China which the Secretary of State, after 
consultation with the Administrator for Economic Cooperation, may deem neces¬ 
sary to carry out the purposes of this title and to improve commercial relations 
with China. 

Sec. 400. Notwithstanding Ute provisions of anj’ other law, the Reconstruction 
Finance Corporation la authorized ond directed, until such time os an appropria¬ 
tion Is made pursuant to section 404, to moke advances, not to exceed in the aggre¬ 
gate $ 50 , 000 , 000 , to carry out the provisions of this title in such manner and in 
such amounts us the President shall determine. From appropriations authorised 
under section 404, there shall be repaid without interest to the Reconstruction 
Finance Corporation the advances made by it under the authority contained 
herein. No interest shall be charged on odvances made by the Treasury to the 
Reconstruction Finance Corporation in implementation of this section. 

Sec. 407. (a) The Secretary of State, after consultation with the Administra¬ 
tor, is hereby authorized to conclude an agreement with China establishing a 
Joint Commission on Rural Reconstruction in China, to be composed of two 
citizens of the United States appointed by the President of the United States and 
three citizens of China appointed by the President of Chino. Such Commission 
shall, subject to the direction and control of the Administrator, formulate and 
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carry out a proyrum for reconstruction in rural areas of China, which shall include 
such research aud training activities as may be necessary or appropriate for such 
reconstruction : Proindcd, That assistance furnished under this section shall not 
be construed as an express or implied assumption by the Unite<l States of any 
responsibility for making any further contributions to carry out the purposes of 
this section. 

(b) Insofar as practicable, an amount equal to not more than 10 per centum 
of the fund.s made available under subsection (a) of section 404 shall be used to 
carry out the puii>oses of subs«-ction (a) of this swtioti. Such amount may be 
in United States dollars, proceeds In Chino.se currency from the sale of com¬ 
modities made available to China with funds authorized under subsection (a) of 
section 404, or both. 

Approved April 3, 104S. 

180 

7'he Ambassador in C/iiria (Stuart) to Secretary Marshall 

893.50 Recovery/5-1048 

Nanking, Muu 10, 19i8 

The Embassy agrce.s that a bilateral aid ugrceiiicnt should be negotiated in 
Nanking and that the period of its negotiations presents time and opportunity’ 
to continue to press the Chinese Government for undertakings regarding self-help 
and tangible acts in the execution of the Premier's January 28 statement. Pres¬ 
sures in these directions have been applied by the Embassy whenever and wher¬ 
ever the occasion was offered. The Embassy agrees that they should be inleiisi- 
tied now and during the period of bilateral negotiation witli Implicit but not an 
explicit link. 

Two liirportunt factors, however, mu.st be borne in mind In any advance esti¬ 
mate of progress wblcii may be inade with tlic Chinese Government. In the first 
place, any broad or powerful bargaining position vis-n-vls the Chinese Govcrii- 
inent disappeared on the date Congress passed the Chino Aid Act of 1048. Our 
position rests basically now on tlic more tenuous ground of Chinese hopes for tbe 
continuation and expansion of ai«l beyond tbe time iieriud covered by the present 
Act. It Is true, however, that wc retain and should make full use of our bargain¬ 
ing position In the bllalernl negotiations with respect to (1)- methods of procure¬ 
ment for aid commodities, (2) methods of distribution of aid commodities In 
China and (3) utilization of Chinese National Currency proceeds from the sole of 
old commodities provided under the grant. On the broad front of governmental 
reform and positive, self-generated fiscal and economic action, we rely for all 
practical purposes today, in the Embassy’s opinion, on the effectiveness of moral 
pressure and not on a trading position. 

The second element to be considered is the limitation on tlie Chinese Govern¬ 
ment’s ability as opposed to Its willingness to take bold constructive and effective 
action. The economic and financial status is deteriorating with increased momen¬ 
tum, as witnessed by the doubling within the past week of the black market CNC 
rate for the United States dollar. The military situation shows no Improvement 
nor signs of any in prospect. Politically, there is a paralysis of leadership at the 
top which has permitted, for example, the tangle over the membership of tbe 
Legislative Yuan to make it Impossible, until a settlement has been renche<l, for 
the Generalissimo to appoint bis new Cabinet. 
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Under these circumstances, the Embassy strongly recommends that we display 
no haste in the negotiation or conclusion of the bilateral agreement. The 
exchange of interim letters provides an entirely satisfactory basis on which to 
operate in the coming weeks. Moreover, working out in practical terms with the 
Chinese officials the procedures and operational methods under which the new 
aifl program is to be handled will make more meaningful the language finally 
agreed upon and imbedded in the bilateral agreement. Delay will give time, 
presumably, to learn at least what Individuals will head the Ministries directly 
concerned. Finally, it will extend the period In which our pressures can be 
applied. 

In the Embassy’s opinion, the Genernllssiino, under the emergency powers 
granted him by the National Assembly, can sign a bilateral agreement without 
the necessity of ratification by the I.^yglslallve Yuan. We believe it safe to proceed 
on this ns.‘«umptlon, though we are checking In various governmental quarters, 
recognizing, however, that no one Is In a position to give an authoritative answer 
in advance of an announcement of the Cabinet and the membership of the .Judicial 
Yuan. The Emlm.‘*sy, accordingly, recommends that the opening of negotiations 
be deferred until June 1. Meanwhile, pressure for reform will be contlnn«Kl and 
dlscus.sions with the Chinese operating officials of procedures, drawing on experi¬ 
ence, should be pushed. 

H’ith rospt'ct to topics to be coverc<l In corollary discussions, the Embassy be¬ 
lieves the Premier's Ten Points of January 28 provide comprehensive agenda 
with desirable emphasis to be placed on Implementation of land reform, on exten¬ 
sion of rationing and on fiscal and economic measures to maximize exports. It Is 
presumed that protection of private trade channels can he achieved In the course 
of specific bilateral negotiations on methods of procurement and distribution of 
aid commodities. 


181 

Economic Aid Agreement between the United Statee of America and 

the Reipuhlic of Ckina^ J%dy 5 , 19^8 * 

Preamble. 

The Government of the United States of America and the Government of the 
Republic of China: 

Considering that It Is the policy of the Government of the United States of 
America to extend economic assistance to the people and the Government of 
China In accordance with the provisions of the China Aid Act of 1048; and 

Considering that It Is the policy of the Government of China to undertake a 
vigorous program of self help in order to create more stable economic conditions 
in Chinn, and to improve commercial relations with other countries; 

Have agreed as follows: 

Article I. 

The Government of the United States of America undertakes to assist China, 
by making available to the Government of China or to any person, agency or 

* Treaties and Other International Aets Serlea 1887. Printed also In Eeonomle Coopera¬ 
tion Adrolnlstratlon, Beonomic Aid to China under the China Aid Aut of iPJS (Washing¬ 
ton. Feb. 1040). pp. 118-122. 
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organizatloo desiguatcd by the latter Goverument such assistance as may be 
requested by it and npprored by the Government of the United States of America. 
The Government of the United States of America will furnish this a.esistance under 
the provisions, and subject to all of the terms, limitations and conditions, of the 
China Aid Act of liMS (other than Section 404 (b) thereof), acts amendatory 
and supplementary thereto and appropriation acts thereunder, and will make 
available to the Government of Chinn only such commodities, services and other 
assistance as are authorlzetl to be made available by such acts. Tlie Government 
of the United States of America may suspend or terminate at any time the assist¬ 
ance under this Article. 

Abticle II. 

1. In order to achieve the maximum improvement of economic conditions 
through the employment of assistance received from the Government of the 
United States of America, tlie Government of China undertakes 

(a) to adopt or maintoin the measures necessary to ensure etDcient and prac¬ 
tical use of economic resources available to it, including 

(1) such uiensures us may bo necessary to ensure that the commodities and 
services obtained with assistance furnished under this Agreement are used 
for puriioses consistent with this Agreement; 

(2) to the extent practicable, measures to locate, identify and put into 
appropriate use In furtherance of its efforts to improve economic conditions, in 
China, assets, and earnings therefrom which belong to nationals of China and 
which are situated within the United States of America, Its territories or pos¬ 
sessions. Nothing in this clause imposes any obligation on the Govcrunieiit of 
the United States of America to assist in carrying out such measures or on the 
Government of China to dispose of such assets; 

(b) to promote the development of industrial and agricultural production 
on a sound economic basis; 

(c) to initiate and maintain fluanclal, monetary, budgetary and administrative 
measures necessary for the creation of more stable currency conditions and for 
(he promotion of production and marketing of goods for domestic consumption 
and export; and 

(d) to cooperate with other countries In facilitating and stimuloting an in¬ 
creasing Intercliangc of goods and services with other countries and In reducing 
public and private barriers to trade with other countries. 

2. The Government of China will take the measures which It deems appro¬ 
priate to prevent, on the part of private or public commercial enterprises, busi¬ 
ness practices or business arrangements affecting International trade which 
have the effect of Interfering with the purposes and policies of this Agreement. 

Abtiolk III. 

1. The Government of China undertakes to make all prncllcable efforts to im¬ 
prove commercial relations with other countries, including measures to im¬ 
prove the conditions affecting the carrying on of foreign trade by private enter¬ 
prises in China. 

2. The Government of Clilna, in carrying out the provisions of paragraph 1 of 
this Article, will, among other measures, administer such Import and exchange 
controls as are, or may be, made necessary by the exigencies of China’s interna¬ 
tional balance of payments and the foreign exchange resources available to the 
aovemmeot of China, In a uniform, fair and equitable manner. 
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3. TIio CJovurnmeiit of the United States of America and the Government of 
Clilna will consult, ujwn the request of either, rcsardinc nny matter rclatinc to 
the ;ipi>lication of the provisiotis of this Article. 

Abticxe IV. 

1. All cominoditic.s provided by the Government of the United States of Amer¬ 
ica pur.sunnt to this Agreement shall be processed and distributed by com* 
inercial enterprises or by private or Chine.se Government agencies, and In nceord- 
.•ince with terms and conditions, agreed up4»n from time to time between the 
Government of the United States of America and the Government of China. 

2. The Government of China, in consultation with representatives <»f the United 
States of America, will take all appropriate steps designed to ochieve fair and 
equitable distribution within the areas under its control of commodities pro¬ 
vided by the Government of the United States of America pursuant to this 
Agreement uml of similar commodities imported into China with other funds or 
produced locally. To the extent that circumstances and supply nvallabllitles 
porinlt, a distribution and price control system shall lie inaugurated or main¬ 
tained ill urban coiiter.s of China with the intent of insuring that all classes of 
the population shall receive a fair share of imported or indigenously produced 
cs.soi>tlal civilian supplies. In permitting expcndalilu commodities iimde uvuil- 
nble under tills Agreement to be utilized In support of the Chiiie.^e cITorts to im¬ 
prove consumption and price controls, it is understood that tlic GorcrnineDt of 
the United States of America taki^s no responsibility for the success of these 
urban programs. 

3. The prices at which supplies furnished by the United States of America 
pursuant to Ibis Agreement will be sold in China shall be agreed upon between 
the Government of ihc United States of America and the Government of China. 

Abticle V. 

1. The provisions of this Article shall apply only with respect to assistance 
which may be furnished by the Government of the United States of America on 
a grant basis pursuant to this Agreement. 

2. The Government of Chino agrees to establish a special account in tlic 
('ciitral Bank of China In the name of the Government of China (hereinafter 
called the special account) and to make deposits in Chinese currency to this 
account os follows: 

(a) The unencumbered balance at the dose of business on Uie day of the 
signature of this Agreement in that special account in the Central Bank of Chinn 
in the name of the Government of China established pursuant to the Agreement 
between the Government of the United States of America and tlie Government 
of China made on October 27. 1047. and ony furtlier sums which may from time 
to time be required by such Agreement to be deposited in that special account. 
It is understood that subsection (E) of Section 114 of (he Foreign Assistance 
Act of 1048 constitutes the approval and determlnatlou of the Government of 
the United States of America with respect to the disposition of such balance 
referred to in that Agreement, and 

(b) The unencumbered balances of the deposits made by tbc Government of 
China pursuant to the c.vchange of notes between the two Governments dated 
April 30.1048. 

(c) Amounts commensurate with the indicated dollar cost to the Government 
of the United States of America of commodities, services and technical Informa- 
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tiou (lucluditjg any coasts of processing, storing, transporting, repairing or other 
services Incident thereto) made available to China on a grant basis pursuant to 
this Agreement less, however, the amount of deposits made pursuant to the 
exchange of notes referred to In sub-paragraph (b). The Government of the 
United States of America shall from time to time notify the Government of China 
of the indicated dollar cost of any such commodities, services and technical 
information and the Goyernment of Chinn will deposit in the special account 
at such times as may be specified by the Government of the United States of 
America a commensurate amount of Chinese currency computed at a rate of 
exchange to be agreed uiK>n between the Government of the United States of 
America and the Governinont of China. The Government of China will upon 
the request of the Government of the United States of America make advance 
deposits in the special account which shall be credited against subsequent notifi¬ 
cations pursuant to this paragraph. 

3. The Government of the United States of America will from time to time 
notify the Government of China of its requirements for administrative exix^ndl- 
tures In Chinese currency within China incident to operations under the China 
Aid Act of 1048 and the Government of China will thereupon make such sums 
available out of any bninrices In the si>eclal account in the manner requested by the 
Government of the United States of America In the notification. 

4. The Government of China will further make such sums of Chinese currency 
available out of any balances in the special account as may bo required to cover: 
A. Expenditures required to carry out the purposes of the Joint Commission on 
Rural Reconstruction In Chinn ns provUle<l for by Section 407 of the China Aid 
Act of 1048; and B. Costs (Including port, storage, handling and similar charges) 
of transportation from any point of entry in China to the consignee’s designated 
point of delivery in China of such relief supplies and packages ns arc referred 
toin Article VII, 

5. Tlie Government of China shall dispose of any remaining balance in the 
special accojint only for sneh purposes as may be agreed from time to time with 
the Government of tlie United States of Amcr{c4i including in particular: 
A* Sterilization as a measure of monetary and financial stabilization; B. Kx- 
peodlturea incident to the stimulation of productive activity and the develop* 
meat of new sources of wealth including materials which may be required in 
the United Stotes of America bcciaise of deficiencies or potential deficiencies lu 
the resources of the United States of America; C. Expenditures upon projects or 
programs the external costs of which are being covered In whole or in part by 
assistance rendered by the Goveriiiuent of the United States of America or by 
loans from the International Bank for Reconstruction and Development; or 
D, Expenditures upon uncompleted relief or work relief projects undertaken 
pursuant to the Agreement between the Governments of the United States of 
America and of China of October 27, 1047, 

0. The Government of China will maintain the value In terms of Unitcnl 
States dollar equivalent of such amount of the special account as is: A. Indi¬ 
cated by the Government of the United States of America as necessary for 
administrative expenditures i*eferred to in paragraph 3 of this Article; B. Re¬ 
quired for the purposes of paragraph 4 of this Article; and O. Agreed between 
the two Governments to be necessary to defray the expenses in Chinese cur¬ 
rency associated with reconstruction projects or programs the external costs 
of which are met In whole or in part by assistance rendered by the Government 
of the United States of America pursuant to the Agreement. The Government 
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of China will carry out this prorlslon by depositing such additional amounts of 
Chinese currency ns the Government of the United States of America may from 
time to time determine after consultation with the Oovemroent of China. 

7. Any unencumbered balance remaining in the special account on April 3, 
1949. shall be disposed of within China for such purposes ns may hereafter be 
agreed between the Governments of the United States of America and of China, 
it being understood that the agreement of the United States of America shall be 
subject to approval by act or Joint resolution of the Congress of the United States 
of America. 

ABTICL£ VI. 

1. The Government of China will facilitate the transfer to the United States 
of America for stockpiling or other purposes of materials originating in China 
which are required by the United States of America as a result of dendencles 
or potential deficiencies In its own resources upon such reasonable terms of sale, 
exchange, barter or otherwise and In such quantities and for such period of 
time ns may be agreed to between the Governments of the United Slates of 
America and of China after due regard for the reasonable requirements of China 
for domestic use and commercial export of such materials. The Government of 
China will take such specific measures as may be necessary to carry out the 
provisions of this paragraph. The Government of China will, when so requested 
by the Government of the United States of America, enter Into negotiations for 
detailed arrangements necessary to carry out the provisions of this paragraph. 

2. The Government of China will, when so requested by the Government of 
(he United States of America, negotiate such arrangements as are appropriate to 
carry out the provisions of paragraph (0) of subsection 115 (b) of the Foreign 
Assistance Act of 1048 which relates to the development and transfer of materials 
required by the United States of America. 

3. The Government of China, when so requested by the Government of the 
United States of America, will cooperate, wherever appropriate, to further the 
objectives of paragraphs 1 and 2 of this Article In respect of materials origi¬ 
nating outside of China. 

Ahticle VII. 

The Government of China will, when so requested by the Government of the 
United States of America, enter Into negotiations for agreements (Including the 
provisions of duty free treatment under appropriate safeguards) to fucllltiite the 
entry Into Chinn of supplies of relief goods donated to or purchased by United 
States voluntary non-profit relief agencies and of relief packages originating In 
the United States of America and consigned to individuals residing In Chinn. 

Artici-e VIII. 

1. The two Governments will, upon the request of cither of them, consult 
regarding any matter relating to the application of this Agreement or to opera¬ 
tions or arrangements carried out pursuant to this Agreement. 

2. The Government of China will communlcatp to the Government of the 
United States of America in a form and ot intervals to be Indicated by the latter 
after consultation with the Government of CThlna: 

(a) detailed Information regarding projects, programs and measures proposed 
or adopted by the Government of Chinn to carry out the provisions of this 
Agreement; 
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(b) fall Ftatemente of operations under this Acreement, Including a statement 
of the use of funds, commodities and services received thereunder, such state¬ 
ments to be made in each calendar quarter; 

(c) Information regarding Its economy and any other relevant information 
which the Government of the United States of America may need to determine 
the nature and scope of operations, and to evaluate the effectiveness of assistance 
furnished or contemplated under this Agreement, 

8. The Government of China will assist the Government of the United States 
of America to obtain Information relating to the materials originating in China 
referred to iu Article VI which is necessary to tlie formulation and execution of 
the arrangements provided for in that Article. 

Artici.e IX. 

1. The Government of China will keep the people of China fully informed of 
the progress achieved by the Government of China in implementing the under¬ 
takings contained in this Aprreement designed to achieve more stable economic 
conditions In Chinn, and it will provide continuously information to the people 
of China regarding the nature and extent of assistance furnished pursuant to 
this Agreement. It will make such Information available to the media of public 
luforuiutlon and will talce practicable .steps to ensure that appropriate facilities 
are provided for the dissemination of such information, 

2. The Government of the United States of America will encourage the dis¬ 
semination of such information and will make It available to the media of 
public iDforiuation. 

3. Tbe Government of Chino will make public in China in each calendar 
quarter full statements of operations under this Agreement. Including information 
ns to the uses of funds, commodities and services received. 

Abticle X. 

1. The Government of China agrees to receive n Special Mission for Economic 
Cooperation wbicli will discharge tbe resiKinsIbilities of the Governinont of tbe 
United States of America in China under this Agreement 

2. Tbe Goveriitnent of Chinn will, upon appropriate notillcntion from the 
Ambassador of the United States of America In China, consider the Special 
Mission and its personnel ns part of the Embassy of the United States of America 
In China for the purposes of enjoying the privileges and Immunities accorded 
to that Embassy and its i>ersonncI of comparable rank. The Government of 
China will further accord appropriate courtesies to the members and staff of the 
Joint Committee on Foreign Economic Cooperation of the Congress of the United 
States of America and will grant them the facilities and assistance necessary 
to the effective performance of their responsibilities. 

3. The QoTcriimeiit of China will extend full cooperation to the Special Mission 
and to the members and staff of tbe Joint Committee. Such cooperation shell 
include the provision of all Inforniation and facilities necessary to the observation 
and review of tbe carrying out of this Agreement, including the use of assistance 
furnished under it 

ASTteXE XI. 

1. The Governments of the United States of America and of China agree to 
submit to the decision of the International Court of Justice any claim espoused 
by either Government on behalf of one of Its nationals against tlio other Govern- 

644038—49-66 
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meDt for compensation for damage arising as a consequence of goTernmental 
measures (other than measures concerning enemy property or Interests) taken 
after April 3, 19-18 by the other Government and affecting property or Interests 
of such national Including contracts with or concessions granted by duly author¬ 
ized authorities of such other Government. It Is understood that the under¬ 
taking of each Government in respect of claims espoused by the other Government 
pursuant to this paragraph is made in the case of each Government under the 
authority of and Is limited by the terms and conditions of such effective recogni¬ 
tion as It has heretofore given to the compulsory jurisdiction of the International 
Court of Justice under Article 36 of the Statute of the Court. The provisions 
of this paragraph shall be In all respects without prejudice to other rights of 
access, If any, of either Government to the International Court of Justice or to 
the espousal and presentation of claims based upon alleged violations by either 
Government of rights and duties arising under treaties, agreements or principles 
of International law. 

2. The Governments of the United States of America and of China further 
agree that such claims may be referred In lieu of the Court to any arbitral tribunal 
mutually agreed upon. 

3. It Is further understood that neither Government will espouse a claim 
pursuant to this Article unless the national concerned has exhausted Ute remedies 
available to him in the administrative and Judicial tribunals of the country In 
wincD the claim exists. 

Annerx XII. 

1. This Agreement slinll become effective on this day’s date. It shall remain 
In force until June 30,1050, and, unless ot least six months before June 30,1950, 
cither Government shall have given the other notice In writing of Intention to 
terminate the Agreement on that date. It shall remain In force thereafter until 
the expiration of six months from the date on which such notice shall have been 
given. Article V shall remain in effect until all the sums in the currency of China 
required to be disposed of In accordance with Its own terms have been dlspoae^l 
of as provided In such Article. 

2. This Agreement may be amended at any time by agreement between the two 
Governments. 

3. The Annex to this Agreement forms an Integral part thereof. 

4. This Agreement shall be registered with the Secretary-General of Uie United 
Nations. 

In witness whereof the respective representatives duly authorized for the pur¬ 
pose have signed the present Agreement. 

Done at Nanking in duplicate In the English and Chinese languages, both 
texts authentic, this third day of July 1048, corresponding to the tlilrd day of 
the seventh month of Uie thirty-seventh year of the Republic of China. 

J. Lkiohton Stuart, 

For the Oovemment of the 

United Staiea of America, 

Wano Shib-chieb, 

For the Oovemment of 
The Republic of China. 

Arbex. 

1. It Is understood that the requirements of paragraph 1 (a) of Article 11, 
relotlDg to the adoption of measures for the efficient use of resources would 
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include, with respect to commodities furnished under the Agreeineut, effective 
uieasures for sa(eg\mrding such commodities and for preventing their diversion 
to illegal or irregular markets or channels of trade. 

2. It is understood that the Government of China will not be requested, under 
paragraph 2 (a) of Article V’llI to ftirnish detailed iuformatiou about minor 
projects or confidential commercial or technical information the disclosure of 
which would injure legitimate commercial interests. 

3. It Is understood that the Government of the United States of America in 
making the notUications referred to in paiugiaj)h 2 of Article X would bear in 
mind the desimbility of restricting^ so far as practicable, the number of otliciuls 
for whom full diplomatic privileges would be riH|iiested. It Is also understood 
that the detailed application of Article X would, wlien necessary, be the subject 
of Intergovernmental discussion. 

Nanking, July 5, J9Ji6 

J. Leighton StxJabt 
Wang Shih-chieu 
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InfoT^nal Memorandum liegarding Ba^ic Reforms, Handed hy 
Amhassailor Stuart to President Chiang Kai-shek on May 22y 19.^8 


The American people noted with deep interest the statement issued on January 
28, 1048, by the President of the Executive Yuan which compri.sed ten financial 
and economic reform measures which the Chinese Government intended to under* 
take. The United States Government, including the Congress during its debate 
of the Aid to China Act, accepted Ibis slaternout ns a program which the Chinese 
Government woubi vigorously pursvie in order to insure by its own actions that 
financial assistance from the United State.s Government would provide tbe maxi* 
mum results for the Chinese people. 

The Premier's statement represented a coherent and promising framework for 
Individual measures and actions of tbe Chinese Government A number of 
measures in execution of this program have been taken with respect to these 
objectives but they have often appeared as Isolated acts, unnoted and even unre* 
luted to the program as u whole. And in some important areas it has seemed 
that no appreciable progress can be measured in the past four months. Some 
of these areas, apparently vacant Insofar as effective action and risible results 
arc concerned, are noted below. The numbering of the paragraphs below follows 
the numbering of the Premier's ten points. 

1. On control of Government expenditures, even granting all the dlOlcultles, 
little seems to have been accompllsbcd. The first steps would appear to be to 
ostAblisb standardized accounting with firm budgetary controls in Urn bands of a 
central fiscal authority possessing the power to determine allocations for all 
exi>enditures whether military or civil. Needless to say, this authority would 
require the unremitting personal support of tbe President. Another step would 
be tlie ruthless elimination of all non*productlve expenditures. In both the 
civilian and military establisbinents there would appear to bo room for the 
removal of duplicatory or unnecessary services and individuals. 

2. With respect to securing an increase to tax yields and distributing the tax 
burden more equitably* it is recognized that tbe severity of the InOatlon of the 
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currency accentuntes the Govermuent’s difficulties. It Is a truism, however, 
that public confidence in the currency can only be recaptured If a drastic re¬ 
duction in curtailable exi)eDses Is accompanied by a massive increase in tax 
collections. Even to tiie casual observer the administration of existing tax col¬ 
lection measures can be greatly improved. It Ls my impression, for instance, 
that urban real estate taxes are low compared to tax rates in the country dis¬ 
tricts. Increased reliance on ad valorem taxes and taxes collected at the source 
should iielp to compensate for loss of real revenues due to currency depreciation. 
The projecteil sale of certain Government assets is surely another step in the 
right direction which could be effectively followed by further acts of the same 
sort. 

3. Although superficially increases in wages of civil servants and soldiers will 
add to the budgetary ditticulty, it would seem essential that equitable adjust¬ 
ments must be made If loyalty and efficiency are to be retained. The weeding 
out of unnecessary personnel should be tied directly to the program of upward 
salary adjustments. 

4. The rice and dour rationing program seems by general agreement to have 
been a substantial success, p:irticiilarly in Shanghai. Canton. Peiping ond 
Tientsin, and to lesser degree In Nanking. It would seem that this experience 
urgently Justifies increasing the number of urban centers In which a rntlunliig 
system is iustalled and, equally Important, increasing the number of commodi¬ 
ties covered. I have particularly in mind the ndditlon of edible oils, cotton 
cloth, kerosene and automotive gasoline. Accompanying this would be the In¬ 
stitution of practical measures to get commodities such os kerosene and cotton 
yarn (lowing into the agricultural areas to provide the Incentive for Increased 
production and collection of foodstuffs. 

5 . It would appear that the fifth objective of the Prime Minister can only 
approach nchievcnient if reduction of exitcndltures nnd increase in tax collec¬ 
tions are vigorously and successfully pursued ns n first step. 

0. It would seem that the Central Bank has made some progress In Its efforts 
to check speculation and pursue n dofiationory credit policy. Loopholes, how¬ 
ever, obviously continue to exist through which capital finds refuge In foreign 
currency and transfers abroad. The loss, both of Government customs revenues 
and foreign exchange, appears to be substantial in the two-way smuggling oper¬ 
ations which by common report are widespread. The Intensification of the pres¬ 
ent camimign against smuggling would yield returns to the Qovernmeot on both 
scores. The Alnrltlme Customs will need support and re-equlppIng to play their 
part 

7. Internal measures can reduce Chinese dependence upon the large Imports 
DOW needed but only if such measures ore nccompanled by successful efforts to 
increase exports from China can the foreign exchange crisis be surmounted. 
There are many measures which the business community has repeatedly pointed 
out would contribute to an Increase In exports. One such measure would be the 
directing of Incentive goods referred to above into the Interior areas of produc¬ 
tion. Another would be the establishment of realistic exchange rates for for¬ 
eign currencies. Another would be the reduction In red tape now Involved In 
arranging exports. Finally, the Government could do much by concentrating 
its cncouragments on exporting Industries which could increase their export¬ 
able surplus If for example, they were given priorities for securing spare parts 
nnd raw materials which must be Imported. 

8. On Import controls, a clear policy of encouraging private enterprise by 
simplification of procedures would seem to promise the best results. Such acts 
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as the recent issuance of reffulation No. 131 by tlie Central Bank should be con¬ 
sidered in these terms in advance of promulgation. 7'he re.sult of this particular 
regulation has been to bring the import trade to a complete standstill and to 
deepen the alreaily deep dlscourageuient. 

9. The recommendations of the joint Sino-Ainerican .\gricultural Mis.sioii. many 
of which have been only partially acted upon, seem to provide a comprohensiTe 
framework for action In this important field. If there is any single area where 
reform in deeds and not words Is most neces-sary and mo.st sought by the people, 
it is land reform. The Land Ljiw of April 29, 1940 contains a carefully con¬ 
sidered program regarding limitations on land owner.«hlp, land redistribution, 
and of iitmo.st imjiortance, control and reduction of rent.s and ta.^es. Subsiyjuent 
regulations dealing with particular aspects of land reform have been contained 
In such measures as the Principles Governing the A<lmlnistratlon of Areas 
Alined at Achieving Social Stability and Relieving the People, pas-sed by the 
Supreme National Defense Council on October 23. 1940 and the “Measures for 
Dispostiod of Land Ownership In I'aciflcation Areas." promulgated by the 
Executive Yuan on October 20, 1910. One hears on all sides that reforms have 
not yet been carried out, and the special investigators of the Executive Tuan 
liave reported on various occn.slons regarding the iion-impleiuentntlon of these 
measures. Carefully prepared measures extending land reform to wider areas 
were strongly recommended by the Ministry of Land Administration to the Con¬ 
ference of Pacification Arens Cominandors held in Nanking In March 1918. Suc¬ 
cessful policies which linvc related land and agrarian reform to the problem of 
defense seem to liavc been applied in tlie lOtli Adiniiistrntive Aren of Hopei 
Province, whleli might merit extension to other areas. 

10. Under the difilculties Imposed by internal strife and shortage of materials, 
tlie restoration of the Chinese railroads has been inspiring. In the broad field 
of communications and reconstruction of industry important steps hare been 
achieved. There are some related areas where it would seem China’s self- 
interest would dictate action. For example, the closure of the River ports to 
foreign fiag ocean shipping Is contrary to the policy of great nations. This situa¬ 
tion damages Chinn’s own Interests in Chnt transportation costs are heavily In¬ 
creased on American Aid oil shipments to Hankow, to take one case. The delay 
In reaching agreement in the long drawn out negotiations on the restorotton of 
pre-war cable facilities is another case in point. Meanwhile certain difilculties 
which have arisen In connection with the Slno-D. S. Bilateral Air Transport 
Agreement remain unresolved. 

In conclusion, the Premier’s statement seems as cogent and comprehensive 
todaj’ 08 on the date when it was Issued. There would seem to be nothing to add 
to this statement of objectives but there would seem much still to be done in 
attaining them. China does not seek a subsidy but It has looked to the United 
States for help In this difficult period in order that It might the better help Itself. 
It was in tills spirit that the United States Government has responded and It is In 
these terms that the American people and the American Congress In the coming 
months will follow with acute Interest the progress that the Chinese Government 
makes In solving the broad and pressing problems of economic and financial 
reform. 
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Exchange of Notes between the United States Government and the 

Republic of China, Signed in Nanking on August 5, 1948, Providing 

for the Establishment of a Sino-American Joint Commission on Rural 

Reconstruction * 

Tlie Amha$mdor in China {Stuart) to the Chinese Minister for 

Foreigyi Affairs {^Vang) 

Excei-iency : I have the honor to refer to Sectioo 407 of the China Aid Act 
of 1048 enacted by the Government of the United States of America (hereinafter 
referred to ns the Act), which provides, among other things, for the conclusion 
of an agreement between Chinn and the United States of America establishing 
a Joint Commission on Rural Reconstruction in Chinn. In pursuance of the 
general principles laid down in the Act. and In particular section 407 thereof, 
I have the honor to bring forward the following proposals regarding the 
organization of the Joint Commission and related matters: 

1. There shall he established a Joint Commission on Rural Reconstruction in 
Clilna (hereinafter referred to as the Commission) to be composed of two 
citizens of tlie United States of America appointed by the President of the 
United States of America and three citizens of the Republic of China to be 
appointed by the President of China. The Commission shall elect one of the 
Chine.se members as chairman. 

2. Tlie functions and authority of the Commission shall, subject to the pro¬ 
visions of the above-mentioned section of the Act, be as follows: (a) to 
formulate and carry out through appropriate Chinese Government agencies and 
international or private agencies In Cliinn a coordinated program for recon¬ 
struction in rural aroas of Chinn (hereinafter referred to as the program) ; 
(b) to conclude arrangements with the agencies referred to in the preceding 
paragraph establishing a basis for their cooperation; (c) to recommend to the 
Governments of the United States of America and of China within the limits 
prescribed by the Act the allocation of funds and other assistance to the program, 
and to recommend to the Government of China the allocation of such other 
funds and assistance as are deemed essential to the success of the program; 
(d) to c.stablish standards of performance for implementation of the program, 
Including the qualllications, type and number of personnel to be used by co¬ 
operating agencies In the program, and to maintain a constant supervision of 
all plinse.s of the program with authority to recommend changes In or stoppage 
of any phase of the program; (e) to appoint such executive officers and admin¬ 
istrative staff ns the (Commission deems necessary to carry out the program, 
it being understood that the chief executive officer shall be a citizen of Chino. 
Salaries, expenses of travel, and other expenses incident to the administrative 
functions of the Commission itself shall be paid from funds made available under 
Section 407 (B) of the Act 

3. In its program the Commission may Include the following types of activity 
to be carried out in agreement with the agencies referred to in paragraph 2 (a): 
(a) A coordinated extension-type program In agriculture, home demonstration, 
health and education for initiation in a selected group of Hsien in several 

* Printed la Bconomie Cooperation AdmlnlitratlOD, ffoonomfo Aid to China under the 
China Aid Aot 0 / i94S (Washington, Fob. 1049), pp. 126-120. 
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provinces to inclu.le a limited uumbei- of subsidiary projects suited to couditioiis 
in the areas where the program is developed, in such tields as agrirultural i>r.. 
ductloD. marketing, credit, irrigation, home and coiuiuunity industries, nutri¬ 
tion, sanitation, and education of a nature which will facilitate ihe pruinotion 
of all projects being undertaken; (b) Consultation with the Chinese Govern¬ 
ment concerning ways and means of jirogressively carrying out land reform 
measures; (c) Subsidiary projects in research training and manufacturing to 
be carried out In suitable locations to provide information, iK'r.sonnel and ni'i- 
terlals required by the program ; (d) Projects to put Into effwt over a wi.ler area 
tlian provided for in the coordinate<l extension-type program specifieil in (a) any 
of Uie above lines of activity whicli c-an lie developed soundly on a larger scale 
of which examples might be the niultiplicatlon and distribution of iinprove.1 seeds! 
the control of rin<leri>est of cattle, the construction of irrigation and drainage 
facilities und the Introduction of health and sanitation measures; (e) Heluted 
measures in line witii the general objectives of this prograui; (f) The <iistribu. 
Uon of the assistance in this program on the principle of giving due attention to 
strengthening rural Improvement in areas where selec-ted projects cun bo progres¬ 
sively developed and where Uieir development will contribute most efleclively 
to the achievement of purposes for which this program Is undertukeu but that 
the principle of dlstribuUng aid will not be controlled by proportionate or geo¬ 
graphical consideration per ae. 

4. In respect of any decision of the Commission, the approval of the Govern¬ 
ment of China slmlt be obtained prior to its execution if the Commission or its 
chalrniaD, with the concurrence of the Chtoeso members, dc*eius it necessary. 

5. The Commission shall publish in China and transmit to the Goveniinent 
of the United States of America and the Government of China, in such form ami. 
at such times us may be requested by either of the two governinenis. full state¬ 
ments of oiwrutlons, including a statement on tlie use of funds, supplies and 
servlc'es received, and will transmit to the two governments any other matter 
pertinent to operations as requested by either of the two governments. Tin- 
Government of China will keep the people of China fully Informed of the Intended 
IMirpose and scope of the program and of tlie progress achieved by the Commis¬ 
sion in Implementing tlie program, Including the nature and extent of the assist¬ 


ance furnished by the Government of the United States of America. 

0. The Government of China will, upon appropriate notlflcatlou of the Ambus- 
sudor of tlie United States of America in China, consider the United States 
members and personnel of the Commission us part of the Embassy of the United 
States of America in China for the purpose of enjoying the privileges and Im¬ 
munities accorded to that Embassy and its personnel of comparable rank. It 
is understood that the Ambassador of the United States of America in China In 
making the notifleation will bear in mind the dcsimblllty of restricting so fur 
as practicable the number of officials for whom full diplomatic privileges and 
immunities would be requested. It is also understood that the detailed applica¬ 
tion of this paragraph would, when necessary, bo a subject of luter-govemmental 
discussion. 


7. AU supplies imported into China for use In the program shall be free of 
customs duties, conservancy dues, and other charges imposed by the Govern¬ 
ment of China on similar supplies which are imported through regular commercial 
channels. 

8. The Government of the United States of America and the Government of 
China will consult with respect to problems Incident to the Interpretation, Imple¬ 
mentation and possible amendment of the terms of the agreement embodied In 
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this exchange of notes whenever elUter of the two governments considers such 
action appropriate. 

9. The Government of the United States of America reserves the right at any 
time to terminate or suspend Its assistance or any part thereof provided under 
this exchange of notes. Assistance funiished by the Government of the United 
States of America under Section 407 of the Act and pursuant to this exchange of 
notes shall not be construed as an express or implied assumption by the Govern¬ 
ment of the United States of America of any responsibility for making any 
furtlier contributions to carry out the purpose of Section 407 of the Act or of 
this exchange of notes. 

10. This note and Your Excellency’s reply accepting tlie above proposals on 
behalf of the Government of China will constitute an agreement between the 
two governments in tlie sense of Section 407 of the Act. Subject to the provisions 
of paragraphs 8 and 9, this exchange of notes w’lll remain In force until June 80, 
1049, or, upon the request of either government transmitted to the other govern¬ 
ment at least two months before June 30, 1040, until the date of termination of 
the Economic Aid Agreement between the two governments concluded on July 3, 
1948. 

I avail myself [etc.] 

J. Lxiohton Stuabt 


The Chinese Minieter for Foreign Affairs {Wang) to the Ambassador 

in China ) 


Excellency: I have the honor to acknowledge receipt of your note of today’s 
date which reads as follows: 

[Here follows text of preceding note.] 

On behalf of the Government of China I have the honor to accept the pro¬ 
posals contained in the note quoted above. 

In recognition of the Importance of the program os one of the essential means 
of achieving the objectives In which tlie Governments of China and of the 
United States of America unite In seeking under the Economic Aid Agreement 
between the two governments concluded on July 3. 1048 the Government of 
China undertakes to afford to the execution of the program the full weight of 
Its support and to direct cooperating agencies of the Government of China In¬ 
cluding the local ofllclals concerned to give such assistance and facilities os are 
essential to the success of their undertakings under the program. 

1 avail myself of this opportunity to renew to your Excellency the assurances 
of my highest consideration. 

Wano Sbih-ohieh 
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Economic Aid to China under the China Aid Act of 19J^^ 

PART I— INTBODUCTION 

At the time the China Aid Act was passed. China wos In the grip of the longest 
sustained inflation In modern history. Her external resources bad dwindled 
from approximately a billion dollars on V-J Doy to less than one-quarter of that 

■Bxcerpts from document published by tho Economic Cooperation Admlnlatratlon 
WaBhington, February 1049. 
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sura at tlie beginning of 1048. Foreign trade was at a low ebb. Continuation 
of deficit financing to support the civil war against the Communists kept the fires 
of inflation burning; the currency inflation in turn caused production and other 
constructive business activity to stagnate and contributeil greatly to a popular 
loss of confidence in the National Government. While the military strength of 
the Communists was Increasing. Nationalist strength was being sapped by military 
defeats, sinking morale among (he troops, and a crumbling economic front in the 
roar of the Governments armies. 

Character of the JO-iS Econofnic Aid Program for Chiva 

The China Aid Program was not originally conceived as something that could 
by itself turn back or even arrest these trends. It was described as an effort to 
•‘assist Id retarding the current economic deterioration and thus give tJie Chinese 
Government further opportunity to initiate tlie measures necessary to the estab¬ 
lishment of more stable economic conditions.** 

The program of economic aid was organized and carried on against a back¬ 
ground of continuing civil war and progressive contraction of the area and 
resources under the control of the National Government. It has been directed 
toward bringing economic assistance as directly ns j)ossihle to areas and people 
who have needed the type of as.sjstnnce which could be supplied by the use of 
U.S. dollars. 

Food hus been provided through a controlled ration system to nearly 13.000,000 
inhabitants of seven major Chlne.se cities. Cotton financed under the prr»gram 
has kept the mills operating In China's large.'?! industry, providing cloth for direct 
consumption, for barter to encourage the bringing of indigenous food Into the 
cities, and for export to earn foreign exchange that can be used to pay for more 
imports. Petroleum has kept in operation basic uiilitles, trans|K)rt facilities ami 
Industric.s, and also provided goods for which the farmers In the countryside are 
prepared to exchange their produce. Fertilizer Imports have been i)lafme<i for 
use in the production of spring crops in 1040. A Joint Commission on Kural 
Reconstruction has been established, and has formulated principles and a pro¬ 
gram for attacking some of the root causes of poverty and unrest among Chinn's 
vast rural population. An industrial program of replacement machinery and 
reconstruction projects has been Initiated with the participation of private Amer¬ 
ican engineering firms; altbongh nctunl procurement and construction had to bo 
suspended for the most part due to uncertainties conncM?ted with the civil war, 
much useful engineering survey work hus been done. A •'counterpart*' fund in 
local currency, e.stablishcd by agreement with the Chinese Oovernroeiit and man¬ 
aged Jointly by Chinese and Anicricntis, has been usetl to maintain many hos¬ 
pitals, welfare programs, and dike-lmllding projects. 

In spite of the growing chaos around lliein, tliesc activities, by and lorgo, have 
been managed with care and have been carried out succt^ssfully within their own 
limited terms of reference. In Uie case of the commodity program particularly, 
the supplies provided have been an Important and at times crucial factor In keep¬ 
ing unrest to a minimum in the main cities of the coastal areas controlled by the 
Nationalist Government. In this narrow but significant sense, therefore, the 
efforts of Eca In Chinn have been constructive and useful* Supplies financed 
by the U.S. have been and are being effectively distributed to the people intended 
to receive tliem* 

Economic Aid in a Seliifig of Oawral Deterioration 

But the atmosphere surrounding these efforts has been one of continuing 
discouragement and defeat for those who had hoped the Chinese National Govern- 
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ment, nfter a docaOe of iipbcaval and in face of all difllculties, could and would 
do the things that needed to be done If it were to provide an adequate counter* 
force to the Coinnmnlsts In China. The Incapacity of the Governraent to put 
into elTect the reforms which It had in January announced its Intention of 
initiating: the inability of the Nntiuimlist commanders to lead and Inspire an 
effective military effort against the growing Communist threat; a series of ill* 
conceived economic and rinanclal measures which made the situation behind the 
lines even worse than it needled to be; the widening breach between the people 
and their Government—all the.se were factors so demoralizing in their effect that 
it became only a matter of time until the Government would reach the brink of 
disaster. 

Chinese economic problems cannot be separated from problems which are ordi¬ 
narily termed iK)litlcal and military. The inflation itself, dramatic as It has 
been, is only a symptom of broader and deeper problems. The prodigious increase 
in fhe issue of currency has been a devastating economic fact, but the reason for 
it is to be souglit In tlie military fact that mure than two-thirds of all currency 
issued has been used directly to support the Government’s military efforts. 
Sudden increases in the velocity of circulation can be related directly to sudden 
drops ill puliUc confidence (hie to military defeats. 

On August 19, 1948, the Chinese Governraent published a series of apparently 
.sweeping financial reforms, in an attempt to arrest the runaway Inflation of the 
Clilnose National Currency (CN), and draw in for public use the large private 
holdings of foreign exchange. The drastic and dramatic reforms, including the 
introduciiou of a new Gold Yuan (GY) currency, seemed to hold the inflation 
In suspense for more tlmn a month. But they did nothing to Increase revenues 
or to reduce expenditures; thus they failed to attack the basic cause of the 
Inflation, which Is the gross Imbalance of the Government's budget. Internal 
contradictions in the new regulations soon appeared. A new commodity tax 
was not put into effect because it would have meant breaking the price ceilings 
set forth in the same regulations. Although the Government reported collection 
of more tlmn US$150 million worth of foreign exchange, It had to pay out in 
return so largo an amount of the now Gold Yuan currency, without any compen¬ 
sating increase In supplies or production, that the now currency rapidly depre¬ 
ciated further both In real value and In the esteem of the Chinese people. 

With those economic Influences at work, the resumption of the Inflotionarj’ 
spiral and a breakdown of the attempt to maintain August 10 celling prices was 
Inevitable. Attempts to enforce arbitrary price ceilings In Shanghai, and to n 
less extent In other cities, brought about nn almost complete stagnation of eco¬ 
nomic activity. The more strictly the regulations were enforced, the less food 
came Into the cities, and the worse the situation became. Finally, in November, 
ihe regulations became so Ineffective and disruptive of economic activity that 
they were ofllclnlly revoked in the face of a downward slide of the Gold Yuan 
which has continued thereafter. 

Internal financial deterioration ond the maintenance of artificial exchange 
rates have held down ofllcial receipts by the Chinese Government from exports 
and inward remittances. Although China has had to draw down also some 
$100 million from her contracted dollar assets, ofDclol holdings of foreign ex¬ 
change may have oxcoedod slightly, at the ond of 1048, the balance existing when 
the China Aid Act was passed. This has been due In part to the existence of 
the China Aid Program Itself, which has paid for most of China's basic commod¬ 
ity imports since June 1948.- But it has been due also to two factors unfavor¬ 
able to China: first, the fact that imports outside the Eca program were held 
to a level so low as to Impair seriously production and trade; and second, the 
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fact that private excliaiip- boldings were called iu UDiler the August 19 recul.-i- 
tions Iu such a way as to heighten the inflation and at the same time to wipe oui 
extensively, middle class savings. Thus the balancing for a time of China's 
olficial international payments accounts was achieved at a prohibitive Internal 

vUS 

China's drawings upon restricted foreign exchange resources were largelv for 
current requirements, not for iiuiKirtutions of capital equipment- The Go'vern- 
tiient even sold valuable productive properties in order to meet current oullavs 

.ft of Uie civil war was to he found in the iihenomenon 

of dlslnve-stmeiit within China, which contrasted with the process of expanding 

inflation and universal uncertainty as to the future, private capital was almost 

wholly directetl into non-productive channels of flnancial si«*culation and hoard- 

iDg of goods for sale at higher prices; banks deuioustrated an increasing reluc- 

tance to extend long-term credit for industrial invc.stment. As a result, not only 

did China’s productive plant fail to expand, but existing productive facilities 

deterlorlated. The lack of repairs and rehabilitation of productive canacitr has 
lowered output. 


These facts, taken together, point to a steady decline in the overall productive 
capacity of the Chinese economy during 1048. 

The relationship between military defeat and economic deterioration has been 
further demonstrated In the case of coal and food supplies. 

Coal production In China during 1048 was at about the same level as 1047. 
Supplies reaching consuming areas, however, were sharply reduced, particularly 
during the latter half of the year, us mining centers were cut off or fell into 
Communist hands. An especially serious loss, toward the end of the year was 
that of the output from the Kalian Mines north of Tientsin, which were supply¬ 
ing more than half of the coal produced in the whole of Nationalist China. 

The output of foodstuffs In 1048 reached a postwar peak at a level roughly 
equal to that of prewar years. In spite of this recovery in the agricultural 
regions, China’s urban centers were able to meet their food requirements only 
with the continuing assistance afforded by substantial shipments from abroad. 
Factors contributing to this situation were Communist occupations of producing 
areas in Manchuria and much of north China and the consequent disruption of 
distribution patterns; and, Jo accessible areas—particularly, during the autuuin 
months—an Increasing unwillingness on the part of farmers to market their 
crops in view of rigid price controls and continuing currency depreciation. 

Similar trends could be noted In every other sector of the economy. Mill output 
of cotton textiles held up during the llrst half of the year at 1047 levels and then 
began to drop sharplj’. Operable rail mileage in Nationalist hands was retluced by 
2,600 kilometers despite tlie rehabilitation of lines In the south. Shipping capacity 
was maintained but the pressure of military needs reduced the amount available 
for commercial requirements. Costly air traffic Increased under the necessity of 
_ supplying cities besieged by Communist armies. During the last few months of 
Cie year, important cities in north and central China were virtually cut off from 
major supply sources and economic activity became thoroughly deinorallzed. 
Boa Imports, in the latter part of the year, played an increasingly largo role In 
supplying urban areas with essential food and raw materials. 


Preliminary Review of the ECA China Aid Program 

Within a few weeks after the Economic Cooperation Administration came into 
being, economic aid to China was an operating reality'. Initial funds from the 



1010 


U. S. RELATIONS WITH CHINA 


UecoQStruction Finance Corporation were atlvunce<l to Eca, a •‘Program No. 1" 
for using tiiese funds was approved by the Administrator, and the 0rst procure¬ 
ment authorization was Issued. An exchange of notes between the Secretary of 
Slate and tlie Chinese Ambassador in Washington set up interim arrangements 
for providing assistance pending conclusion of a formal bilateral ugreemenL 
ilr Roger D. Laphain was appointeil Chief of the Eca Mission to China, arriving 
at ills post in Shanghai the first week of June. The Chinese Government created 
a Council for U.S. Aid, a cabinet level committee to deal with the Eca Program. 
To “backstop" the Jllsslon, a China Program Division was created In the Eca 
H eadquarters office. And on July 3, three months after the Foreign Assistance 
Act was approved, the furnial Economic Aid Agreement between China and the 
Uniteil States was signed by the Chinese Foreign Minister and the U.S. Ambas- 
sudor to China. 

The Eca Mission to Chirm was faced with the problem of getting Itself organ* 
izod quickly for the job ahead. To speed up the process, it took over and adapted 
to the new purpose the Chinn Belief Mission which had been responsible In China 
for the U.S. Foreign Relief Program under Public Law 84 (Eightieth Congress). 
Kca also Inherited some coiitlinilng functions of a relief character, Including the 
distribution of P. L. 84 supplies which had not reached end-users by the time that 
law expired, on June 30, 1948. Eca likewise continued support to a number of 
special projects started by the Chinn Relief aiission and financed from a local 
currency ‘‘Special Account.** 

Operating under a strict limitation on dollar administrative expenses, the 
Mission has made n maximum use of nllon staff, paid in local currency. Eoa has 
arrange<l for a part of the work of supervising and controlling portions of the 
program to 1 h? done by private firms and voluntary relief agencies. 

The program Itself has consisted of three parts; the provision of a limited 
number of basic commodities (food, fuel, cotton, fertilizer and coni) ; the Initia¬ 
tion of an industrial replacement and reconstruction program; the formation and 
support of a Joint Commission on Rural Reconstruction In China. In addition, 
Eca has participated in the management and use of a Special Account, or 
"counterpart" fund, In Chinese currency provided by Uie Chinese Government. 
Of the total $275 mllHon appropriation for the Eca China Program, $203.8 million 
was earmarked for coniiuodltles. $07.5 million for the Industrial program. $2.5 
million for dollar expenditures on the rural reconstruction program, and $1.2 
iniliiou for administration. 

The commodity program called for average Eoa Imports into Chinn of supplies 
costing roughly $20 million n month. As of December 31, $104 million of the com¬ 
modity funds had been authorized for procurement, and about $112 million worth 
of these supplies had arrived in China. The commodity program was, therefore, 
well up to schedule. But obligations against the Industrial program had been 
limited to allotments of money for “preprojcct" engineering survey work. To¬ 
ward the end of the year, some of the projects were about ready to start actual 
procurement and construction work; but In December, It was necessary to suspend 
allocations for such work pending clarlflcntioD of the political and military situa¬ 
tion In China. Similarly, the Rural Reconstruction Commission was only emerg¬ 
ing from the planning stage at the end of 1948, and had tapped only a small part 
of the $2.5 million set aside for its U.S. dollar expenses. 

In all phases of the program, as much emphasis as practicable has been placed 
on the use of commercial channels of supply and distribution. The food program 
is the sole exception as regards supply; rice from southeast Asia nod wheat and 
flour from the U.S. have been bought and shipped by the Commodity Credit Cor- 
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poratJon, an agency of the U.S. Department of Agriculture. The major portion 
of the petroleum products, most of which originate In the 1‘er.elan Gulf, have been 
procured anti shipped by private oil companies. American cotton has been 
shippetl hy American firms and received in Cliina by .American cotton importers. 
Fertilizer, coming from a variety of sources under allocations by the Interna¬ 
tional Emergency Food Committee, has likewise been supplied through private 
commercial channels. 

After each commodity shipment arrives In China, tlie Eca Mission keeps track 
of Its receipt, processing, distribution, and end use. Food is tlistributed through 
the first general civilian rationing system over developed In Chinn's urban areas, 
with the Chinese Government and Eca eaclt providing n part of the total ration 
requirements. Cotton becomes yarn, yarn becomes cloth, and the end-products 
are used for export, for barter and for domestic Side—all under the watchful ob¬ 
servation of a Joint Management Board in which Eca pnrticipate-s. Petroleum 
products are distributed by the importing companies, who themselves assist in 
end-use control and reporting, and provide detailed sales records for each product 
to the Eca Mission. As of December 31. 104S. fertilizer had not been distributed 
since it was for use in 19-ID spring pro<luction; a part, it was planned, would be 
handled In direct exchange witli farmers for rice, a part sold through commercial 
channels and a part use<l by the Rural Reconstruction Commission. The small 
amount of coal imported before the end of the year went dirt'ctly to utilities and 
other users under the supervision of the Eca Chinn Mission. Medical supplies 
imported by Eoa’s predecessor In China, the U.S. Chinn Relief hlission, are dis¬ 
tributed by a special group set up by agreement between the Ministry of Health 
and voluntary agencies. Pesticides, also inherited from the Ciiina Relief Mission, 
have been distributed largely through commercial channels, the remainder being 
earmarked for agricultural deinonstrntinn purposes. 

The Industrial program started with on Intensive Investigation of proposed 
replacement and reconstruction projects conducted by a special Reconstruction 
Survey Group. This group faced a double problem—an extensive need for re¬ 
placement and reconstruction equipment, and a serious lack of the engineering 
and management skills needed in China to make certain that such equipment 
would be effectively absorbed into Uic economy. The group prepared tentative 
recommendations for allocation among approved projects from the $(17.5 million 
set aside for this purpose. The projects thus recommended were largely limited 
to the field of basic Industry and transportation—the largest provisional allot¬ 
ments proposed being for power plants, coal mines, the rehabilitation of railroads, 
und the manufacture of fertilizer. The Surrey Group also developed procedures 
for making maximum use of private American engineering firms os “project 
engineers” to help individual projects In drawing up plans, procuring the right 
equipment, and making sure that equipment Is correctly Installed nod effectively 
operated. To manage the whole scheme, Eca and the Chinese Government agreed 
to retain a high-grade American firm of mnnogement engineers. 

The uncertainties in the Chino situation bad in December caused the suspension 
of all but survey work under this program, leaving open the possibility of selected 
projects being carried forward as circumstances permit. The technique adopted 
for administering this program may prove to be of significance In relation to 
future programs Involving industrial projects In underdeveloped countries. 

The Joint Commission on Rural Reconstruction in China was established in 
accordance with Section 407 of the China Aid Act to "formulate and carry out 
a program for reconstruction in rural areas of China.” Initiated on August 5 
by an exchange of notes between the Chinese and U.S. Governments, the Joint 
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Comniissiou consisted of three Chinese and two American members, appointed 
in September by the Presidents of China and of the United States. 

Intensive planning and survey work were undertaken by the Commission 
after the members had agreed on the general statement of objectives and prin¬ 
ciples. In general, the Commission has been moving in the direction of: 
assisting people in rural areas to improve their living conditions, increase food 
production, and develop local self-government; strengthening and Improving 
the operations of government agencies concerned with rural problems; stimulat¬ 
ing local movements and private agencies in efforts on behalf of the rural people; 
and affonling to progressive olctneuts in the population real opportunities to 
participate in the program. Tlio Joint Commission operates under the super¬ 
vision of the Administrator, who has delegated his authority In this field to the 
Chief of the Eca Mls.slon to China. The American members and staff of the 
Commission are Eca staff members engaged in full-time work with the Com¬ 
mission. 

A special concern of the Eca In connection with the China Program has 
been the development of sources of strategic materials reqolred by the U.S. 
Although China Is a major producer of three such materials—tin. tungsten, 
and antlmonj’—the limitations upon funds for stockpiling purposes have made 
it Impracticable to pick up antimony and tungsten which are available for 
purchase in China. Extensive investigations on the development and supply 
of tin concentrates and tin metal, however, had resulted before the end of 
December 1048, In a tentative arrangement for tin purchasing ns part of a 
general scheme for rationalizing the supply of metal and the development of 
processing facilities in Yunnan Province. 

The special local currency accovint, or counterpart fund, provided for in the 
Economic Aid Agreement with China, differed from corresponding accounts In 
Europe, two of its features being unique. The first Is an arrangement for 
deposits of local currency, which leaves the timing of deposits In the discretion 
of the U.S. Government; this discretion Is used to relate deposits to actual 
needs for the local currency, without largo surpluses which would rapidly 
shrink In value. The second unique feature Is a “maintenance of value" clause 
which provides that for certain Important uses the Chinese Government would 
protect appropriations made from the special account against currency depre¬ 
ciation, by expressing the appropriation in terms of some more stable unit, such 
as U.S. dollars or a basic commodity like rice or cotton yarn. 

Since It was dear from the outset that the sterilization of the entire special 
account would not by Itself be on important influence toward control of the 
Inflation, the Chinese Government and the Eca, after consultation with the 
National Advisory Council in Wnshlngon, followed a i>ollcy of making expendi¬ 
tures from the account for important public purposes which might not otherwlae 
be provided for, if such expenditures wore of demonstrated urgency. Tbo main 
categories of expenditures have been for administrative costs, the expenses 
of delivering relief packages and supplies in China, local currency costs of pro¬ 
jects sponsored by the Joint Commission on Rural Reconstruction, expenditures 
on special projects in the fleld of water conservancy, health and welfare, and 
the internal costs to date of the replacement and reconstruction program, In cases 
where money could not be raised from other sources. It was estimated, accord¬ 
ing to the plans envisagcil during 1048, that the total of these expenditures 
would amount to less than half of the total potential acconnL 

By tbo end of December 1848, notlflcations of U.S. grant aid had been given to 
tlie Chinese Govomment to the amount of $84,470,920. According to preliminary 
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nnd tentative estimates, pending linal determinaticin ui>on a ronuula for comput¬ 
ing exchange rates. Gold T»ian equivalent to approximately Sf.r»43.<l(H> had been 
requested for deposits, and the equivalent of approximately So.S'iD.tKM) had b<»-n 
spent. 


PART II—EJco.voMic Aid 1*bocra&i fob Cuixa to December 31. 1U4S 

Scope and RotionaJc 

The President, In Ills message of February IS. IMS. to Congress on aid to 
China recommended authorization of an cHonomic aid program in the amount of 
$570 miniou, to provide assistance over a fifteen-month iieriod extending to .lune 
30, 1940. Of this amount, $510 nillllon was estimated as required for iinancing 
essential commodity imports into China, ‘•which would permit the Chinese Govern¬ 
ment to devote its limited dollar resouroc.s to the most urgent of Its other needs,” 
and $00 million was recommended for “a few selecteti rwonstruction projects to 
be initiated prior to June 30. 1W9.” “Es-sential imports” cited Included cereals, 
cotton, petroleum, fertilizer, tobacco, pbarmaceuticals, coal and repair iwirts for 
existing capital equipment. Reduced to a twclve-momii basis, tbe program of 
economic assistance proixised by tlie President would have called for approxi¬ 
mately $4a3 million for commodity shipments to China and an additional $C0 
million for aid to selected reconstruction projects. 

The Cbliin Aid Act of 1048 authorized for exix^nditure during the ensuing 
twelve-month period (April 3. 194.S, to April 2. 1949) $338 million for economic 
assistance to China, of which $275 million has been appropriated, and an addi¬ 
tional $125 million for aid to f'hina through grant.s “on such terms as the President 
may determine and without regard to the provisions of the Ek-onomlc Oioperntlon 
Act of 1948." 

The program of economic alil to China ndrolnisterod by the Eca during 1948 
has been limited to expenditures within the $275 million appropriated by the 
Congress. 

In Section 407 of the Chinn Aid Act of 1948 (Public Law 472, Title IV). the 
Congress authorized for “a program for reconstruction in rural areas in Chinn,” 
an amount "equal to not more than 10 per centum” of the funds made available 
for economic assistance under the Act. which amount could be “In United States 
dollars, proceeds In Chinese currency from the sale of commodities made arnn- 
able ... or both.” Thus a third category of assistance was specified. The 
China Aid Act did not further stipulate the relative magnitude of expenditures 
to be Incurred in behalf of tbe three general types of limited assistance contem¬ 
plated, namely: a commodities program, an industrial reconstruction program, 
and a rural reconstruction program. 

Belated to these three types of aid within China and available for helping to 
carry them out was a special local currency or "counterpart” fund, established 
by the Chinese Government pursuant to the terms of on “Economic Cooperation 
Agreement between the United States of America and the Republic of China.” 
(The text of this bilateral Agreement is quoted below, under the heading, 
"Documents.”) 

In administering economic aid to China, as approved by Congress, the Eca has 
faced the obligation to ensure as efficient use as possible, under prevailing condi¬ 
tions, of the $276 million appropriation provided by Congress, recognizing that 
the assistance thus furnished wonld. to be fully effective, have to be supple¬ 
mentary to, and not a substitute for, vigorous efforts on the jwrt of tbe Chinese 
Government and people. 
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with limite.1 resources and utuler preralling condltious iu China ch°‘„”s“b™d 
nossU.le for the Eca to undertake a comprehensive approach to China s brooa 

problems ot budgetary and financial stabilisation and economic 
been necessary, instead, to concentrate upon a few restricted activities des ffoed 
to furnish some assistance at critical points in the Chinese economy ; to maxlmi7^ 
in the aid program, where possible, the use of private trade channels as one means 
of sustaining a degree of normal economic acthity; and to devise effective end 
use contrl dcsigne.1 to ensure emdent utilization ot all the economic aid 

providod. 

luiiintion of the Proi/i'ftm 

On April 30. 1948, notes were exchanged between the Secretary of State and the 
Chinese A.nbassn.lor in Washington, setting up interim 

initiation of the Chinn Aid Program, pending the negotiation of a bilateral 
economic aid agreement. These notes <a) confirmed the 

adherence to the purposes and policies set forth in Section 2 of the Chinn Aid 
Act of 1048: (b) specified tliat prior to the conclusion of an agreement under 
section 40.5 of the China Aid Aet and until July 3. 1(M8. the extension of aid to 
China as authorized by Section 40-i (a) of the Act. would be provisionally gov¬ 
erned, subject to agreed inodlllcations. by the Agreement negotiated 
tion with the United States Foreign Relief Program, dated October 27.1947; and 
(c) recorded an understanding relating to the establishment of special 
for economic cooperation to Chinn, together with an assurance that the Chinese 
Government would extend the fullest cooiieration to representatives of the United 
States Government concerned with operations in Implementation of the China 

Aid Act 

Bitntcral Aorcement 


Section 405 of the Chinn Aid Act provided Uiat an agreement should be "entered 
Into between China and the United States containing these undertakings by Chinn 
which the Secretary of State, after consultation with the Administrator for Eco¬ 
nomic Cooperation, may deem necessary to curry out the purposes of this title 
and to Improve commercial relations with China." Consequently, negotiations 
were begun In early June between the United States Embassy in Nanking and the 
Cldnose Ministry of Foreign Affairs regarding the terms of a bilateral economic 
cooiieratlon agreement between the two countries. Tlicse negotiations were con- 
clude<l satisfactorily and the Agreement was slgnotl on July 3, 1948 by Ambas¬ 
sador J. Leighton Stuart and the Chinese Minister of Foreign Affairs, Wang 
Shlh chleh. (The full text of the Agreement Is quoted below In the section 
entitled "Documents.")* 

In getieral, the Agreement with China followed the pattern of the bilateral 
agreements being negotiated slmulUiioously between the United States and those 
European countries wlilcli participated In the Organization for European Eco¬ 
nomic Cooperation. The language of certain articles was made almost Identical 
for those undertakings specified by Title I of the Foreign Assistance Act which 
applied in principle to the Chinese ns well as to the European situation. Because 
of certain basically different aspects of the Chinese situation, however, some 
standard articles were modified considerably In the China Agreement, or unique 
provisions were added. In view of conditions prevailing in China, the scope of 
Joint control, particularly with respect to prices and allocations, was broader 
under the terms of the China Agreement than under the European bilateral agree- 


* See aanex 181. 
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meuts. One unique article in the China Agreement, that culling for imi.roTement 

of commercial relations, was required specilically by Section -lOj of the China 
Aid Act. 

The Agreement with China sot forth a number of undertakings by the Clilnese 
und/or the U. S. Government relating to the following: 

provision of aid to the Chinese Government in accordance with the terms of the 
Oiliia Aid Act of 19-18 (other than Section -104 (b) thereof) ; measures for 
improvement of general economic conditions including effective use of aid 
goods, appropriate use of private Chinese assets in the U. S.. development of 
industrial and agricultural production, creation of more stable currency con¬ 
ditions. cooperation with other countries to Increase international trade, and 
prevention of commercial arrangements which interfere with the purposes 
of Che Agreement; 

improvement of commercial relations with other countries, with particular refer¬ 
ence to the conditions affecting foreign trade by private enterprises in China ; 
fair and eqaiCable distribution of aid goods, and of similar goods produced locally 
or imiwrted with other fund.s, and the method of determining terms, condi¬ 
tions and prices for distribution of aid goods; 
deposits of Chinese currency in value commensurate with tlie value of U. S. aid 
provided on a grant basis, and the principles governing disposal of such 
deposits; 

facilitating the acquisition by the U. S. from China of materials in short .supply 
in the U. S.; 

negotiation of duty-free treatment for Imports into Cblmi of relief goods by 
private agencies or individuals; 

Joint consultation, and provision of information by the Chinese Gorernment, 
regording mutters relevant to the Agreement; 
publicity within China regarding provision of aid under the Agreement; 
establishment in China of. and treatment to be accorded to. a U. S. Special Mis¬ 
sion for Economic Cooperation; 

settlement, by reference to an agreed upon international tribunal, of claims 
espoused by either government on behalf of Its nationals against the other 
government for compensution for damage arising as a consc<|uence of govcrii- 
mciital measures taken after April 3,1948; 
entry into force, amendment and duration of the Agreement. 

Advisory Bodies 

Two advisory bodies have on request furnished helpful counsel and guidance on 
broad questions relating to the planning and conduct of the Eca China Aid 
Program: The Notional Advisory Council on International Monetary and 
Flnoncial Problems, established by Congress, and the Public Advisory Commit¬ 
tee for the China Program, appointed by the Administrator under authority 
granted In Public Law 472, Section 107 (b). 

Members of the National Advisory Committee for the China Program have 
been: Isaiah Bowman, president-emeritus of Johns Hopkins University and 
a member since 1040 of the Permanent International Commission for China and 
the United States; Arthur B. Foye, senior partner of the International public- 
accountant firm of Haskins and Sells and, since 1040, president of (he Fur East-^ 
America Council of Commerce and Industry; Paul V. McNutt, former ambassador 
and United States high commissioner to the Philippines, and president and 
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c hairman of the Board of United Serricp to China ; Elizabeth Luce Moor^ f^e 
rhnlrinan of the USO Council, one of the founders In 1040 of United China 
Relief, and a trustee of Wellesley College, of the China Institute In Ai^rica. and 
of the United Board for Christian Colleges in China; and Walter S. Robertson, 
former minister-counselor for economic affairs at the United States Embassy In 
Chungking, and a principal assistant to General George C. Marshall during 
Ills special mission to China In 1045-1946. 


KCA Migsion to China 

Authority for the estiiblislmient of a special Et a Mission to China is con¬ 
tained in Public Law 472. Sections 109 and 403. 

The organization of the China Mission began with the appmntment of Roger 
D Lapham. former mayor of Sun Francisco, ns Chief of the Mission. The 
appointment was made on May 5. 1048. and Mr. Lapham arrived in China 
on June 7. accompanied by Initial members of a Reconstruction Survey Group. 
Staffing of the Mission has been kept at a minimum consistent with the efficient 
IM«rformancc of Eca economic aid functions in Chinn. As of December 31. 194.s. 
89 Americans and 355 non-Americans were on duty with the Mission. 

Clearances between Eo.v Headquarters nml the China Mission are coiulncted 
through a China Program Division in Washington. This Is a staff office of 
20 persons which facilitates the Integration, without needless duplication, of 
China oiK-ratloiis wUhln the general framework of Eca financing and supply 
oporatlons. 


BKI-ATIONS WITH THE Cni«NE6e OOVEBIiMMiT 

To provide for no onlerly conduct of relations between the Chinese Govern- 
ment and the Eca China Mission, the Government appointed a Council for 
United States Aid (Cuba), with the Prime Minister ns Chairman, which In¬ 
cludes In Its membership the Ministers of Foreign Affairs, Finance, and Ck>ni- 
munlcntions, the Governor of the Central Rank, the Chairman of the National 
Resources Commission, the Mayor of Shanghai and the Chairman of the Chinese 

Technical Mission to the United States. 

The Economic Cooperation Agreement between the United Slates ami the 
Chinese Governments, signed at Nanking on July 3, 1948, by the United States 
Ambassador and the Chinese Minister for Foreign Affairs, provided the frame¬ 
work of understanding and agreements on the basis of which Eca operations 
In China have been conducted. The text of the Agreement appears in tlie final 
section of this paper. 


TAKF.OVER FBOM U. B. CHIltA RELIEF MISSION 

The first organizational problem faced by the Chief of the Eca Mission to 
China was the need to make provision for the orderly transition from the work 
of the U. S. China Relief Mission, which had been responsible for the $46,000,000 
Interim relief program In China, previously provided under Public Law 84, to 
the new program under Eca direction. Arrangements were made for the tem¬ 
porary transfer of considerable numbers of the personnel In the China Belief 
Mission, in order to ensure the orderly liquidation of that Mission’s ressponslbll- 
Itles under the supervision of Eca, and at the same time to utilize, for the 
benefit of the Eoa program, the experience of personnel already available In 
China, who bad been working with a program similar In certain respects to the 
China Aid Program. 
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reSu^ t^t^rrii ^ included principally the receipt and distribution of 

the ^ ^ f " supplies, responsibility for residual proceeds from 

cSrren ^ carrying on or liquidation of various local 

currency projects agreed to by the China Relief .Mission 

Approximately 2.-,.000 tons of CRM rice nn.l flour valuetl at about S3.8 million 
ere on hand on June 30. 11M8. which were taken over and distributed under the 
Jil^rv Sion of the Eca Mission through the rationing system. Approximately 
million worth of medical supplies and 3G70.000 worth of pesticides were on 
order In the United States, to he dellvere<l daring the early months of the Fca 
proCTam The general policy governing distribution of medical supplies has been 
to distribute them for the greater part free of charge and In large part in outlying 
areas where it has not been feasible to ship Eca bulk supplies. About a third of 
the pesticides has been reserved for the use of the Rural Reconstruction Com- 
m ^lon. the remainder being sold through normal commercial channels or dis¬ 
tributed free by the Ministry of Agriculture through agricultural demonstration 
centers. 


There was virtually no cash balance In the CRM local currency account at the 
time of the Eca takeover. However, commitments had been entered Into for 
over 200 projects predicated on anticipated proceeds from the sale of undistrib¬ 
uted rice and flour. The Eca. accordingly, assiimed responsibility for the orderly 
completion or liquidation of these projects. In July and August, the equivalent 
of US $107,600 was disbursed from the local currency Special .4ccount for these 
purposes, about 55 percent for public works, 43 percent for medical purposes and 
2 percent for miscellaneous projects. After August, considerable wee<llng out was 
done In order to reduce the number of projects to a number which would permit 
adequate supervision and these have been included In the overall Eca-Cusa 
program for the Special AccouDt. 


0E0AN2ZAT10I7 

Hoadquorters of the Eca Miasloo to China were established io Shanghai and 
regional offices In Nanking. Peiping. Tientsin, Tslngtao, Canton and Talpeh (on 
Taiwan or Formosa). 

The approved pattern of the Mission as of December 31.1048. Is reflected in the 
accompanying organizational chart. The principal functions of each organiza¬ 
tional unit within the Mission are set forth in the Appendix. 

Assistance has been given to the Mission by Eca Headquarters in the recruit¬ 
ment of American personnel and the coordination of personnel procedures, fiscal 
activities, and administrative management in accordance with Headquarters 
procedures and in compliance with foreign service requirements of the State 
Department. 


ADUINISTHATIVE EXPENSES 

The Boa China Program has operated under a limitation, for administrative 
expenses incurred In U. S. dollars, of $1.2 million—less than one-balf of one per¬ 
cent of the amount appropriated for the current China program. This necessi¬ 
tated rigid economies In the planning of staff requirements, and a maximum use 
of other agencies and means in order to develop an clTectlve field organization. 
The $1.2 mlllloo celling did not apply to administrative costs provided from 
counterpart local currency funds lo China, from which source approximately 
three-fifths of the administrative costa of the Mission are being met. 

Administrative expenses, with the benefit of special arrangements referred to 
below, were held, up to the end of December 1048. within an amount provisionally 
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estimated at approximately SoOO.OOO. HowcTer. a large percentage of these 
expenses were incurred during the last quarter of the calendar year 1948. This 
was attributable chietly to two factors: (a) the fact that the Eca China 
was not fnllv stafTod. and operations in China were not Id full swing, until t ip 
O ctober-necember quarter: and (h) the nece.s.slty of incurring increased expenses 
(uottably for extensive transfers of supplies and personnel, including the removal 
of some dependents) as a result of unsettled and uncertain conditions in north 
and central Cliina. A third factor coiitributlug to lugher cosLs was beginning to 
appear at tlie end of the year, namely, the necessity, with the excessive rate of 
depreciation of Clilnese currency, of meeting certain administrative expenses out 

of D.S. dollars instead of local currency. 

Taynient for expenses incurred on behalf of American members of the Mission, 

iiH'Iuding travel for members and clepcndents. is governed b3rU. S. Foreign Sor\lcc 
regulatl«ms wl)icb are mandatory with respect to Eca employees. 

MlUtary developments In China have made necessary budgetary provisions 
for the voluntarv removn! of certain dependents and household effects from 
threatened areas. As of December :n. 1948. some dependents and women em¬ 
ployees with clilldren were being evacuated, and some members of the Mission 
had lieen reassigned in accordance with clianglng program plans. 

The use of consulting engineers or engineering firms on a contract basis, lit 
connection with the develoi)meiit of surveys and plans for reconstruction projecLs 
in the industrial field, has made it possible to have competent engineering 
surveys and to prepare for supervising this part of the program without incurring 
direct adiiilnlstrative expenditures in excess of the celling on administrative 


costs. 

A similar saving has been effected In the ease of the rural reconstruction pro¬ 
gram. As indicated above, the Congressional appropriation for this program, 
to be supervised by a Joint Commission on Rural Reconstruction, was 'an 
amount equal to not more than 10 per centum’* of the appropriation for economic 
aid to China, whicli amount could be in U.S. dollars, proceeds In Chinese cur¬ 
rency from the sale of commodities made available to Chinn, or both. From 
the celling of $27.5 million tlius established for the rural reconstruction program. 
$2.6 million was tentatively earmarked for availability in U.S. dollars, to be 
used principally for salaries, dollar administrative requirements and essential 
procurement of agricultural supplies and educational media. The Joint Com¬ 
mission’s allotments for both program and administration represent a program 
cost and are thus not chargeable to the limitation on administrative funds for 
the China Mission. 

To avoid needless administrative duplication and expense, administrative 
nrrrangements were entere<l Into between the State Department and the China 
Program of Eca. In which the State Department agreed to provide communica¬ 
tion facilities and to assume disbursing functions with respect to U.S. dollars 
and to perform such minor services, in return for which Eca would reimburse 
the State Department, either through direct payment or through the provision of 
agreed scrrlccs as needed by American or alien personnel. 

Economies In time and space facilities were effected by the takeover of office 
and warehouse space and equipment previously utilized by the China Belief 
Mission operating under P.L. 84. Effective coordination with the Chinese Gov¬ 
ernment Council for U.S. Aid (Cuba) was facilitated by a provision for Cuba 
offices In tbe same location as those of the Boa China Mission. 

The civil war, with Its attendant disruption of rati services, has made neces¬ 
sary an almost exclusive use of air travel on the part of tbe members of the 
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Mission in China. Including chartered flights when necessary. Telegrai.h work- 

oads in excess of available capacities through diplomatic or miiitarj- channels 

have nece^.tated a considerable use of comtiiercial telegraph facilities for 
unclassihecl operational messages. 

Through the economies and special arrangements outlined above direct admin¬ 
istrative expenses charged against the Eca program in China were, as of Decern- 
ber ai. 1948. within an administrative budget based upon the $1.2 million liinita- 
tion for the one-year period of the authorizing legislation. And it was expected 
that admliustrative expenses incurred in the course of operations through April 

1J4J. would, despite the rising costs referred to above, be kept within this 
Uniitution. 

COMMODITIES PROGRAM 

The commodities program has had as Its aim tlie provision of a continued flow 
to China of certain key commodities essential to the maintenance of niinirnuni 
economic activity niid subsistence in the urban centers of China. As indicated 
above, resources available for Eca commodity imports Into China were not of a 
.snrtlcient order of magnitude to reiluce substantially the grwit Imhalaiice in tlie 
Oilnese national budget or to solve the nation's balance of payments problem 
by providing all essential Imports wbich could not t>e financed by tlie Cliiricse 
tliemselves. It was essential, tlierefore, to concentrate uixni the commodities 
which were of most strategic Importance in helping to bolster China’s Inlornal 
economy. Commodities procured under the Eca program hare included food, 
cotton, petroleum, fertilizer, and coal. In iiUdltion. as luentioneil above, some 
residual medical supplies and pesticides were taken over by the Eca. from the 
earlier U.S. Foreign Relief Program, for ilistributloii. ITie scope and character 
of each of these comnioilUy programs ore discussed below. 

Procurement and Shipment 

Following consultation with the National Advisory Council, Eca decided to 
finance commodities for Chinn entirely on a basis of grants, not loans. The 
reason for this action lay in the state of the Chinese Government's external 
finances, as described in an earlier section of tills paper. 

Commodity procurement bus been conducted by two methods—through private 
trade channels for cotton, fertilizer, petroleum and coal, and througii the U.S, 
Department of Agriculture for rice, wticat and flour. 

Cotton 1ms been purchased through Eca financing by the Chinese Textile 
Industries, Inc., a quasl-goveniineut corporation, from U.S. cotton brokei-s 
submitting bids through ogents in ShaoghaL Fertilizer has been purchased by 
the Central Trust of China from suppliers prcscutlug bids, over-all quantities 
purchased being governed by the size of International Emergency Food Committee 
allocations to China. Petroleum products have been purcbase<i from suppliers 
on tlie basis of recommendations submitted by a Joint Cbluese-Amerlcan sub¬ 
committee of CUSA, these recommendations being based on the prewar supply 
pattern; although this method of selecting suppliers has to some extent reduced 
the scope of price comi>ctitioo, prices paid for petroleum have been carefully 
scrutinized in the light of Section 202 of Public Law 703. 

Procurement of wheat and flour has been from United States surpluses, pur¬ 
chases being made by the Commodity Credit Conioration of the U.S. Department 
of Agriculture from private suppliers on the basis of competitive bidding. These 
purchases have been against U.S. Department of Commerce allocations, determin¬ 
ing the total quantity of U.S. wheat exportable to China. Rice has also been 
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procured by the Couiiuodity CTe«lit CorporatioD. pursuant to SecUou 121, Public 
Law 472, chiefly in Slam and Burma, purchases being made against Iefc 
allocations. 

Up to December 31, 1048. more than 90 percent of the BcA-financed cargo ton¬ 
nage originating iu the United States and delivered to China had been shipped 
in U.S.-Ilag vessels; this was far in excess of the over-all requirement for Eca 
( in section 111 (a) (2) of Public Law 472) -that at least 50 per centum of the 
gross tonnage of couunoclities, procured within the United States out of funds 
made available under this title and transporteil abroad on ocean vessels, is so 
transported on United States-Uag vessels to the extent such vessels nre available 

at market rates.” 


Procurement and Pricing o/ Commodities in China 

Aid in providing essential commodities has been regarded by the Eca as a 
supplement to. and not u subsUtute for. production and supply efforts by the 
Chinese Government. This has been especially true with regard to the food pro¬ 
gram. In connection with which the Eca China Mission has undertaken to secure 
as eflective performance as possible by the Government in providing from in¬ 
digenous sources a substantial share of the food supplies required for the cities 
receiving Eca food shipments. In order to minimize the degree of subsidy t<> 
private consumers at the expense of government income, the China Mission has 
undertaken, with varying results, to exert its Influence In favor of the seUlng of 
rationed food at, or near to, actual market prices; the same Is true with respect 
to cotton goods and petroleum products. Similar influence has been exerte<i, as 
far as practicable, with regard to prices for coal, rates for electric power, or 
levels at which any ontorprlse, directly or Indirectly assisted by Eca, sells Its 
products. 

End-V$e Control 

Measures essential to effective ond-use control have been carefully developed for 
each of the comiutHllty programs, In order to assure that supplies provided through 
Eca would go to the recipients for which they were Intended, to furnish maximum 
assistance to iwople and Institutions within Chinn, to support efforts of the 
Government to increase production and stabilize economic conditions, and gen¬ 
erally to secure the best results attainable through the expenditure of Eca dollars. 

Food has been distributed through controlled rationing sj'stems In major cities 
of Chinn, and a detailed record has been kept of individual recipients of this aid; 
Eca representatives attend ns observers the meetings of City Food Committees, 
and ElcA investigators Inspect and report on all phases of operations under the 
rationing program. The cotton aid program is directed in China by a Joint Man¬ 
agement Board whose decisions require CUSA and Eca concurrence; a system has 
been established for following cotton through conversion into yarn, the conver¬ 
sion of yarn Into cloth, and the subsequent domestic use or export of the resulting 
textiles. Petroleum has been distributed primarily by major oil companies which 
themselves help to make sure that EcA-flnanced oil goes only to the uses for 
which It Is allocated; a Joint CUSA-Eoa Petroleum Committee estimates require¬ 
ments and supervises distribution. Control arrangements are being developed to 
Insure that fertilizer will be distributed In n way that will achieve rooxlmum effect 
In Increasing food production. 

Further details with respect to end-use controls are contained In the descrip¬ 
tion below of the several commodity programs, and In the Appendix. 
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Food 

The Interior of China—including countryside, towns and cities—has uormaily 
been relatively self-sufficient in foodstuffs, but the larger coastal cities hare in 
recent decades become increasingly dependent, for part of their food su[)ply. on 
imports from abroad. A.s previously indicated, the problem of food supplies for 
these cities became acute in the spring of 104S due to the disrtiption of communi- 
cations and trade by the civil war. spiralling inflation, and increasing strains upon 
the Government's foreign eschnnge resources. 

INCEPTION OP rOOD RATIONING !N POSTWAR CHINA 

Food rationing in postwar China wn.s first devehjped in the program of the 
Unitetl States China Relief Mission. Under this progroin the U. S. Government 
provided—for the five major coastal cities of Shanghai. Nanking. Canton, Peiping 
and Tientsin—approximately 200.000 tons of rice, wheat and flour, of which more 
than 150,000 tons was distributed before tbe end of June 1948. Contributions 
from the Chinese Government approximately matcbcHl this tonnage, wlili the 
result that between March and the close of June about 300,000 tons of foo*l was 
sold at prices considerably lower than those prevailing on the open market to 
between 11 and 12 million inhabitants of these cities. 

Each individual, under tbe rationing program, was limited to a monthly pur¬ 
chase of 10.5 pounds of rice or flour, although no one was limited In the amount 
that might, if available, be purchased at inflated prices on the open market. 

Tills program was an Innovation In Chinn. Food rationing on a major scale 
had not previously been practiced there ns It has in most other countries of the 
world where shortages posed a problem of equitable distribution of available 
supply. Chinese officials considered the matter long and carefully before under¬ 
taking the responsibility for a program which dependoil for its succe.ss uixm Uie 
development and maintenance of relatively complicated administrative machinery. 
However, once started, the administration of the progroin was carried out with a 
record of competence, precision and honesty that became a source of gratification 
to all parties concerned, including the Chinese officials responsible for the 
operation. 

8E\-KrT-crrT rationing pboobaxi 

Following the first arrival of Eca food supplies in China, it was decided that 
tlie rationing program should be continned as tbe best means of applying U.S. aid 
in an equitable manner, of retarding somewhat the rapid rate of price increase, 
and of providing an added source of revenue to the Government Under the Eca 
program, the number of cities participating in rationing was extended to include 
Swatow and Tslngtao. In the latter city, the U. S. Navy malntaiiieil a base in 
an area which was surrounded by Communists and cut off from local sources of 
food supply. 

The somewhat fluctuating population of the seven cities participating in the 
rationing program ranged. In total, between 12.7 and 13 million during 1048. 

Under arrangements agreed upon between tbe Eca China Mission and the 
Chinese Government Council for U. S. Aid (CUSA), agreement was reached on 
the setting up, within tbe Chinese Government’s Ministry of Pood, of an Office of 
Emergency Food Procurement (OEFP), which was to bundle indigenous pur¬ 
chasing for the rationing program. Tho OEFP undertook initially to procure 
from indigenous sources approximately 00 x>ercent of the total food required for 
tbe operation of the rationing system, and Eca approximately 40 percent. 
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EMEBQENCT FEKRING PKOOBAM8 

In addition to this rationln« prosmin for seven cities, a limited emergency feed¬ 
ing program for Mukden was developed while that city remained In Nationalist 
liands. Nearly one thousand tons of flour delivered under this emergency pro¬ 
gram wore cooke<l an<l fed directly to key groups of workers with appropriate 
puhllcity. The resultant increase in morale was notable until, with the Commu¬ 
nist assault on Mukden, the program had to be suspended. Some 400 tons of Eca 
flour In Chlnchow awaiting airlift to Mukden were cnpture<l by the Communists 
iluring their rapid advance in that sector. 

In order to coin? with the heavy influx of refugees into Tsingtao from the war 
zones and to compensate for the rcduceil supplies of Indigenous food coming 
into the city because of communist occtipation of surrounding territory, the Lca 
Citinn Mission has also provided, in that city, continuing support for a special 
Refugee Feeding Project originally instituted under the CRM program'. This 
project, conducted outside the rationing program In cooperation with mtinlcl- 
pnl authorities, consists of open-air kitchens which prepare and serve daily 
IK>rtions of rice congee to an estimated 100,000 refugees. Damaged rice, sweep¬ 
ings and poorer grades of rice unsuitable for rationing, which are received in 
Eca shipment.s from southeast Asia, arc set aside for this projwt in Sliaiiglmi. 
for transshipment to Tsingtao. Tlie bulk of shipments have been made via 
vessels of the U.S. Navy, which considers the project n necessary emergency 
measure effective In the maintenance of orderly conditions in Tsingtao. Re- 
riiilroinents for the proji'ct are 1,.100 tons per month. 

AUGUST 10 REOUEATIONS AND INniOENOUS PROCUREMENT 

An element of subsidy was Inherent in the seven-city rationing plan. Rut it 
was never intended that the prices of rationed cereals would be allowed to fall 
far below open market prices. At first, prices for rationed foods were adjusted 
monthly to a level approximately 5 percent below prevailing open-market rates 
and bold there throughout the ensuing month, regardless of price rises in the 
open market. Thus the Government was in a position to obtain much needed 
revenue from sales of rationed rice and flour, even though some slight subsidy 
accrued to the iieople, for the U.S. supplies thus sold cost the Government noth¬ 
ing and al! local currency returns from this sale constituted a net gain. 

Under the Government’s August 10 reform measures, however, ration prices, 
particularly in the central and north China cities, were set well below market 
prices, with the result that the dependence of the program on govornniental 
subsidies becnn>c heavy during the period until November when these meas¬ 
ures were drastically revised. As the military, political and economic situation 
deteriorated, the Government deemed it e.xpedient to use the rationing programs 
to provhle an outright subsidy to all the people In the urban coastal cities in 
nn effort to mitigate public discontent. At this time, wages were lagging so far 
behind essential commodity prices that the city populations began to be unable 
to purchase minimum requirements of dally necessities. Eca offlclnls reluc¬ 
tantly acquiesced In the selling of U.S.-contributed food supplies along with in¬ 
digenous supplies, at what to the Government were ruinously subsidized prices, 
but warned that the policy would prove exceedingly costly. 

Since Eca funds for food procurement were limited, it appeared advisable at 
the outset to conserve them In large part to provide foodstuffs for the 1948-40 
winter and spring months ond thus assure rationing stippiles at the time of the 
year when food is normally less plentiful. The Chinese Government agreed to 
find and deliver the foodstuffs needed for rationing during the last quarter of 
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1048, with IhtJ uridur^tandiiig that the* Ec.\ would uuilertake to supply a major 
portion of the ration during the first quarter of r.MO and to deliver additional 
food thereafter to the extent of availability of funds from the 1018 appropriation. 

DifiScuItles tleveloped in the iinplenientatioD of this plan. The obtaining of 
indigenous supplies by the CJiineso Offp was slow and erratic; its attempts to 
purchase domestic food supplies wore inspired by luck of suflicient appropria¬ 
tions and by tlie disparity between othcial and black-market prices. There 
was a failure to act quickly to procure domestic supplies in quantity when the 
harvests were in. Anticipated purchases of rice in Buriua did not materialize. 
Some flour was collected at Shanghai for the ration In the cities of north China, 
but commandoeriDg b3* the military of the ships selected for the transport of 
these supplies cause<l consulorable delay in their movement. As Indicated above, 
the unsuccessful economic regulations promulgated by the Government on Au¬ 
gust 19, 1948* resulted In the exclusion from China's major cities of normal 
free-markot supplies of indigenous foods. The acute shortages, dramatized by 
all-night queues in front of food shops, were Intensified by a partial breakdown 
of the rationing system during October. At the middle of October none of the 
cities except Canton and Tsingtao had eveu been able to start the October 
ration, and one city was still trying to fulfill the September ration commitment. 

Throughout this period, the Eca China Mission pressed for the lifting of 
arbitrary food price ceilings In the cities, for a realistic pricing of rationed foods, 
and for more vigorous efforts by the Ocfp to procure indigenous supplies. 

SPCCD-UP OP ECA DELJVEEIES 

Stei)S were also taken to speed up Eca deliveries of wheat, previously sched¬ 
uled for the first quarter of 1040, lu order to move up to November and December 
the resumption of Eca’u contribution to the ration system. Some success was 
achle^d In the acceleration of Eca sldpments to China—which proved to be 
of crucial importance In allaying unrest In major cities—and in the development 
of more realistic pricing for rationed food, but indigenous procurement efforts 
by tlie Chinese Oovernmeut continued to lag. 

Reported shipments as of Dccemer 31, 1948, under procurement programs 1, 2 
and 3 (for the second, third and fourth quarters of 1943, were valued at approxi¬ 
mately $37,(XX>,000 for the purchase of 120,000 tons of rice and 107,000 tons of 
wheat and flour. In addition, about 25,000 tons of rice and flour had been received 
as residue from the China Relief Mission and 9,000 tons of rice had been borrowed 
from Hongkong to relieve a threatened November food shortage in Shanghai. Of 
these amounts, approximately 120,000 tons of rice and 30,000 tons of wheat and 
flour bad before the end of December been released for the rationing programs. 
Additional Program 3 stocks either en route, loading or waiting for shipment, 
at the end of 1948, totaled 27,000 ton of rice from Siam and Burma and 56,000 tons 
of wheat and flour from tlie United States. 

8UFEBVTSION OF EATlOMIKO PfiOGXAlf 

Although administered by Cbioose Government officials, the Eca food program 
in China has been carefully supervised by Eca representatives who have Insisted 
upon the maintenance of high standards of performance and honesty. Mindful of 
the considerable pilfering and misuse of food supplies previously delivered under 
the Ukrea program, Eca baa paid utmost attention to the problem of end-use con- 
troL Strict supervision and careful checking have been applied to every pbase 
of distribution In order to assure that all EcA-flnanced food supplies allocated 
to the rationing program actually reach the end recipient. A detailed desorlp- 
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Uon of ratioiiiiig and end-use control under the Eca food progi am is contained in 
(he Appendix. 

The United States has delivered Us contributions to the rationing programs 
regularly and on time. Eca officials in China have manifested constant concern 
that the rationing program should be conducted for the benefit of the people as a 
whole. These facts are well known to the millions of persons affected, and has 
done much to sustain their faith in the friendship of the American people. 

Cotton 

The first step In the cotton program involved an easing of pressure upon China s 
strained foreign exchange resources by Eca financing of existing consignment 
.ontiacts with early delivery dates; these contracts were between the China 
Textile Industries, Inc., and the agents In Shanghai of American cotton shippers. 
All of the cotton Involved was programmed for supply from the United States. 
In tlie course of authorizing procurement of this cotton, provision was made for 
joint supervision, by the Government and the Eca China Mission, of processing 
and distribution of raw cotton after arrival in China. 

The total cotton program dcveloi>ed under the current China Aid I*rogram In- 
v«.lved an expenditure of nearly $70 million. During October 1048, the first of 
this cotton reached the mills and the system of control and reporting of end use 
was perfected. As of December 31, cotton in the amount of 209,038 bales, costing 
approximately $rj2.7 million, had arrived In China and was being allocated and 
distributed to the mills; 51,000 bales of yarn and 557,000 bolts of cloth (40 yards 
each) had been received back from the mills. 

Under the Eca China aid program, all cotton is procured through private trade 
channels. CJotton shipments to China are continuing under schedules designed 
to maintain production and employment while avoiding any undue advauce stock¬ 
piling. 

The Chinese textile industry with about 3,000,000 operable spindles Is China’s 
largest nmiiufacturlng industry and raw cotton Is one of China's vital imports. 
Not only are the cloth and yarn produced of great significance to the Chinese 
economy, but a high level of employment among the textile workers is important 
to the maintenance of rclattvo stability in Indnstrial centers, partlcnlarly in 
Shanghai. 

HAW COTTON SUPPLY POODLEU 

Before the war, cotton grow'n In China supplied the bulk of the fibre required 
to keep the textile mills In operation. Due to some reduction In cotton acreage 
and, more Important, to the extensive disruption of Internal transportation trade 
caused by the civil war (see accompanying map). Indigenous cotton has gone 
largely into household use and China has had to depend on Imports for more than 
n third of the cotton used In her mills. In the year 1047-1048, mill consniDptlon 
was about 1,050,000 bales; imports of cotton were about 700,000 bales (as com* 
pared with a prewar level of Imports of S40.(X)0 bales). Procurement was In 
considerable part from India, and limited quantities were purchased also from 
British East Africa, Burma and Egypt. 

Provision of the necessary foreign exchange for cotton importation has been 
for China a problem of increasing proportions. The Eca program, which financed 
300,000 bales In 1948 and in January of 1049 was In process of financing an addl* 
tlonal 100,000 bales, has been a major factor In the sustaining of production and 
employment In China's textile Industry during the latter part of 1948. 
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VSE AND CONTROL OF ECA COTTON IMPORTS 

The plan developed for the use of Eca cotton iiniwrts called for the conver¬ 
sion Of tlie cotton Into yarn under arrangements Involving processing or trading 
at a fixed ratio under which raw cotton is paid for by the processing and in 
most cases by conversion of the resulting yarn into cotton cloth. The Council for 
Unlt^ed States Aid (CUSA) and the EIca Mi.ssion to China agreed upon a division 
of the yarn and cloth produced from Eca cotton, with 50 percent to be useti for 
domestic consumption and the rest to be exported-the proceeds to be used for 
purcliase of additional raw cotton. Exports under this program had up to 
December 31. lOdS. earned an equivalent of more than $4.5 million In foreign 
exchange, all sales being to conntries of southeast Asia. Domestic distribution 
IS largely by direct sale through commercial channels; some of the textiles, 
however, have been used in barter schemes, as described below, designed to 
bring more food Into the cities. More than 2.000 bales of yarn and cloth made 
from Eca cotton were bartered In Nanking. Shanghai and Nanchang for 33.000 

piculs of rice at a time when no other grain was moving into these cities from 
producing areas. 

Ihe arrangements adopted followed careful planning nnd careful negotiation 
by the Mission with the Chinese Government. The conversion, storage and 
disposition of EcA-flnanced cotton shipments to China are under the control 
of a Joint Management Board, and full records of each stage of the process 
are kept for end-use control purposes. Details of the end-use control mechanism 
developed are presented In the Appendix. 

Petroleum 

since production of crude oil in China is negligible, the country is almost wholly 
uependent upon imports of petroleum products required In the operation of utUl- 
tiea, transport facilities, and manufacture and for household use The cutting 
off of cool from north China, as a result of the civil war. Increased greatly during 
the year the relative Importance of petroleum products for imwcr and industrial 
units In which they could be substituted for coal. 

Taken as a whole, petroleum Imports were vital to the operatlou of China’s 
limited transport faciliUes and Industrial plant. Diesel and fuel oil were essen- 
tial to the operation of power plants and other utilities. These types, as well as 
motor and aviation gasoline and lubricants, were essential to the operation of 
water, rail and air transport. The use of kerosene, normally In wide demand 
for household lighting and fuel In rural districts and towns lacking electric power, 
has been restricted by disruptions In transport, but there has been continuing 
demaud in the more accessible areas. 

USB or nOBUAL TEADE CHANNELS 

The petroleum program Involved, at first, negotiations on the part which each 
of the petroleum distributing concerns and the large end users in China would 
play In the Importation and distribution of the products. The problems Involved 
were largely settled about the middle of 1048, and firm authorizations were there¬ 
upon prepared for issuance. 

As a result, the Importation and distribution of petroleum products under the 
Eoa China Aid Program have been entirely through normal trade channels and 
the bulk of the business Is bandied by the Standard Vacuum Oil Co„ the Shell 
Company of China. Ltd., the California Texas Oil Ob., and the Chinese Petroleum 
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Corporation (an agency of the Chinese Gorernnient). A number of small Im¬ 
porters and distributers have also participated in the program. The oil com¬ 
panies at first charged somewhat higher prices for petroleum products to China 
than to other destinations in order to recover thereby the foreign exchange 
component of internal distribution costs. Such price differentials were not satis¬ 
factory either to the Chinese Goverilmeiit or Eca : consequently Eca has indi¬ 
cated its willingness to finance only such petroleum shipments as are priced 
..n a cost-and-freight basis and are within the U.S. market price as provided 
in Section 202 of the appropriation act (Public Law 793). 

As of December 31. 1948. the Central Bank of China had financed petroleum 
brought into China under the Eca China Aid Program to a value of about $28 
million, for which amount the Central Bank of China was to be reimbursetl by Eca 
as rapidly ns the requisite documentation Is furnished Eca by the Central Bank 
of China. 

Iti view of the Central Bank’s straitened foreign exchange position, Eca 
Ileailquarters on November 20. 1948 authorizofl an advance of $15 million to 
the Central Bank to enable it. ponding reimbursement by Eca. to continue financ¬ 
ing the release and distribution of i>elroleuni products in China. Shortly before 
the end of tiie year, the reimbursement procedure was abandoned, and arrango- 
moiiLs were made to finance all future petroleum shipments (and releases from 
bonded tanks of products already in Chinn) by letter of commitment to U.S. 
banks. In connection with the new procedure, the Eca Ml8.slon to China was 
given the responsibility of approving each shipment or release In advance, in 
order to avoid undue stockpiling of petroleum products In Chinese imrts. 

AOMINISTnATION OF PEtnOl.EUM TROORAil 

Requirements programs have been prepared on a quarterly basis by the CDSA- 
Eoa Petroleum Comuilttee. which includes both active members and observers 
from CUSA and Eca. Up to the end of 1948, prices within Chinn were deter- 
iiiino<l by the Oil Allocation Committee, with approval of the Executive Tuan; 
the CUSA-Eca Petroleum Committee has sought Executive Yuan approval of a 
plan to authorize a CUSA-Kca-Eid (Export-Import Board) Price Adjustment 
Committee in Shanghai to make periodic reviews and price adjustments on Its 
own Itiitlntlvc. in order to keep prices on a realistic basis and prevent the oil coin- 
panics from sustaining losses because of currency fluctuations. 

With Eca assistance, production has been continued at the Kao-hsinng refinery 
in Taiwan to which, at the end of 1048, 225,000 barrels of crude oil were being 
provided monthly, for conversion into motor gasoline, diesel and fuel oil and 
kerosene. The plan under which this assistance has been given was developed on 
the basis of recommendations by an Independent firm of engineers engaged for the 
purpose by the Chinese Government upon the suggestion of Eca. 

End-use control of the petroleum products imported Into China has presented 
fewer administrative problems for the Eca than end-use control of other commodi¬ 
ties. Distribution of EcA-financed petroleum products In China is generally of 
two types: distribution to large users (for example, fuel oU for the Shanghai 
Power Company) and distribution by Individual companies to end users (for 
example, retail distribution of gasoline through filling stations to car owners). 
Since the companies are the distribution agents, and the major distributors are 
two American companies and one British company, these firms themselves pro¬ 
vide a considerable measure of end-use control and are able to do most of the 
end-use reporting required, subject to necessary spot-checking by the Eca Mission. 
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Fertilizer 

Procurement of fertilizer has proceeded within the Uiniutiou of availabilities 
for China from existing world supplies, ns relleiled in allocations by the Inter¬ 
national Emergency Food Council. Although increased use of fertilizers offers 
promise of substantial increases In indigenous food production, its widespread 
application during the iK>stwar period has bwn iiiii>eded by a lack of extensive 
previous experience in the use of chemical fertilizcTs in China, except in Formosa ; 
by a shortage of exleiisiou i)ersounel and organization to train Chinese farmers 
in the effective application of modem fertilizers; and by the ditficulty of de- 
vising effective distribution and end-use control systems within China. Under 
plans being i>erfected at the end of 1948, it was oxpectetl Unit substantial distribu¬ 
tion to end users, particularly In Formosa and south Cbinu, would occur during 
the first quarter of 1049, and that a reasonable luiniinmn of fertilizer could be 
made available in China for Uie spring planting. 

KCA pnOCUIttCMENT OF FKUTlLlZCflS 

Under the current China Program, Eoa Is financing the procurement of approxi¬ 
mately 7S,000 metric tons of chemical fertilizers, at a cost of approximately* 
USf8.9 million; this should be of material benefit In increasing rice production 
in some districts, particularly in sections of Forinosti and south Cbinu. It was 
at first planned to spend U.S. $13.8 million on fertilizers. Subsequently, arrange¬ 
ments were made whereby the Bank of China, the Central Bank and the Taiwan 
Provincial Government undertook to finance from their own resources the pro¬ 
curement of u portion of the nitrogenous fertilizers allocated to China by the 
Intcriiutlonul Emergency Food Committee; Eca thcreui>on reduced its fertilizer 
coiuinitmcnt by 4.0 million dollars. Under these arrangements China is in u posi¬ 
tion to acquire during 1048-40, through Eca an<) Government procuremeut, 
J1U,000 metric tons of ammonium sulplmte and ninmonium phosphate. Having 
been used by Chinese farmers who have previously employed chemical fertilizers, 
Ibese types are considered the most practlcol under prevailing agricultural 
practice, 

AID TO FOOD rBODUClTON IN CillKA 

Fertilizers provided b3' Bca are primarily for use in Increasing yields of low¬ 
land rice, which should mean u corresponding decrease in dependence upon 
importations of rice from abroad. 

It has been fouml, through scientific experimentation and practice, that one 
unit of nUrogenou.s fertniz4*r can produce nu average iucrease in yield of at least 
2 units of clean rice or about 3 units of padd^* rice, all by weight* Tlicorctleally, 
therefore, one dollar's worth of fertilizer should produce three dollars worth of 
grain (in terms of each equivalent to the import cost of on equal amount of 
food). However, owing to high transportation and internal handling vests and 
low price of rice at producing centers in China, a somewhat smaller gain is 
realized. Nevertheless, the use of chemical fertilizer is the most effective means 
known to augment food production in China. 

The total annual domestic production of cliemlcal fertilizers in China, at the 
1048 rate, was only about 81,000 metric tons (30,000 ammonium sulphate, 33,000 
superphosphate and 10,000 calcium cyauamide). A provisional allotment from 
Eoa of |5.5 million to China’s domestic fertilizer industry, aimed to Increase 
substantially production capacity, had to be suspended at least temporarily, 
toward the end of the year, due to disturbed civil war conditions. 
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At tlie cud of 1948, the first 10.000 t«*ns of Eca fertilizer was scheduled to reach 
Slianghal in .Tanuary 1949. This installiuentt on the basis of an agreement with 
the Farmer’s Bank, was to be dl.strlbuted to farmers who. during November 
and December, had advanced rice for the food rationing program. Plans were 
developed for the distribution, through commercial channels in south China and 
Taiwan and through the Joint Rural Reconstruction Commission, of additional 
shipments totalling about 61.000 tons. 


Coal 

China’s principal coal-producing centers have been in north China and Man¬ 
churia. As Indicated on the accompanying map, military development.s together 
with the cutting of vital transportation routes during 1948 interrupted the flow 
()f coal from north China producing areas to consuming areas In central Chinn. 

Arrangements were made, therefore, for Eca procurement on an emergency 
basis of limited stocks from Japan through the Supreme Command, .<VlIied Powers, 
Pacific (Scad organization. Before the end of 1948, coal in the amount of 
15,000 tons had been obtained from Japan at a cost of about $280,000, and there 
was a pro.spect tliat furtlier emergency procurement would be required. 

ilcdical Supplies 

About $5 inlllioii worth of medical supplies wore procured for China under 
Public Law 84. the U. S. Foreign Relief Program. Most of these supplies arrived 
in China after the expiration of the China Relief Mission on June 80, 1948; they 
became, therefore, an Eca responsibility. As of December, nearly 90 percent of 
the supplies programmed by the China Relief Mission had arrived in China. 

The reception, storage and transportation phases of the medical supply program 
have worked smoothly and losses from pilferage and Improper handling have 
been negligible. Special medical warehousing units established have operoted 
with a high degree of efllclency. On the basis of careful allocation and distribu¬ 
tion planning by the Council fur U. S. Aid, the Eoa Mission to Clilna, the Ministry 
of Health and the iDtenintionnl Relief Committee, the distribution of these 
supplies was proceeding regulnrli' at the end of 1948. 

Distribution from Shanghai was being accelerated in view of the rapidly 
changing political and military situations; additional warehouses were being 
stocked in Canton and Tiiipcli (on the Island of Taiwan), leaving In Shanghai 
only supplies required In that area. It was expected that final distribution of 
medical supplies to end users would bo completed by May 31,1949. 

PetiMdea 

Eca also took over from the China Relief Mission responsibility for $537,(XK) 
worth of pesticides which reached Chinn during 1948; most of these supplies 
arrived too late for distribution during the lifetime of the China Relief Mission. 

Flans were developed and agreed upon between Eoa and the Chinese Oovern- 
ment in Scpteinber, for allocations of 35 percent of these pesticides to the Joint 
Rural Reconstruction Commission, 16 percent to the Ministry of Agriculture and 
Forestry for free distribution at agricultural demonstration centers, and the 
remaining 60 percent for sale through commercial channels. Sales during Octo¬ 
ber and November were principally in south Elangsu and north Chekian areas 
bordering the Shanghai district and were concluded In time to give needed 
protection to crops. When seasonal demand from farmers In these districts 
censed, sales efforts were directed to south China where, with a long growing 
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tseasoD, the need for insecticides continued during ensuing months. In Taiwan, 
where the use of agricultural insecticides is best known, the only channels 
through which farmers ha<l been accustomed to obtain their supplies in the past 
had not, at the end of the year, been utilizc*d In accordance with original plans 
due to lack of requisite cooperation In making supplies quickly available to 
consumers. 

Special Sorter Arrangements 

A barter program, of an emergency nature, was developed initially on a small 
scale. Difficulties esperienced by the Chinese In obtaining (heir quota of domestic- 
food supplies for the rationing program wore such that CUSA and Eca under¬ 
took to exchange limited quantities of cloth and yam (uiaunfacturcd from aid 
cotton) for rice and other Indigenous food grains. 

About two hundred ton.s of cloth were sent to Nanking, for example, to be used 
In exchange for rice, about 150 pounds of rice being obtained for each piece of 
grey cloth 40 yards long. 

In villages near Shanghai a similar type of exchange was developed, and in 
Changsha, commercial center of a large rice-producing area in northern Ilunaii. 
a beginning was made. Such exchanges up to the end of 1SM8, were exi)erlmentnl 
in cbarocfcr. The results attained Indicated that considerable quantltic.s of 
rice could be obtained in this manner, and It was planned that regular supplies 
of yarn and cloth to be used for this purpose would shortly be advanced to Office 
of Emergency Pood Procurement, with Eca observing OEFP operations and 
ensuring strict end-nse accounting. 

In North Oiina Eca representatives were, at the end of November, negotiat¬ 
ing with representatives from General F« Tso-yl’s hea<lquurters and local grain 
dealers. A contract was un<ler consideration calling for 120,000 pieces of cloth 
to be ttsed In exchange for domestic wheat, flour, nn«l coarse grains, the food¬ 
stuffs to be used In a selective rationing plan for workers in e.ssontial services. 
This plan was disrupted by military developments in the Peiping-TIentsin area. 

Two principal purposes wore served by such barters of cloth and yarn for food : 
(a) the obtaining of additional supplies of food for use In the rationing pro¬ 
grams and (2) the distribution of jurn and cloth in interior areas, in many cases 
direct to the farmers without passing through middlemen, thus reducing oppor¬ 
tunities for cloth and yarn to fall into the hands of si>ccuIators. 

Shippififf 

Mention bos been made of the fact that more than 00 percent of EOA-flnanced 
commodities shipped from the United States to China during 104S were carried 
in U.8. vessels. 

Internal administrative rulings deflnlng what types of transportation expendi¬ 
tures are eligible for reimbursing from Eca funds, written principally lor 
application to Europe, are geuerolly applied to China. However, duo to emer¬ 
gency conditions in China the Administration has seen fit to depart from its gen¬ 
eral rules on special occasions. These departures involve the payment of 
partial freight in dollars to certain Chinese ships chartered to move rice from 
Slam and Burma. The rice, procured by U.S. representatives using Eoa funds, 
has been moved to China on an exacting schedule to meet Eca’s feeding program 
ill principal Chinese cities. About $727,000 for freight thus provided before the 
end of December 1048 made possible the movement of 89 Chinese ships carrying 
about 155,000 metric tons of rice. 
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These moTements of rice from southeast Asia to China have not taken place 
exclusively In Chinese ships; funds are made available to U.8. representatives 
to enable them to use American ships interested in the traffic. However, only 
one American ship was used for tliis purpose in 1948; the cost via this vessel 
was $7.50 per ton as comi»are<l with the current Chinese rate of $2.00 per ton 
from Siam. The Chinese rate toward the end of 1948 was $.3.r)0 per ton from 
Burma as compared with an estimated $10.00 per ton in Ameri<'nn vessels. It 
is considered doubtful whether the dollars provided the Chinese cover the out- 
of-pocket expenses of the ship.s Involved, which do receive some additional 
com[)eusn(ion in Cliinc.«o currency from counterpart fnnds. 

The reason for close schednlins of shlppins carrying food Into China has been 
to Import sufficient amounts to prevent starvation and riots, at the same lime 
avoiding stockpiling of quantities that might be lost as a result of the war. In 
addition to scheduling rice shlpment.s. considerable authority was delegated to 
the Boa Mission in Clilna to divert U.S. wheat and flour shipments, as well as 
shipments of otiier commodities, to meet changing situations. When the mili¬ 
tary situation In the vicinity of Tientsin deteriorated, several American ships 
about to discharge in i>ort.s serving that area were diverted to Tslngtao. 

INDUSTRIAL UKCONSTRUCTION AND REPLACEMENT PROGRAM 

A total of $70 inllllon was originally programmed for Industrial reconstruction 
and replacement projects in China. The legislative history of the Chinn Aid Act 
Indicated considerable Congressional interest In this slgnlOcnnt aspect of pro¬ 
posed a.ssistnnco to Chinn. Ehttenslve. painstaking preparations were made, 
including the sending to Chinn of a special Reconstruction Survey Group. In order 
to ensure the most productive use of the funds made available for Industrial 
reconstruction and replacement purposes. 

ATrccssitg tor Smipcnjiion 

However, due to developments In the civil wnr situation In Chinn, it became 
necessary for the Administrator, on December 21, 1948, to announce that work 
on the reconstruction and replnoomcnt program was, to n large extent, being 
.suspended—exceptions being made In connection with the completion of certain 
pre-projcct engineering studies which had already reached nn ndvancc<l stage of 
development. Preparatory work on some of the projects, located In areas of 
Manchuria or north China Involved in or threatened by military developments, 
had already in fact liecn suspended. The scries of defeats sustnlnetl hy the 
Nationalist forces In the fall and early winter of 1948, Jeopardizing the Govern¬ 
ment's position not only at Its remaining bases In north China but nlso In tlic 
Yangtze Valley, bad resiiltcil In chaotic conditions and major uncertainties 
throughout many of the regions in which rcconstriictloii and replacement projects 
had been plonned. 

The susiiension did not eliminate the possibility of renewed activity on selected 
projects in areas remaining accessible. In the event that such a partial resumption 
of the reconstruction and replacement program should at ony future time be 
deemed feasible and expedient. At the time of suspension, all of the projects 
were still In the pre-project engineering stage, no funds having as yet been 
actually committed for procurement 

The following paragraphs present a brief summary of the problems encountered 
in the field of industrial replacement and reconstruction, the planning and pre¬ 
paratory work undertaken, and the practical arrangements developed for the 
inltlntioD and execution of replacement and reconstruction projects In Chinn. A 
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listiijg. with brief (Jos.-ripiions. of the projects for wl.ieh "provisiomil allotments ' 

nore made prn.r to the suspension of this part of the program, appears in the 
Appendix. 

Plnnnino anti Frcpfira(or\/ Work 

Initial platining liad e.niled for an ex|>ondituro of SCO million for reconstruction 
aii.l .?10 million for replacement work ; ns a result of the work of the R.'construc- 
tion Surrey Group, however, much greater proportionate emphasis was placed 
utKni replaeements needed to Increase the productivity of existing enterprises 

Initial memhers of the Survey Group reached China on June 7. The Group 

consisting of 4 engineers. 2 economists, a lawyer and a hnsinessmaii (Charles l! 
Stdlinan) who serve<l as its hea<l. operated as a part of the Eca Mission to China 
After several months’ reviews of conditions in Chinn by the members of this Group! 
the Eca Mission developed. In agreement with the Chinese Government, a tenta¬ 
tive program designed to make a significant start toward the nvonstniction or 
rehabilitation of certain railroads, electric power plant.s. fertilizer manufactur¬ 
ing nulls, and coal, tin and antimony mines—all iti non-Cominunisl China. 

I he program finally re<'oiuiiiPiided by the Survey Group and tentatively np- 
firrncMl by the Administriitor prior to the enfortvd .suspension of this nspc'ct of 
Eca assistance to China, culled for approximately $2.". million worth of new recon¬ 
struction or development. millloD to be spent for replacement assistance, and 
$«.;> million for engineering services and reserves, making a total of $G7-r» million ; 
the lemainlng million was earmarked for foreign exchange expenditures 
required in connection with the rural reconstruction program. Most of the proj- 
eet.s planned were in the tiehls <»f basic Industry and transportation—approxi¬ 
mately .$ 1 . 1 ,,'; million being provisionally allotted for railway reliahilltation. S17.2o 
million for p<iw<‘r plants. $11 million for coal mines and ?r).5 million for fertilizer 
inamifacture. 

Following extensive eoiisidenitiori within Eca of the po.ssIhilUy of extending 
a.ssislance to <-ertaln tyi*es of replacement and reconstruction projects on a loan 
bn.sis, and after subsequent consultation with the National Ativisory Council, It 
was tentatively determlnetl that projects currently under consideration would be 
provi<lc<l on an outright grant basis, leaving «ipen the jio.ssIbiUty of future recon¬ 
sideration Ilf loan proposals. 


Problems of Industrial llrconalructitjtx in China 

The Chine.se, In taking hack coiitnd of their country after eight long years 
faced many problems. The areas reoccuplcd had been swept over by Japanese 
armies, by Cbhie.se arinle.s, and by Chinese and Amei lcnn ahforce.s. Comnnmlst 
raids and damage by arinle.s of both .sides in the civil war had coiitiiuHsl In many 
regions. Nearly all exi.sting Imlustrial facilities were In deplorable condition 
duo to a variety of causes dating back to the oi«eiiliig of the Slno-Japanese War 
In 11«{7. Railroads, partially re.stored during tlie U.niika imtIoU, ne«*ded further 
assistance. Further problems were presente<l for foreign cxclinnge shortages, 
internal economie and fiiinncinl <linicultlos evidenced in extreme liifintloii. 
sorlou.sly Inadequate trunsportutlnn and a general disruption of Oovernment ami 
<if Industrial iiniiiagemcnt. both public and private. 

Elimination of much foreign participation hi Chinese affairs, a.s a lesult 
of the war and the ending of extraterritoriality, inevitably left a gap In the 
nation’s economic and industrial life. Particularly In the Industrial areas, 
foreign purtlcipation In manageinent and control »>f properties had been of signif¬ 
icance in their deveIo[iment and effective operation. Following the war, foreign- 
flag shipping was excluded from Chinese river and foustnl waters, resulting 
844538—40 - 08 
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In higher transportation costs and less adequate serrlces. The Chinese were 
unable to derelop comparable services In a short time. 

When Taiwan (the island of Formosa) was returned to dc facto Chinese con¬ 
trol after fifty years of Japanese occupation, U.S. military forces removed nearly 
ail Japanese from the island. The removal of those who had exercised man¬ 
agement control and possesse<l requisite technical knowledge meant that this 
relatively highly developed Island bad to be staffed at management and tech¬ 
nical levels with Chinese personnel who lacked previous knowledge of the prop¬ 
erties Involved and who faced, In addition to normal maintenance problems, a 
large replacement problem resulting from bombing damage inflicted during the 
war by U.S. airforces. 

Considerable quantities of Industrial materials and equipment had been made 
available to Cldna through previous aid programs, notably the Unbua pro¬ 
gram, and through Chinese Government procurement from the Pacific Islands 
of United States surplus supplies after the war. China hud not l>een able to 
absorb all of these supplies during the first three post-war years. The Eca 
faced, therefore, the problem not only of making sure that equipment under the 
Eca China aid program was put to effective use, but of helping also to get into 
operation residual stockpiles of equipment already in China. 

Most of China’s industrial plant had l>oen badly undermaintained throughout 
the long war years, and requisite training of ijor.sonnel had been largely discon¬ 
tinued. Although Chinn's Industrial development was still in Its early stages, 
the effective functioning of the nation’s limited Industrial plant was regarded 
ns vital for the production of goods essentiol to the reducing of China's depend¬ 
ence upon external aid, and for an effective approach to the problem of Inflation. 

The essence of the problem facing Eca, then, was an extensive need for 
replacement and reconstruction equipment and a lack of the foreign assistance 
In engineering and management requisite to the effective absorption of such 
equipment into the Chinese economy. A solution to this problem required a 
unique nppn>nch. Engineering and management assistance would have to be 
furnished along with the equipment. The Eca, In approaching this problem, 
needed also to bear In mind objectives Implicit In the legislative history of the 
Eoa: to moxlmlze the use of private trade channels, to encourage both Internal 
production and international trade and to avoid impairment of the U.S. economy. 

Insufficiency of technical knowledge and experience in management had been 
n recurrent problem encountered in efforts to help Chinese Industry. This made 
necessary a provision of technical and managerial help along with material as¬ 
sistance. The Survey Group developed a unique plan of action for the meet¬ 
ing of this need. It recommended that each Industrial project applying for, 
and receiving a tentative allotment for, Eca assistance be required to engage the 
services of a private engineering firm to help In surveying and planning the 
work needing to be done and in the procurement and Installation of requisite 
equipment. The Survey Group further recommended that the Chinese Govern¬ 
ment and Eoa Jointly engage a high-grade American engineering management 
firm to assist In supervising the entire scheme, In order to ensure that this 
part of the China Aid Program would, ns a whole, be conducted with the benefit 
of outstanding engineering talent and experience. Tliese recommendations 
contemplated Eoa payment for such engineering services under the "technical 
assistance" provision In Section 111 (a) (8) of the Foreign Assistance Act of 
1048. These recommendations, In which the Chinese Government concurred, 
were approved by the Administrator as a tentative basis on which further 
dpyelopment of the program mjght proceed, 
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In anticipating the types of firms best cijuippcd to undertake, on Ijcbalf of 
provisionally approved projects, the re<]\iisitc work of pre-projcct on^cineering 
analysis and subsequent assistance in procurement and installation, considera¬ 
tion was given both to engineering firms without previous experience in China 
and to concerns which bad been active in developing production and trade in 
China. Some of the latter, with worldwide connections, extensive local expe¬ 
rience and competent resident managers and staffs of engineers, both Chinese and 
foreign, could, it was believed, make valuable contributions, under appropriate 
safeguards, to the success of the program. 

Practicul Arranffctucnis Developed 

After consideration of all aspects of this complicated program, the Chinese 
Governniont and tlie Eca Mission to China agreed to form a non-voting consulta¬ 
tive Joint Committee composed of three representatives of the Chinese Govern¬ 
ment and two representatives of the Eca Mh^sioo to supervise the carrying out 
of the rei>lacemeiit and reconstruction projects. This arrangement was in accord 
with the principles of the Economic Aid Agreement between China and the United 
States which specifies that programs are to be carried out by mutual agreement. 

It was decided to engage the services of an outstanding American management 
engineering firm to assist the Joint Committee. This was a distinct change from 
methods hitherto employed for previous aid programs by either government or 
by the United Nations for the Unbra program. Previous practice had Involved 
eflforts to coordinate tlie work of Chinese and non-Chinese staffs, without use In 
most cases of special cogineoring consultants or of normal business and trade 
channels for functions which might bo performed efilciently and economically 
by private enterprise. The Joint Committee, representing both governments, 
decided to retain in a technical capacity the J. G. White Engineering Corporation 
of New York City. The principal function of this corporation, it was agreed, 
would be to furnish tocbnical supervision, with a group of from six to ten U. S. 
engineers, of the projects approved under the tentatively authorized $70 million 
Eoa replacement and reconstruction program in China. The staff was not itself 
to undertake any '^projects", but to assist the Joint Committee in selecting, rec¬ 
ommending for approval, and supervising u wide range of Industrial projects. 

The procedure adopted may be outlined brielly as follows: 

Private or public enterprises desiring assistance under the program would 
present initial applications to the Joint Committee which would refer them to 
the J, G. White Corporation for analysis and recommendation; projects pro¬ 
visionally approved by the Joint Committee were to be given ‘‘provisional 
allotments”. 

As soon as a ‘'provisional allotment” was made, the successful applicant was 
to select an engineering firm as its “project engineer”, thLs selection requiring 
ratification by the Joint Committee set up by the Chinese Ooveroment and the 
Eca China Mission. 

The project cDgineer would draw up a bill of materials with detailed spociflea- 
tlons, search world markets for necessary equipment and supplies which could 
be procured on the most expeditious and economical terms, and present a fully 
Justified “project” to the Joint Committee. 

Upon approval of the project by the Joint Committee, the project engineer 
would arrange for the procurement and delivery of approved cquipQ)ont and 
material, and assist the applicant In achieving prompt installotion and use. 
Financing was to be done by Eca by a letter of commitment to a U. S. bank, in 
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effect guarantcelDg letters of credit (a) to suDi.liers of equipment or materials 
under approved projects, and (b) to the project engineer for his approved fee. 

At each stage of this procedure, the .T. G. White Engineering Corporation was 
to act as teclmlcal staff to tlie Joint Committee, the Committee taking action 
only after receiving the r<*commendations of its teclmlcal staff on such matters 
as: approval of the selection of project engineering firms, approval of fees and 
charges by these firms, approval of the detailed specifications and sources of pro¬ 
curement of equipment for the projects, and approval of prices of materials 
to he procured. Before any program was approved, the applicant and the project 
engineer would he reipilred to submit to the Joint Committee a sworn afiidavU 
containing information with respect to their profit margins and their methods 
of seeking materials, including coiniK-titive bidding. Arrangements could be 
made for the technical staff of the Joint Committee to accept sealed bids on Items 
where relationships between the project engineer and the supplier indicated that 
such protection would be desirable. 

These procedures taken together represented a new pattern for publicly financed 
industrial projects In uiulerdeveloi)ed areas. As such, they provided a unique 
approach toward the .solution of a large continuing problem, that of grafting 
branches of modern technology onto the great trunks of agrarian economy in 
Asia and other underdeveloped parts of the world. An uninterrupted testing of 
this approach was unfortunately precluded by events In China. 

RURAL RECONSTRUCTION PROGRAM 

During the deliberations of the House Foreign Affairs Conimlttce in February 
and March of 1048 on prospective aid to Chino, consideration was given to the 
fundamental and extensive needs of the Chinese economy In the field of rural 
reconstruction. Some new light had been thrown on this problem by a si>eclal 
agricultural mission sent to China by the President in 194G. Valuable experience 
in dealing with certain aspects of the problem had been gained through the 
Chinese Mass Education iilovement headed by Dr. James Y. C. Yen. Informa¬ 
tion from these and other sources was weighed by the Committee with the 
result that rural reconstruction was included In subsequent Chinn aid legislation 
ns a siiecific field in which program funds might be spent. 

£cefioii iOt of the China Aid Act 

Autliorlzatlon for Inclusion of a 8i>eclal rural reconstruction program was 
provided In Section 407 of the China Aid Act of 1048—the full text of which 
appears in the Appendix. This Section authorized the Secretary of Slate, after 
consultatlou with the Admiuistrotor, "to conclude an agreement with China 
establishing a Joint Commission on Rural Reconstruction in China, to be com¬ 
posed of two citizens of the United States appointed by the President of the 
United States and three citizens of China appointed by the President of Chinn.” 
Such Commission, It was provided, subject to the direction and control of the 
Administrator, was to formulate and carry out a program for reconstruction in 
rural areas of Chluo, including such research and training activities as might be 
necessary or appropriate for such reconstruction. 

The Act authorized on expenditure, for this rural reconstruction program, 
of an amount equal to not more than 10 percent of the funds made available 
for economic aid to China under the China Aid Act This placed an upper 
limit of $27.6 million upon the funds which could be used for the rural recon¬ 
struction program. It was stipulated that the amount conld be made avallohle 
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III U.S. dollars, proceeds in Chinese currency from the sale of Eca commodities, 
or both. 

Eiftabtishmcui of Rural Ri'caanituction Commi^$ion 

Followiiig a pc'riod of nogotiation, notes were exchanged on August 5, ID-IS, 
between the United States Ambassador to China and the Chinese GoTernment 
Ministry of Foreign Affali's, providing an agreement for the establishment of n 
Rural Reconstruction Cointnission in accordance with the terms of the China 
Aid Act of ltW8. The texts of these notes are quoted iti tlie section on Documents, 
below. 

Following the conclusion of this agretunent. api>ointineuts were made by the 
riuiiese and tho United States Governments to the Rural Reconstruction Com¬ 
mission, the CJiiiiese momhei's being Dr. Chiaiig Moiilln (former President of the 
Peking National University, former Minister of Education, and recently Exocn- 
tlve Secretary of the Chlne.^e Government Executive Yuan), Chairman; I>r. 
James Y. C. Yen (for 2o years the leader of China’s Internationally known Mass 
Education Movement) ; and Dr. T. II. Slien (outstanding Chinese agriculturist), 
Tho United Slates memher.s appointed by the President on September 10, 104s. 
were Dr. John Earl Raker (former Director of the China International Famine 
Relief Commission and former adviser to the Chinese Government), and Dr. 
Riiytnond T. Moyer (U.S. Department of Agriculture authority on Chitiese 
agriculture). On Octolier 1, tho Commission lield Its first meeting. 

Objectives and Principle h 

The problem of rural reconstruction in China is one of enormous magnitude 
and complexity. Intensive and lengthy discussion was required to reach general 
agreement among members of the Commission with respect to questions of aim, 
emphasis, organization and methods of work. On October 18, 1048, agreement 
was reached on n general statement of the objectives and principles of the Joint 
Commission on Rural Reconstniction. The text of this statement follows: 

’T, Objectives 

A. To improve the living conditions of the rural people. 

R, To Increase the production of food and other important croi>s, 

C. To develop the potoiitini power of the i>copIo to reconstruct their own conn 
inunltics ond the nation, thus to lay the foundation of n strong and democratic 
China. 

D. To help build up and strengthen appropriate services of government agen¬ 
cies—national, provincial and hsien —that are established to carry out mens* 
ares pertaining to rural reconstruction. 

E. To help stimulate and revitalize enterprises of the Rural Reconstruction Move* 
ment and other private agencies doing rural reconstriicHon work. 

F. To offer liberals, educated youths and other constructive elements, oppor* 
tunitles to participate in a program of service, 

'TI. Principles 
1, Relating to Program 

A. The emergency nature of the present situation shall be given paramount 
consideration in deciding on the nature and location of program and projects. 

B. First consideration shall be given to projects which will contribute most 
directly and Immediately to the welfare of the rural people, with special 
emphasis to be given to the Improvement of their economic conditions. 

0. A literacy program, supplemented by audio\isua] aids, shall be an essential 
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D. 


E. 


part of this program, as a means of furthering education, organtelng the 
people, and developing an.l selecting rural leadership. 

New projects in rural reconstruction deserve encouragement. 
can show evidence of self-help and self-support for a reasonable length of 

time, finnnclal aid shall not be considered. 

Projects which alrea.ly have In-en proved successful, under rural conditions, 
and which are reasonably simple and inexpensive, shall be broadcast on a 

large scale. _ , . 

F. In general, preference shall be given to those agencies engaged In rural re- 

construcUon having a sound foundation and experienced staff and organ¬ 
ization. 

2. Relating to Procedure 

A. The program formulated by the Commission shall be carried out In coopera¬ 
tion with existing agencies. 

A correlated approach shall be adopted wherever possible, since the various 
asi)ects of rural reconstruction are Interrelated, the success of one depending 
on the success of the other. 

A direct extension-type of adult education shall be emphasized ns the most 
effective and quickest means of promoting the understanding, acceptance 

and correct use of recommended practices. 

D. Local Initiative shall be fostered and local resources, both human and mate- 


B. 


C. 


rial, shall be mobilized for the purposes of the program. 

B. Assistance to a project In any province shall be contingent upon the willing¬ 
ness of the provincial and local officials concerned to cooperate fully In 
efforts to carry it out. and to take other steps, themselves, that are es¬ 
sential to the attainment of results expccte<l of the project." 


On October 20, 1948, "A Memorandum of Understanding Between the Bco- 
nomlc Cooperation Administration and the Joint Commission on Rural Recon¬ 
struction In China, Defining Their Respective Spheres of Administrative Bespon- 
slbllity" was signed by the Chairman of the Joint Rural Reconstruction 
Commission and the Acting Chief of the Eca Mission to China. ThU agreement 
established procedures for the presentation of budget estimates by the Joint 
Commission and the allocation of U. S. dollar funds for material and technical 
assistance and of local currency from the counterpart funds for exiienses Incurred 
within China. And arrangements were agreed upon for the recruitment, 
administrative supervision and direction of Commission personnel. 

Based on the objectives and principles quoted above, the Commission worked 
out the main outlines of a program, which was divided Into four parts with the 
following aims: 

To increase In supplying areas the domestic production of agricultural com¬ 
modities currently in serious short supply In China and supplied In part by the 
United States Eca program, particularly foodstuffs; 

To establish centers in which a broad Integrated program would be started 
under appropriate agencies of the Government, through projects related to local 
government administration, land reform, agriculture, rural public health and 
rural social education; 

To carry out a large-scale effort in adult education as a means of developing 
tlie potential power of the x>eople and raising their level of understanding, thus 
enabling them to participate more Intelligently In solving their present problems; 
gnd, 
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To assist signidcaiit projects in rural recoustructioii eslablishe^l in niiiuerous 
centers through local Initiative and resources. 

When Nanking became threatened by military action, it was decided to move 
the ComiuissiODs operational headquarters to Canton. At the same time a de¬ 
cision was made to focus major attention fir.st on the development of a program 
in provinces soutli of the Yangtze River, and to concentrate ui>on projects susceptl- 
ble of prompt development and usefulness, in such Helds as irrigation, dyke repair, 
public health, and the control of serious animal diseases. 

Surveya and Organization 

To put this initial program promptly into e/Tect a trip was taken by members 
of tlie Comnji.ssion to Szechwan and Hunan provinces to Inspect existing efforts 
on behalf of the rural population ami to consult with responsible persons con¬ 
cerning projects for whlcli assistance had been requested. Steps also were taken 
to set up regional officers In Chungking (Szechwan), Changsha (Hunan), and 
Eweilin (Kwangsi), and a central office in Canton (Kwaugtung), while retaining 
a regional office In Nanking. Tentative plans to carry out some phases of a rural 
program from two offices In north China had to he suspended on nccoiint of 
troubled civil war conditions there. Headquarters of the Commission were moved 
to Canton on December 6,194S. 

To assist the Commission in carrying out Its plans, competent pereons were 
selected as heads for three of the four divisions of work, and, at tlie end of the 
jear, able appointees were under consideration for the fourth division and to 
represent the Commission in three of the most important regional offices. A staff 
of Chinese and American specialists was being assembled to advise the Commis¬ 
sion and help .carry out its program, although uncertainties in tlie general situa¬ 
tion caused the Ck)mmis.slon to proceed gradually in building up such a staff. 

The Impression gained by the Ckjnunissloii In visits to provinces in west and 
south China was that these provinces were at the time relatively free from the 
acute tension then felt in the lower Yangtze area, and that local officials and 
private agencies were anxious to proceed with rural reconstruction measures 
along the general lines formulated by the Joint Commission. Stei>s were taken, 
therefore, to get into operation, in an initial program, specific projects to which 
the Commission was prepared to allocate assistance. 

Initial Profeota 

Projects for which detalletl plans were being developed Included the following: 

A broad Integrated program In rural reconstruction In the third prefecture of 
Szechwan province, initiated by the Mass Education Movement and local leaders, 
assistance to Include grants for the development of educational, agricultural and 
farm organization projects, and loans for Irrigation and weaving projects. 

The completion of 11 Irrigation projects already underway In Szechwan 
province, which would provide for the irrigation of 191,000 mow (about 30.0(X) 
acres) of land by the end of April 1940. 

The establishment of a system to multiply and distribute improved rice, corn 
and cotton varieties In Szechwan province. 

The repair of dykes in the Tung X'lng Lake area of Hunan province, which 
would restore to production and protect from flooding land normally producing 
around two-thirds of the amount of rice annually Imported Into China before 
the war, to be completed by the end of April 1949. 
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An Integrated program o£ rural vecoostructlon in Hunan, for which definite 

plans were yet to he received and agreed upon. 

The establishment in Hunan province, the “rice bowl” of central China, of the 
beginnings of an improved system of rice production and marketing, Including 
the multiplication and distribution of improved seed varieties and the establlsh- 
ineut of more modern milling and warehousing centers. 

Projects involving cooperation with various Ministries of the National Govern- 
inont were being consldere<l in consultation with these Ministries after specific 
project plans were reasonably well developetl. Stei)S were being taken to set up 
appropriate committees of specialists to advise the Commission and to assist in 
carrying out phases of the rural reconstruction program; the first committee estab¬ 
lished was for work In the field t.f public health In rural areas, with a former 
Minister of Health as Chairman. In accordance with a request of the Rural Re¬ 
construction Commission, a private public relations firm completed In November 
a special study of the facilities available for a wl«lespread educational effort under 
the Commission’s sponsorship. 

Detailed plans for the irrigation projects In Szechwan, for the dyke repair 
project In Hunan, for cerUln parts of the program sponsore<l by the Mass Educa¬ 
tion Movement In Szechwan, and for several other projects were being reviewed 
in December with a view to early allocations of funds. The Commission also 
expected to make early announcement of projects to which it would Initially allo¬ 
cate assistance in Kwangtung province, and trips were planned to Kwangsl, Fukien 
and Taiwan to study projects for which aid had been requested. 

Specific plans for broader programs with a major emphasis on education, It 
was anticipated, might not be completed before the end of February 1040. Ten¬ 
tative planning, conditional upon developments, called for an extension of some 
assistance to such Integrand programs during the spring of 1040. It was ex- 
pecte<l, however, under prevailing conditions, that available funds under the 
current program would ncce.ssarlly be allocate*! principally to projects of a short- 
range nature, emphasizing Increases In agricultural production and Improve¬ 
ments in rural health conditions. 

STRATBOIC MATERIALS 

Article VI, paragropb 1, of the Economic Cooperation Agreement between the 
United States and the Republic of Chino (the full text of which Is quoted In tl»e 
section on Documents, below) provided that the Chinese Government would 
facilitate the transfer to the United States, for stockpiling or other purposes, 
“materials .originating in China which are r«iulrcd by the United States of 
America as a result of deficiencies or potential deficiencies In its own resources 
upon such reasonable terms of sale, exchange, barter or otherwise and In such 
quantities and for such period of time as may be agreed to between the Govern¬ 
ment of the United States of America and of China for domestic use and commer¬ 
cial export of such materials." The Government of China agreed to undertake 
“such specific measures as may be necessary to carry out the provisions of this 
paragraph” and “when so requested by the Government of the United States of 
America, to enter Into negotiations for detailed arrangements necessary to carry 
out the provisions of this paragraph.” 

Article V, paragraph 4, of the same agreement, provided that expenditures in 
Chinese currency from the Special Account (described below) would be “only 
for such purposes as may be agreed from time to time with the United States of 
America, including expenditures incident to the stimulation of production activity 
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nofl the development of new sources of wealth including materials which mav be 
required in the Vnited States of America because of deficiencies or potential 
deficiencies in the resources of the United States of America.” 

A preliminary investigation was conducted by members of the Reconstruction 
Survey Group, with a view to promoting increased production and export to the 
United SUtes of strategic materials available In China and required by the 
United States, particular attention being given to tin, antimony and tungsten in 
south and soiuhwest Chinn. Such procurement, it was felt—to the extent that it 
could be developed—wouhl, in addition to increasing the supplies of minerals 
needed by the United States, serve the double purpose In China of increasing local 
employment and augmenting the country’s .slender foreign exchange resources. 


Production and Procurement Prohlcim 

It found that foreign exchange poUoies and controls connected therewith 
since V-J Day* related to the Gorernmeiit's attempts to deal with the Inflation, 
had exerted a depressing influence upon the production and export of these min¬ 
erals, making It impossible for exporters, by and large, to obtain by negotiations 
through ofBcIal channels fair and realistic prices for tlxelr goods. Only on rare 
occasions, when official exchange rates were for short periods realistic, were such 
exporters able to secure reasonable returns upon their produce. Initial negotia¬ 
tions looking toward the acquisition of these materials were alme<] in part at 
securing the ngroometit of the Chinese Qorernment to changes of policy designed 
to remove some of the obstacles to the flow of materials through legitimate chan¬ 
nels of trade to the U.S., at prices fair to the producers. 

Additional difficulties In procurement and export of such materials to the 
United States were attributable to shortage of productive equipment in China and 
to lack of transportation facilities from relatively inaccessible parts of China 
where such materials existed. Efforts toward helping to meet both these needs 
were clearly needed if production and procurement were to be developed on any 
appreciable scale. 


Initial Arranfjements 

Following the aforementioned survey, the Eca China Mission before the end 
of 1948 hogan to work out arrangements with Cblneso tin interests to make their 
product available for export to the United States. After receipt of pertinent 
Information from Eca, the Reconstruction Finance Corporation In Washington 
offered to purchase from China considerable quantities of tin coDccntratcs, to be 
refined In the U.S, where efficient smelter operation could extract a maximum 
percentage of high-grade tin; and to buy some tin metal In China for stockpile 
purposes. Preliminary negotiations were in progress at the end of the year to 
effect procurement arrangements, wbicli were complicated by the necessity of 
effecting purchases through barter by the use of commodities or sliver, Instead of 
depreciated local currency, 

SPECIAL LOCAL CURRENCX ACCOUNT 

Provision for the establishment of a special local currency account, or counter¬ 
part fund, was contained In Article V of the Economic Cooperation Agreement 
between the Governments of China and the United States; the full text of this 
Agreement appears In the section on Documents, below.* 

^ See annex 181, 
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Unique Provisions in the Bilnteral Agreement 

The article referred to provided for two unique features in connection with the 
special local currency account, or counterpart fund, In China. The first was a 
provision that <leposits would be made In the account only when requested by the 
United States; thus deposits could be requested at a rate sufficient to cover actual 
expenses that had to be met currently, without the accumulation of large balances 
which would rapidly depreciate in value as a result of the inflation. The second 
wa.s a provision that the Chinese Government would "maintain the value of 
allotments made from the Special Account—for stich Important puritoses as 
administrative costs, rural reconstruction and the Internal expenses of Industrial 
projects—by “depo.slting such additional nmonnt.s of currency ns the Government 
of the United States of America may from time to time determine after consulta¬ 
tion with the Government of China.” The value of allotments, to be thus main¬ 
tained, could be recorded in terms of such .standard and relatively stable measures 
of value ns quantities of cotton yarn, rice or American dollars. 

Support for China Relief iliasion Projects 

Shortly after the ostabllsbincnt of the Eca Mission In Chinn, discussions were 
Initiated with the Clilnese Government pertninluB to the setting up and operation 
of the special local currency account. While these discussions were In progress, 
provisional arrangements were made for the use of counterpart funds made avail¬ 
able by the Chinese Government in support of existing projects in the fields of 
medical services, relief and welfare, conservancy work, and agricultural Improve¬ 
ment which had been previously supported from a local ctirrenc.v account created 
in connection with the operation of the U.S. China Relief Mission. These proj¬ 
ects which had theretofore been regarded ns ending on June 30,1948, were in some 
cases selected by action of the Cldnese Government In consultation with the 
Eca for continuation after that date. 

Preliminary Studies and Proposals 

After careful study of special questions Involved In setting up the special local 
currency account in Chino, and In light of discussions with the Government, the 
Eca China Mission prepared in September 1048 a tentative proposetl program 
of local currency utilization which outlined In some detail projected uses for the 
counterpart funds In the fields of conservancy, public works, agriculture, medical 
and health activities and welfare. 

Concurrently, analysis was undertaken of the flnondal ond economic problems 
in China which needed to be considered in determining the manner In which 
tho counterpart funds would be utilized. TIicsc problems Included: the exten¬ 
sive deficit spending of the Government, concomitant with the continued prose¬ 
cution of the civil war; the Inflationary effect of the enforcement of the Govern¬ 
ment’s short-lived August 10 economic regulations; tlie continuation of certain 
inflationary practices of the Government; the progressive deterioration in eco¬ 
nomic production: tlic disruption of transportation in disturbed areas; and the 
loss of public confidence in the currency resulting In widespread hoarding uf 
supplies and excessively rapid turnover of the currency. 

Technical problems requiring study lnclude<l determination of the exchange 
rates governing payments of local currency counterpart funds into the Special 
Account; the timing of deposits; and policies to be followed with regard to tho 
disposition of Special Account funds. 
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Studies aud proposals received from the Uissiou, in relation to tlio.se problem.^, 
were further analyzed in Washlnptoii prior to consultations with the National 
Advisory Council. 


EntabUshmml of the Special Account 

Following these consultations, authorization was given to the Eca China 
Mission to negotiate with the Chinese Government on questions relating to the 
establishment of the Special Account, deposits into such account, and purposes 
for which funds from the account might be utilized. 

The Special Account was established in the Central Bank of China. It was 
agreed that, in order to avoid depreciation of cash balances in the account as 
a result of the Inflation, deposits would be made only as called for by the 1 :<-a 
C hina Mission, in most cases a short time before withdrawal and expenditure. 

Utilisation of Counterpart Fundi 

It was further agreed that withdrawals would be made to cover nil mandatory 
expenditures from the account, as called for in the Bilateral Agreement, includ¬ 
ing the Chinese currency portion of the following expenses: administrative costs 
of the Eca China ailssion; costs of delivering private relief gift packages in 
China; and costs of tlie Joint Commission on Rural Reconstruction. It was 
estimated tliat expenditures of these types would amount to roughly 12 percent 
of the total account. 

From the outset, it was clear that “sterilization" of local currency Si>ecial 
Account funds could not of itself be the key to controUlng the Chinese inflation. 
The basic cause of the inflation was the magnitude of the Government’s defleit 
flnaDcing, which In turn was due to the exigencies of the civil war and shaken 
public confluence in the currency which led to excessively rapid rates of circu¬ 
lation of the note issue. 

On the other hand, it was apparent that nn easy money policy in the use of 
the Special Account would be inflationary, the effect of such a policy being simi¬ 
lar to that of greatly increasing the Government’s monthly budget deflclt through 
excessive note issue. 

The Eca China Mission, in tlie liglit of discussions of this problem with (he 
National Advisory Council in Washington followed, therefore, a policy of agree¬ 
ing only to expenditures from the occount which could be regarded as of demon¬ 
strated urgency and which in many cases would have offsetting deflationary 
benefits. Broad categories of non-mandatory expenditures on which the ECA 
China Mission could agree with the Chinese Government as being appropriate 
uses for the Special Account included: emergency expenditures which, at the 
discretion of the Chief of the EkJA China Mission, could be considered as consist¬ 
ent with the objectives of the China Aid Act—expenditures envisaged in this 
category being for such purposes as emergency procurement of Indigenous food 
for the rationing programs; expenditures on certain carefully screened projects, 
chiefly In the fields of conservancy, health and welfare; and expendUnres, when 
necessary, to Insure prompt Installation and proper utilization of capital equip¬ 
ment under the replacement and reconstruction program. The total of these 
exfKndltures, It was expected, should amount to less than half of the potential 
local currency account. 

Exchange Rata 

A i>erslstCDt problem with respoct to the Special Account has been that of ngree- 
Ihg with tlie Chinese Government upon appropriate rates ot which deposits would 
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be made lu terms of U.S. curreucy—that Is. rates reflecting commensurate Talue 
in Chinese currency, ut given times, for U.S. dollar aid provided. A rapid decline 
lu the value of the new gold yuan and reluctance of the Chinese Government to 
negotiate formally on a basis other than otficial exchange rates led, pending a 
settlement of this question, to deposits being made ns advances, without final 
agreement before the end of 1948 on commensurate value in terms of U.S. dollars. 

Dcpo$ilii and Wilhdraicala 

As of December 31, 1948, deposits into the Special Account totalled, lu round 
numbers. 157,289,000 gold yuan, equivalent (on the basis of rough tentative 
estimates prior to agreement on applicable exchange rates) to US$9,543,000. 
Withdrawals on the same date totalled, in round numbers, 150.333,000 gold yuan, 
equivalent, according to similarly tentative estimates, to US$5,839.000—the equiv¬ 
alent of approximately $1,342,000 being for Eca administrative expenses In 
China, $2,498,000 for administrative expenses of the Chinese Council for United 
States Aid, $1,803,000 for special projects, $53,000 for engineering services, and 
$143,000 for expenses Incurred by the Joint (3oromisslOD on Rural Ueconstructlou. 

Before the end of 1948, the local counterpart funds thus Jointly managed by 
Eca and the Chinese Government had enabled many worthy institutions and 
projects to continue operations in spite of iufiatiun and civil war. 


185 

Summary of United States Ooverniuent Economic^ Finaiuddl^ and 
Military Aid Authorized for China Since 1937 

[Wasuinqton,] March 21, 1949 

Since the commencement of hostilities between China and Japan In 1037 the 
United States Government has authorized aid to China in the form of grams 
and credits totalling approximately $3,523 million, of which $2,422 million has 
been in the form of grants and $1,101 million ns credits. About 40 percent 
of the total, or $1515.7 million, was authorized prior to V-J Day to contribute 
toward the stabilization of China's wartime economy and to enable the Chinese 
Government to obtain military, agricultural and industrial goods essential lo 
the conduct of the wor with Japan. 

United States Qovemment grants and credits to China authorized since 
V-J Day have nmouiited to approximately $2,007.7 million, representing sixty 
percent of the total, of which $1,500.7 million has been os grants and $411 million 
on credit terms. This old was designed to assist the Chinese Government in the 
reoccupation of liberated areas and the repatriation of Japanese, to meet some of 
China’s urgent relief and rehabilitation needs, and, in the case of the present Eoa 
program, to help retard the rate of economic deterioration in China and to 
encourage the adoption of effective self-help measures on the part of the Chinese 
Government. The Chinese Government has elected to use $125 million author¬ 
ized by the China Aid Act of 1048 (Included in the total of grants above) 
to purchase Items of a military nature. 

The totals of United States aid given above do not Include sales to the Chinese 
Government of United States Government military and clvlUan-type surplus 
property which have been made since V-J Day, except where these sales were 
made on credit terms. In such cases, the amount of the credit Involved has been 
included In the total of United States credits authorized. Surplus property 
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with a total estimate<l procurement cost of over $ 1 , 078.1 million has been sold 
China for an agreed realization to the United States of $232 million, of which 
$9.’5.5 million is to he repaid on credit terms. There are no available estimates 
of the fair value of this stirplus property at the time of its sale. Neither do 
the aid totals include certain ammunition transferred hv the United States 
Marines in connection with their withdrawal from north China. 

United States aid to China reviewed herein does not reflect assistance through 
provision of advisory personnel in cultural, economic and military holds; nor 
does it include United States eoiitributlons through certain United Nations' pro- 
gram.s in Chinn—the International Children’s Emergency Fund, the Interna¬ 
tional Refugee Organization, the World Health Organization, and advisory 
social welfare services. 

The various measures of United States Government aid authorized for China 
•since 19,37. together with tlie miscellaneous sale.s to China of Utdted States Oo\ - 
ernnient surplus property, are summarized in the table l>eIow and described 
briefly in the text that follows. 

United States ffovcrnmeiH economic, financial and »/ii7i7ar// aid to China since 

1937 


|!n mUlioosof IT. S, dollars] 



of U, S. OcftmmffU 
E^rus an4 Surplus Properip 


Pro^f€- V, S. 

ment - ■ 

Initial UUimaU 


VW iMtv: 

ECONOMIO 

1. Eiport'Import Baok Crodils Aulborlted . . . 

2. fitabdiiAlloQ fund acreemeot, IMl. 

3. 1«2 Troasury Credit (PL 442). 

TOTAL ECONOMIC AII> . 

MILITARY 

4. Lend-lease (I84&.7 mQlion) . 

TOTAL MILITARY AID. 

TOTAL PRE-V-J DAY AID. 

Poef-V-yDoy; 

ECONOMIC 

A l^d-lease '^pipellce" credit. 

6. UNRRA^DS Cootrlbutloo. 

7. BOTRA—US ContrJbutloD. 

& EiporWIisport Bank Credits AutborUed . . . 
2. ClTlllan Surplus Property Traos/ers (Under 

August 30. lM6g bulk sale agreement) .... 

10. OFLC dockyard fadllUee sales. 

2L Maritime Commission sblp sales. 

12. U, 8. Foreign Relief Program. 

13. BOA Program. 


(Sum of 
Columns 
2 A 4) 



U0.i 

27S 


TOTAL ECONOMIC AID 


1120 1175 

. 4.1 

110.4 I $77.3 $0.S |2d2 


$2ia0 $977.3 $129.8 $205.3 
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United States Oovemment economic, financial and military aid to China since 

J9S7 —Continued 


(Id mlUloos of U. S. dolUn] 





of 5?. Ooo^mmtnl 

£iser4t and Ptoperif 


Granii 

cy<dut 

/Voeare* 

Ptolitaihn hjr S. 


(/> 

(f) 

frurU 

tolxu 

iS) 

Intial 

U) 

UUitmue 

iS) 

V-s7 Day—CootiDUCd 

MILITAKY 

14. Ix'nd'Ieoso ($004.7 milllou) .. 

513.7 

181.0 




15. MlllUry Aid Uodor SACO. 

17.7 

• p • * « 



1 (•>30.0 

10. 8010 01010*^5(00X9 0(0. 5. Army iDWoat China. 


30 

D. a. 

(•) 

17. Ammunition Ahtmdoned and Troftsfmod by 
U. 6. Marines In North China (over 6,.500 tons) . 

(^) 





IR. Transfer of U. S. Navy Vcsoels (PL 612) .... 

« 141.3 



.... 


19. Sales of surplus milltnry equipment (total ac* 
copted by Chinese Oovt.) .. . 

1 

* « • d » 

100 s 

6.7 

a? 

20. $126 Million Orant Vnder China Aid Act of IMS . 

m 

. 


, » » * * 

. . . . • 

TOTAL MILITARY AID. 

$797.7 

$301.0 

lino. 8 

16.7 

$26to7 

TOTAL POST*V-J DAY AID. 

1.596.7 

411.0 

1.07&1 

136.6 

23Z0 

OUAND TOTAL. 

$2,423.4 

$1.101.0 

$1.076.1 

$136.5 

I33Z0 


• Down payiDCDt cororod under Item 9. Sm textual explanailon. 
to No estimate of total value avallabio. 

• Vessels valued at procurement cost. 


Descbiftion of iNDinnUAL Categories of U.S. Aid 


(Parasrapb numbers correspond with numbers of Items listed in table above) 


1. Pre-V-J Day Export-Import Bank Credits: Export-Import Bnnk credits 
extended prior to V-J Day were general commodity credits, used to purchase a 
considerable variety of American Industrial and agricultural products and serv¬ 
ices. Repayment was arranged by contracts between United States and Chinese 
Government ogencles for the sale of strategic ininerals or wood oil. Of tlie $120 
million total authorized, $117 million was disbursed and the balance, approxi¬ 
mately $3 million, expired. Of the amount disbursed. $112.8 million bad been 
repaid as of December 31,1048. Credit nu(liorlzations‘werc as follows: 


Universal Tmtllns Corporation 
Universal Trading Corporation . 

Ccntrnl Bank of China. 

Central Bank of China. 

Total. 



UilUon 

12/1S/88 

$25.0 

8/7/40 

20.0 

10/17/40 

25.0 

11/30/40 

60.0 


$120.0 


2. On April 1, 1941, the Secretary of the Treasury entered Into an agreement 
with the Government of China and the Central Bank of China to purchase 
Chinese Yuan up to an amount equivalent to U. S. $50 million to further the 
monetary and financial cooperation of the two governments and the stabilisa¬ 
tion of the United States dolIaivChlncse Yuan rate of exchange. This agreement 
did not provide for collateralization of such purchases, as did a previous stablll- 
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ZHtiOii agreomont of 1037 «hicl. iLorofor.- caiu...i he- c.nsi.lcT,,! ;.s r.-.-ns.-atins 
aid to the Chinese Government in the strict sense of the term. It was further 
agr^d in connection with the IfMI agreement that a Stabili 7 ation Board he 
established, to which the Chinese Government banks were to contribute SilO 
million. Purchases of Chinese Yuan under this agreement amounted to U S 
$10 million and were repaid In April 11W3. 

3 f 42 Treasury Credit (PL 442) : On February 7. 1942, Congress passed 
Public Law 442, authorizing the Secretary of the Treasury, with the approval of 
the President, to make available to China funds not to exceed $300 nmilon and 
promptly made appropriations for this purpose. An agreement of March 21.1942 
between the United States and CJilna established this amount as a credit In the 
name of the Chinese Government. Between the date of the agreement and V-J 
Day. the Chinese Government drew on this credit to the extent of $485 million 
the balance having been drawn since V-J Day. 

At the time of this congressional action, strategic bases of the United Nations 
were being lost to the Japanese oiTensive in the Pacific and southeast Asia, and 
effective land lines of communication with Chinn were being .severed. It was of 
vital Importance to the United States Government tliat Chinn, which had resisted 
Japanese aggression for 5 years, should be strengthened and encouraged to con¬ 
tinue the war against Japan. Since opportunities for giving effective material 
aid to China, such ns was being rendered to allies in more accessible areas through 
lend-lease, were not great, the $500 million credit was characterized by the Secre¬ 
tary of the Treasury and In House Report No. 1739 us "the financial counterpart 
of lend-leaslng war materials.” 

Funds provided under the agreement of March 21, 1942. were used mainly by 
the Chinese Government to purchase gold for sale In China as an untl-iuflatlonary 
measure and to provide reserves for the redemption of Chinese Government 
savings and victory bonds denominated in United States dollars, A total of $220 
millions was withdrawn In gold, much of which was shipped to China, largely 
during 1945, to be sold Internally In an effort to control Inflation by reducing 
currency In circulation and keeping down the price of gold. 

A total of $200 million was reserved out of the 1942 credit for the redemption 
of Chinese Government United States dollar security Issues. A reserve of $100 
million was established for payment of Chinese United States dollar savings 
certificates, and another $100 million was earmarked for the payment of Chinese 
United States dollar victory bonds. In 1940. this earmarking was abandoned, and 
tho funds became available for Imports and other foreign payments as measures 
were promulgated governing payment of foreign currency bonds held In China 
which provided that such bonds would be redeemed Id Chinese currency. It was 
also provided, however, that registered bondholders outside China would be paid 
in foreign currency. 

Of the balance of $80 millions of the credit, $55 million was spent for purchase 
of bank notes in the United States, and $25 million was used to Import textiles 
Into China. 


Pinal settlement of the terms of this credit has not yet been negotiated. 

4. Pre-V-J Day Lend-Lease: China was declared eligible for lend-lease aid on 
May 6, 1041. During that first year until the blocking of the Burma Road in 
April 1042, lend-lease aid was aimed especially at Improving transi>ort over the 
Burma Road, which, due to the Japanese blockade, was the only land route into 
China. Although amounts carried by this route were greatly Increased, they were 
still small. Delivery by air cargo plane from Assam In India over the 18.000-foot 
bump of the Himalayas, begun in April 1042, was the only means of lend-lease 
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supply uutll the completion in January l»4i> of the Ledo Road from India across 
Burma. Lend-lease materials supplied prior to V—J Day were primarily military 
in character, but included considerable quantities of Industrial and transportation 
equipment essential to tiie Chinese war effort. All but approximately $20 million 
of the $845.7 million in lend-lense aid extended prior to V-J Day is considered to 
have been on a grunt basis. Terms of settlement of the $20 million balance are 
subject to negotiation. 

The following table presents a break-down by major categories of Pre-V-J Day 
Icnd-Iease aid: 


Ordnance and Ordnance Stores.$163,333,189.04 

Aircraft and Aeronautical Material. 187,339.840.04 

Tanks and Other Vehicles. 177. 027. 72 

Vessels and Other Watercraft. 35,501,294.12 

.Miscellaneous Military Equipment. 47,085,115.04 

Tacllltles and Equipment. 928, 803. 33 

.Igrlcultural, Industrial and Other Commodities. 46. 505, 083. 29 

Testing and HecoinlUlonliijc of Defense Articles. 204,303.63 

Services and Expenses. 271,611,603.00 


Total.»845. 748, 220. 88 


These figures are complied from reports received by the Treasury Department 
from United States Government agencies ns of June 30,1048. 

5. Lend-Lease "Pipeline" Credif; An agreement between the United States and 
China dated June 14.104G authorized the delivery on 3 (c) credit terms of civilian- 
type equipment and supplies contracted for but undelivered on V-J Day under the 
wartime lend-lense program. It was subsequently determined that a total of 
$51.7 million In equipment and supplies could be furnished under contracts covered 
by this agreement. The Chinese Government had been billed for “pipeline" ship¬ 
ments totalling $50.3 million In value as of November 30, 1948. 

0. XJtlRRA: The Unbha program for China was estimated on December 31, 
1947 to Involve the procurement of goods valued at approximately $517.6 million, 
allocated as follows: 

(IfilKona) 


Pood. 18®- 2 

Clothing. 118.4 

Medical Supplies. 31- 7 

Agricultural Rehabilitation. 72. S 

Industrial Rehabilitation. 166- 7 


.. 517.5 


The estimate of the total value of the goods procured under the Unrba program 
has since been revised upward to $620.8 million. This figure does not include 
shipping and Insurance costs, which. In the case of China, are roughly estimated 
to have added an average of about 25 percent. This brings the total estimated 
cost of the Unbra China program to $058.4 million. Since the Ualtcd States 
contribution to all Unbra funds was approximately 72 percent, it may be said that 
the United States contribution to the China program amounted to 72 percent of 
$058.4 million, or $474.0 million. 

7. BOTRA.: $5 million of Unrra funds were allocated to tlie Board of 
Trustees for RehabilitatloD Affairs (Botba), an intemational body established 
by the Chinese Government to control the use of Unbba supplies and funds remain¬ 
ing after the conclusion of Its China program. Since the United States contribu¬ 
tion to the entire Unbba program was approximately 72 percent, It may be estl- 
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“* »^‘'TaA fund was $3.0 inillion. 

8. / osi' \ -J Day Export-Import Hank Credits: 

<a) Credits Authorized for China: Expon-linvon Bai.k cmlits Have I.eei. 
.luthori/eU for China since V-J Day for siieoific rehahilitaHon pnrpo.M-s ludi- 
MdUMl credits are as follows: 


Isorroiccr 

To Finance 

Date 

A mount 
(lliUione ) 

VuagH Cbetuicnl Indu.stry . . . 

Central Bank of CUlna. 

KopiiblJc of China. 

Uepubilc of China .... 
RepubUc of China. 

HepubUc of China. 

Renuhlic of Chtnn 

Machinery, equipenent and Aerricc.s ' . 
Cottim. 

Carso . 

•• «• 

Equipment. niatorlalR and eoKineer* 

Ing eervices. 

Railway Repair Materials . . . 

Coal mioinir equipment, materialR 
And tUDnllpR . 

3/21/At 

1/3/40 

2/20/40 

2/20/46 

2/20/40 

2/20/40 

3/13/40 

$10. 0 
33. 0 

4. 2 

2 . e 

5. 6 
10. 7 

1, ft 

Total . 



$82. 8 

' Legal doctiuienlM of gunrnniy not avallal.le «in(il 1047, 

. .. 


Of the $S2.8 million credit authorized since V-J Day. $05,4 iiillUoii had been 
disbursed as of December 31. 1948. Thus a balance of $17.4 million remains 
undisbuised. Including the $10 million credit to Yungli Chemical Industries. lAd. 
Oxviiv^ to the delay in concluding tlic detailed nrrank'eincnLs for disbiirsIiiR the 
Yungli credit It was necessary for the Export-Import Bank m postpone the 
expiry date until December 31, 1050. 

Of the total amount dtsbureed since V-J Day. 12.2 million bad Iki-u repaid ns 
of December 31, 104S. leaving 53.2 million outstanding. 

(b) The $500 iltllion Eamujrk for China.* In recognition of the magnitude 
of Cbliia’s reiiulremeiits for reconstruction and the possibilities for 1*0011011110 
development under orderly comlitions. tlie United States Government gave con¬ 
sideration after V-J Day to making available substantial funds for this purpose. 
In April 1040, following the recommendation of General ainrslmll and approval 
by the National Advisory Council, the Export-Import Bank authorized the ear¬ 
marking utiin June 30, 1047 of $.500 million of the Bank's funds for tlie possible 
extension of individual credits to the Chinese Government and private Chinese 
Interests, It was contemplated that such credits would be confined to particular 
projects and would be subject to the usual criteria governing the Bank's lending 
operations. No impleineiitiiig agreements were consumiuuteil between the Bank 
and the representatives of the Chinese Government. 

During 1940 and the first half of 1947, the Chlnc.se Government discussed 
numerous proposals for credits with tlie Kxport-Import Dank, for some of which 
General Mursball and the Department of State recommended favorable con¬ 
sideration. Most of the proiwsals were not adequately supported by economic 
and financial data and analysis, and many of them were overlapping and without 
any Indication of priority. The principal reason, however, for the Bank's refusal 
to take favorable action on Chinese credit proposals was Its tnubillty to find 
reasonable assurances of repayment. 

In accordance with the terms of its authorization, the earmarking of $500 
million for China lapsed on June 30,1047. However, on June 27,1947, the Export- 
Import Bank announced that, the expiration of the earmarked funds notwlth- 
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standinR. it was proi>ar»‘d to consider Cliiiiose credit applications in accordance 
wltli its Roneral policit^s. While tho Cliinese Government has subsequently 
appHe<l for substantial credits, none have been extended by tbe Bank, primarily. 
aRain, because of inability to find reasonable assurances of repayment. 

9. Cii;ii»«n-////>c Surplm Property Hales (Under .lu<7us/ 30. 19^6 Bulk Sale 
Affrccmcnt): The sale to China of United States surplus fixed Installations and 
iiioval)li‘ property locatcHl in Itidia and China and on seventeen Pacific islands was 
autli(>rize<l or n>coRni 2 ed under an ngreeinent between the two governments dated 
August 30. 1040. The proiM*rty sold under this ngreenient Included every type 
■ •f supply used by an expeditionary force except combat materiel, vessels, and 
aircraft, all of whicli w«‘re specifically excluded from the contract. Tbe total 
i)rociireinent cost of the i>roi>**rty involved. Initially computed at approximately 
.?}S21 niiliion, is now estimated at $01X1 million. Vehicles of all types account for 
about one-third of the total, constnictlon equipment about one-sixth, and air force 
supplies and et|uipment about one-eiglith. The remainder was composed prin¬ 
cipally of communicatiou e<iuipment, tools, shop equipment, industrial machinery, 
electrical wpiipiiient, medical equipment, and chemicals. Approximately $873.4 
million at procurement eo.st Imd been declaretl surplus under tbis agreement ns of 
September 30. 1948. 

Properly originally valued at $'.M0 iiiilliuu, included in the above total, had 
been sold uiid(>r a number of miscellaneous sales contracts prior to the conclu- 
.slon of the ngreomctit but incorporated in whole or in part In the consideration 
.set forth In tlie aRreement. This property consisted chiefly of fixed installations 
and stocks of cHpilpment in China and India and small ships from the Pacific area. 
The sales value of this prop<'rty was agreed in the contract as $74 million. It 
lm<i hei'n turned over, for the most part, to the Cliinese Government prior to 
August .'11, lUlfi, and consisted of the following individual transactions; 

(a) The Calcutta stock pile, Iinvlng a sales price of approximately $25,000,000. 
'I’his group of property, wliich had been sold to China under an earlier agreement, 
was composed largely of tru<-ks niul .«pnre parts together with otlier supplies 
r«>Inted to the reiialr and maiiiteiinnce of motor vehicles, 

(h) The small-ship program, with the sales price of approximately $28,000,000. 
Ships included hi this program cover all varieties of smoll noncombnt types. 

(c) Materials and supplies required for the support of air forces with a sales 
value of appruxiumtcly $0,000,000. This package of equipment, originated as a 
part of the lend-Ieaso program, had already lioen assembled for subsequent delivery 
to the Chinese when liostlllties terminated. 

(d) The Army’s sale of proiKTty In west China, having a basic sales price of 
$25,000,000 (U.S.) plus $5,100,000,000 (Chinese) of which the $5,000,000 down 
payment is incorporated in the consideration covering the bulk sale. This sale 
was occasioned by the withdrawal of Uie Army from wes( China In 1046, and 
included a broad assortment of expeditionary supplies. 

(e) Miscellaneous small sales with a sales value of approximately $10,000,000. 
Those cover all types of property which had been purchased by tho Chinese Gov¬ 
ernment prior to the date of the bulk sale. Two major categories, which com¬ 
bined represent almost one-half the total, ore railroad equipment purchased iu 
France and an assortment uf quartermaster supplies comiioscd largely of mos¬ 
quito bars, blankets, and bath towels. 

Tho agreement of August 30,104C provided for a total realization by the United 
States of $175 million, as follows: 1) $150 million offset against the United 
States’ wartime indebtedness to China, 2) the equivalent In Chinese currency 
of U.S. $20 million to be available over 20 years to the United States for research, 
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ctZl-v oTuT^^- "■ -f th.. ^„ivnU.,.t in Chines, 

r if f "" " available over -0 years for acq.ilsiflon bv the 

I nitty] States of i)roi>erty in China tun] for c.rrent povernn.ental exin-nse. While 
heso considerations total $205 million, the United States at the same time agree<i 

and tt.chnlcal services arising out of the p.operty transfer. Thtis the United 
States net realization under the agreement was $175 niilliou 

10^ OPLC Dockyard Facilities Soles: On May 15. 11M6 Oflc agreed to furnish 
he Chinese Government surplus supplies and equipment for dockyards at Shang¬ 
hai and T.slngtao. with repayment to be made in thirty annual installments. How- 
■•ver he agreement provided that the United States might, at Us option, nypie.n 
-f China certain goods and services for United States Navy and oth.*r Government- 
owned vessels, with the cost of such goods and service.^ considered as part of 
f liinas annual payments of interest and principal. Transfers of United States 
surplus under this ngroemont liure now been comploted. As of Oembor 31 104^ 
Oflc snles totalled $4.1 million at fair value. 

11. ilaritimc Commission Ship Saics: Since V-J Day the Maritime Commission 
has sold the Chinese Government 43 vessels with a total sales price of $20.2 
ml lion under the Merchant Ship Sales Act of 1940. Of this amount, $10 1 
million was on Maritime Commission credit terms, Th** balance was pai<l in 
cosh, obtained in part throuffh an Export-Import Bank cn^llt. (See Item Si 
above.) The total wartime procurement cost of the 43 vessels was $77.3 tnlllfMn 
The followinir sales are inriuded in the t<dn1 : 


No. 


10 

10 

8 

S 

4 

3 


TuTAi. 


Type 

J 6oU$ Price 

. 

1 ?4, .300, non 

1 Lihtf'rry and 


1 N-3. 

1 9. 300, 000 

\ Ct-M-VI and 

1 

J Cl-S-AYl. 

10. 000 . ooa 

VC2-A-P2 . 

2. 000 , ooo 

1 

$20. 200, 000 


12. U. S. Foreign Relief Program; Public Law 84, approved May 31, 1047, 
authorized the Initial appropriations for the United Stales Foreign Relief Pro¬ 
gram. China's allocation out of these approprlatbms amounted to approximately 
$28.4 million. A siipplemontnry appropriation of $18 mini >n for the China pro¬ 
gram wn.H authorized under Public Law 303. approvi-d December 23, 1047. Deliv¬ 
eries to f?hitin under the Uaited States Foreign Relief Program were made during 
the first half of 1048, ns follows: 


Cereals .. 

Seeds ........... 

Peatlcidet ......... 

Medical Supplies. 

BstJiuAtcd flbipplng costs 


$35. 412, DOO 
$8. 400 
002 . 000 
0. 185, 300 
5, 084, 600 


Total. $48,881,000 

18. EC A Program: The curreut program of economic aid for Chinn was author¬ 
ized on April 3, 1048. In the China Aid Act of 1048 (Title IV of the Foreign 
iiBsIstoDce Act of 1048), This Act authorized to be appropriated $338,000,000 
for economic at^istance to China, to be available for obligation for a period of 
one year from the date of enactmenL The Act further provided for creation 




















1050 


U. S. RELATIONS WITH CHINA 


of a Joint Conniiission uii Uiiral Reconstruction In China. It was specified that 
insofar ns practicable a innxinium of ten percent of the funds made available 
for econoinic assistance should be allotted to the Rural Ri'constrnctlon Program, 
in the form of I’nitcd States dollars, proceeds in Chinese currency from the sale 
of Eca commodities, or both. 

Tlie appropriation act passed on June 2S tPL 79S) npproprlnted $275.CM)0,000 
for economic aid to China of which not more than ?1.200.000 was to be obligated 
for administrative expenses. 

The original JiiOA Program for China C'»nslst»*<l of the ftillowlng four major 


categories of expenditures: 

a) A commodity j>ro>.’rHm, tliroiigh which Eca flonnccs the lm|>ortntlon of 
fond, I'ctrolciim. cotton, fertilizer, and coni Into China, and siircrvlsos 

the use within China of Ihcsc commodities.$203,800,000 

b) Participation with the Chinese Government in a Joint Commission on 

Itur.'il Itoconslructlon. 2,500.000 

c) A program of Industrial replacement and reconstruction, together with 

related engineering services. 07. 500, OOO 

<1) Administration In Washington. D. C. and Chinn. 1. 200, 000 


Total.$275,000. 000 

Tlie following amounts had been autiiorized for procurement under the Eca 
commodity program by March 11,1049: 

Uloe. $44,680,000 

Wheat/rioiir. 20. G17. 000 

I'etroleiini. 40, 000, 000 

I'otlon. 09.700,000 

IVrtlllzer. 0,202,000 

^cnl. 280, 000 


Total I.$100,478,000 


Dollar expenditures for the rural reconstruction program to date have 
amounted to loss tlian $."»0,000. Tlie Commission’s expenses have been met 
largely through withdrawals of Chlne.se currency from the "counterpart fund" 
provided by the Chinese Government. 

Procurement authorizations under the industrial reconstruction and replace- 
iiient program have been suspended due to the mliltary situation In Chinn, but 
pre-project engineering is continuing on a number of projects. A total of 
.^l.n.'iO.riOO had been autliorlzeil for expenditure ns of March 11, 1049, mainly for 
engineering surveys. 

14. Post V-i/ Dtiy Lritil-Lta«c: I.cnd-lA»n8o abl was furnlshcil Chlua after V-J 
Day to assist the Chinese Government in tlie reoccupation of llbcratetl areas and 
in the disarmament and evacuation of Japanese troops. Under the direction of 
General Wedemeyer, Cliinc.se armies were moveti liy air to their new rcoccupntion 
assignments at a cost of approximately $300 million. Though the "thirty-nine 
division" program cea.scd a.s of V-J Day, transfers of army ground material and 
equipment were continued. Lend-lease transfers of aircraft and air equipment 
after V-J Day were elTocted in order to assist the Chinese In the creation of a 
modern air force. A military-aid agreement of June 28, 1046, provided for the 
continuation of military lend-lcase on a reimbursable basis. This agreement 
authorized expenditures up to $25 milliou for the reoccupatlon of Chinn between 
June SO and October 31,1046, and up to $15 million for training Chinese military, 
air force, and naval personnel between June 80, 1046, and December 31, 1047. 
Expenditures under these programs are Included In the total figure of lend-lonse 
aid. 

As of Juno 80,1048 a grand total of $781.0 mllUon In post-V-J Day lend-lense 
transfers bad been reported to the Treosury Department by United States Gov- 
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„ r™’ " ■Tll’dlind" .■>=r..,.mon, rs<^ 1„..„ r, ,,1,,..,.,. 

r “’■"i "Wnallv lon,|.loa.«c<l lo 

Uiina but subseiim-iiily tiaiisfi.rn..l ..n.Jor th - t.-nns ..f v\. r.l- i„.,„ is 

below). Of the balance of million »$1S1.0 mililon is considered subject 

to payment. Settlement of this amount is now under neRoti.itlon 

Listed below are the major categorie.s of Post-V-J Day Ix^nd-Loase supplies: 


Orfinnnee nnd Ordnance Stores. 

Aircraft and Ac«ronaiit1cu! Materinl 

Tnnka and Other Vehicles. 

Vessels and Other Watercraft. 

Miscellaneous Military Equipment. 

rncilitlos and Equipment. 

ARrlCMltural. Industrial and Other Commodities 
Testinff and Eecondltloninc of Defense Articles 
Services and Expenses. 


$117, 860. 07G. 04 
43. C83. 004. 63 
06. 000. 610. 08 
40. 040, 642. 57 
00. 762. on. 71 
36. lOa. 74 
37, 018, 028. 21 
2. 338. 88 
335. 817. 010. 08 


TOTAt. 


8781. 040. 022. 82 


1.*). SfUitari/ Aifl Under SACO: Supplies vabuMi at 517.000.029.70. consisting 
primarily of ordnance, were furnished China between September 2, 1 W .7 and 
.March 2, 10-10 by tlie rnited States Navy uii<lcr the Slno-Americaii Cooperative 
Org.Tnlzatlon agreement. The supplies wore made available In exchange for 
<crtaln services provldp<| by the Cliincse (JoviTitment. 


10. Sale of h'xccaa Slorkf of United Slalt-H Anny in ITck/ China: The sale of 
Ji broad assortment of military supplies in we.st China was made on the departure 
of United Slates forces from that area. This property was transferred for a sales 
price of 52.7 million (U. S.) plus 5">.H1 billion (Chtm^se). Down paynients of 
5.>.16 billion (Chlne.se) and $." million (U. S.) Mere made In the form of offsets 
against the United .States indcbtejlness to China. (The 5."» million (U. S.) down 
payment M’ns Incorjvirnfed in the retillz'-d return to the United States under the 
Ktirplu.s propertv salt-.s agreement of August 30, KUO—sw Item 9 ni>ove.) It mus 
agreed that 520 million (U. S.) would be paid over ti period of time by China. 
The terms of repayment are subject to negotiation. 


17. Ammunition Abandoned and Transferred by U. S. Alatines in North China: 
IletM-een April and September 10-17 the United State.s Marines nbnudoned or 


transferred at no cost to the Chinese Government over 0,500 tons of ammunition 
in contiection u-lth their Mitlidrawul from Nortii China. Included was a wide 
variety of small arms and artillery ammunition, grenades, mines, bombs, and 
misc-ellanwus explosives. No estimate of the total value of this material is 
available. 


18. Transfer of United States Navy Vessels Under P. L. 5ti: PL 512 author¬ 
ized the President to transfer 271 innail vessels to the Chiiie.se Government on 
such terms as he might prescribe. On December 8. KM7, an agreement was 
signed between the Unite<l States Government and the Republic of Chinn relative 
lo the iniplcmentatlou of this act. A total of 131 vessels with a procurement 
cost of $141.3 million had been transferred to the Chinese Navy under PL 612 
as of December 31, 1048 on a grant basLs. This figure includes approximately 
$38 million representing vessels originally leiid-lensed to Chinn but subsequently 
transferred under P. L. 512. 

10. Sales of Surplus Military Equipment: The United Stotes continued to moke 
military equipment available to the Chinese Government following the temilQation 
of lend-Ieaso through the transfer of surplus U. S. equipment at a small fraction 
of its original procurement cost. As of No%'ember 30th, 1048, China had accepted 
declared military surplus totalling $100.8 million in value at procurement cost. 
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or $0.7 ininion at sales price. Of the total accepted, $00.8 mlHion (procurement 
cost) had been shipped. The following is a listing, in sumniary form, of mili¬ 
tary surplus .shipments: 



Frorurcmcfif 

Co*f 

8<tlc/i 

Price 

(1) 180 n^llUon rounds of 7.02 nmtnuoltlon (f^oUX Uy 
OFLC unilor contrnct datrcl June 25. t047) . . 

1 

80, 504. 992. 58 ' 

$0.50. 499. 27 

(2) 150 C-40 nirplnnes (poIO by War Ad¬ 

ministration under contract dnted Dec. 22, 
1947) . 

34. 800. 000. 00 

750. 000. 00 

(3) OFLC tranwfera, Jan. 1. 1948-Nor, 30, 1948 : 

AiDinunitlon, Cal. .30 to 155 tlowltzor .... 

21. 419, no. 91 

534. 534. 33 

Air Force materiel and equipment, Includinit 
159 aircraft and C$3 on^UtcM. 

34. 805. 332. 52 

4, .30.5. 029 29 

Ordnance. BlgDal. and other military equip- ; 
ment (10304 tons) . 

2. 158. 938. 17 

200, 807. 29 

Total. ... 

$90. 838. .3<;n. 18 

’ .$0. 590, 830. I S 


• A portion of the total tnllllnry inirplns shipin'-nis was flnancwl by the Chinese Govern¬ 
ment from the $125 million icrant.s authorlted under the Chinn Aid Act of 10-18 (sec item 
20 below). 


20. $125 Million Orant Under fhe Cltiim Aid Act of 10)8: Section 404 (b) of 
the China Aid Act of 1048 (Title IV of the Foreign Assistance Act of 1048) 
authorized to he upproprlalotl to the President a sum not to oxceotl $12i3,0()0,000 
for additional aid to China through grants, on such terms ns the President might 
determine. The lcglslntl%*o history of the Act made It clear that the Congress 
intended that tho.se funds .sliould be made available to the Chinese Govorntnenl 
for such puriwsoH a.s it might specify. Tlie grants have hoon used by Chinn to 
purclinso items of a mliitary nature. As of Marcli 11, 1049 the Department of 
the Treasury had paid a total of $121,148,801.90 of the $12.”» million appropriated. 
Dlsbursemenls wore made to the Cliine.se Govornmeiit direct or to Ignited States 
Government agencies n^quested by the Chinese Government to engage In procure¬ 
ment actlvitie.s, as follows: 


'Recipient 

Procuretl 

Amounf 

U, 8, Government Aoeneirn: 
Department of tho Army . 

Anns, ammunition, medical sup* 
piles, motor Tchlclcs, spare parts, 
etc. 

$04,437, 001. 69 

Department of tho Nary • • • . 

Naval vessels. recoDditionIng of 
naval vessels, ammimltlon 

6, 802, 020.00 

Dept, of tho Air Force . « • • . 

Miscellaneous air force equipment i 
and aviation gasoline 

7, 750, 000. 00 

Bureau of Federal Supply , • • 

Petroleum products, ordnance raw 
inotcrials 

13, 705, 522.12 

OIBco of Poreltro Ltqutdatlon 

Surplus aircraft, aircraft spares. 

»2, 690,910. 88 

Commlooloncr. 

RinmunlUon. etc. 


iTcpuMIc of China . 

Miscellaneous supplies and equip¬ 
ment, from commercial sources. 

28,613, 377.31 


1 

$124.148, 801.00 


> iQ addition, OFLC baa received by direct payment from tbe Chinese Ooveroment 
$1,045,608.80 of the $28,618,877.81 paid to the Chinese Oovernroont by the Treasury 
Iiepartment. 
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. ;tl. 1 :p4,s. maieimls purchased f<,r ¥(Kl.!t 5 .s. 701 .:is under the 

.vi-u JuiJjioii grants had been shipped to China 

In accordance with the President s Directive of June 2. 1048 . the Department 
of State examines tiie documentation submitted by t)io Chinese Government to 
determine that the request is not in excess of the total represented by the invoices 
oi othei supporting data, and authorizes the Treasury to make the appropriate 
pajmenis to the Chinese Governmetit. Under the Presidents Directive of 
July 1048, the Chinese Government may arrange for the procurement or 
fiiimsbmg of supplies or services b.v any agency of the United States Government 
subject to the approval of the Secret;,ry of State as to the availabllltv of funds 
In such instances, the agency concerned is authorized to submit to the Depart¬ 
ment of State requests for reimbursement of appropriations or for advance 
payments. The Department has been able to certify fully documented requests 
for payment by the Treasury Department within a few days after receipt 


180 

isecretaj'y Achcaon to Senator Tom Connally^ Chairman of the 

Senate Committee on Foreign Relations 


liarch IS. 

The following comments on S. 10<J3 are ofTered in resiauise to your ri'quest as 
conveyed l.y Mr. O’Day. Clerk of the Connnillee on Foreign Relations, in his letter 
of February 2S, 1040. It is the Department's view that the Rill iwoposes aid 
of a magnitude and character unwarranted by present circuinstames in China. 

Despite the pre.xent aid program authorized by the last Congress, together with 
the very sub.stantial other aid extended by the United States to China since \’-J 
Day, aggregating over $2 billion, the oconoinic and military iKisitlon of the Chinese 
Government has deteriorated to the point where the Chinese Communists hold 
almo.st all Important ureas of China from Manchuria to the Yangtze River and 
have the military capability of expanding their control to the populous areas 
of the Yangtze V'alley and of evoiitunlly dominating south Chinn. The National 
Government does not have the military capability of malutalning a foothold In 
south China against a dcterniliaHj Communist nilvaiiee. The Chinese Govern¬ 
ment forces have lost no battles iluring tlie past year because of lack of ninniuni- 


tlon and eriulpinent, while the Chinese ConimunLsts have captured the major 
portion of military supplie.s, exclusive of aiiimunltlon, furni.shed the Chinese 
Government by the United States since V-J Day. There Is no evidence Uiut the 
furnishing of uddltionnl iiillltnry material would alter the pattern of current 
developmenU In China. There Is, however, ample evidence that the Chinese 
people are weary of hostilities and that there Is an overwhelming desire for peace 
at any price. 'I'o furnLsIi solely inllltary niutcrial and advice would only prolong 
hostilities and the suffering of the Chinese people and would arouse In them deep 
resenimeiit against the United States. Yet, to furnish the luilltary means for 
bringing about a rove,'.sal of the present deterioration and for providing some 
prospect of 8ucce.s.sful inllltary resistance would require the use of an unpredict- 
ably large American armed force In actual combat, n course of action which 
would represent direct United States Involvement In Chinn’s frotricidal warfare 
and would be contrary to our triiditlotml i>ollcy toward Chinn ami tlic Interests 
of this country. 
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In these cncuuistances, the extension of as much as $1.5 billion of credits to 
,he Chinese Governineut. as proposed by the Bill, would embark this Government 
on an undertaking the eventual cost of which would be unpredictable but of groat 
magnitude, and the outcome of which would almost surely be catastrophic. The 
field supervision of United States military aid, the pledging of revenue of major 
Chinese i>orts in payment of United States aid. United States adminlstraUon and 
collection of Chinese customs in such ports, and United States participation in 
Chinese tax administration, all of which are called for by the Bill, would 
without question be deefily resente<l by the Chinese people as an extreme infringe¬ 
ment of China s sovereignty and would arouse distrust in the minds of the 
Chinese people with resiiect to the motives of the United States in extending 
aid While the use of up to $500 mllUou in support of the Chinese currencj, as 
proposed in the BUI. would undoubtedly ease temporarily the liscal problem of 
the Chinese Government, stabilization of the Chinese currency cannot be con- 
sidercil feasible so long as the Govermuenfs monetary outlays exceed its Income 
by a largo margin. After the first $500 million had been expended, the United 
Stales would find it necessary to continue provision of funds to cover the Chlaese 
Government’.s budgetary deficit If the inflationary spiral were not to be resumed. 
That China could be oxiM>cted to repay United Suites financial, economic and 
military aid of the magnitude proposed, which the Bill Indicates should all be 
on a credit ba.sis, cannot he supported by realistic estimates of Chinas future 
uhillty to service foreign debts even under conditions of peace and economic 
stability. 

The United States has In the past sought to encourage the Chinese Government 
to initiate those vital measures necessary to provide a basis for i*conomlc Im¬ 
provement and political stability. It has recognized that, in the absence of a 
Chiiicso Government capable of inltlaUng such measures and winning popular 
support, United States aid of great magnitude would be dissipated and United 
States attempts to guide the operations of the Cblneso Government would be 
inelTectlve and probably lead to direct Involvement in China's fratricidal warfare. 
General Marshall rcllocted these considerations when he stated In February 
1048 that an attempt to underwrite the Chinese economy and the Chinese 
Government's military effort represented a burden on the Unitetl States economy 
and a military responsibility’ which he could not recommend as a course of 
action for this Government. 

Despite the above observations, it would be uiideslrahle for the Unitetl States 
preclpitou.sly to cease aid to areas under the control of the Chinese Government 
which it continues to recognize. Future developments In Chinn, Including the 
outcome of political negotiations now being undertaken, arc uncertain. Con¬ 
sideration is being given, therefore, to a request for Congressional action to 
oxtend the authority of tlie Chinn Aid Act of 1048 to permit commitment of un- 
obllgntod appropriations for a limited period beyond April 2, 1949, the present 
expiration date of the Act. If during such a period, the situation In China clarifies 
Itself sufllcleutly, further recoimneudatlons might he made. 

o 


Library Sri Pratap College, 
Srinagar, 



SR! PRATAP COLLEGE LIBRARY 

SRINAGAR ( Kashm ir) 

DATE LOANED 

C/ass /Vo._ Book No. _ _ 

Acc. No. __ 

This booH msy be kept for 14 days* An over • doe 
charge wiU be levied at the rate of 10 Pals# for each day 
the book Is kept over * time. 



‘'•Tbie book was taken from the 
the date last stamped. A fine 
will be charged for each day 
is kept over due. ” 




Library or. 
of ^ UllDA 
the book 

'v'. 






